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GENERAL REVENUE REVISION 


TUESDAY, JULY 28, 1953 


Hovuss or REPRESENTATIVES 
ComMITrEE oN Ways AND MzaAns, 
Washington, D. C. 


The committee met, pursuant to recess, at 7:25 p. m. in the Ways 
and Means Committee room, Hon. Noah M. Mason presiding. 
Mr. Mason. The meeting will come to order. 


TOPIC 40—EXCISE-TAX RATES 


The chairman of this committee is in the House asking unanimous 
consent for the passage of several noncontroversial bills. He will be 
here as soon as possible, and he asked me to start the meeting tonight. 

Tonight is the beginning of topic 40, excise tax rates. We are 
going to have 6 or 7 or more evening sessions on excises. 

The first witness is Mr. George C. Foerstner, who we are taking 
out of order. Is Mr. Foerstner here? 

Mr. ForrstNer. Yes, sir. 

Mr. Mason. You may take the chair, please. If you will give your 
name and address and whom you represent to the scribe and then we 
will proceed. 


STATEMENT OF GEORGE C. FOERSTNER, EXECUTIVE VICE PRESI- 
DENT AND GENERAL MANAGER, AMANA REFRIGERATION, INC., 
AMANA, IOWA 


Mr. Forrstner. George C. Foerstner, Amana Refrigeration, 
Inc., Amana, Iowa. 

Mr. Mason. Proceed, Mr. Foerstner. 

Mr. Forrstner. Mr. Chairman and gentlemen of this honorable 
committee, my name is George C. Foerstner and I am executive vice 
president and general manager of Amana Refrigeration, Inc., of 
Amana, Iowa. We manufacture refrigerators and freezers, and a 
substantial portion of our products are of the type used in homes. 

Members of our industry welcome and appreciate the opportunity 
to appear here before this honorable committee and present the indus- 
try’s point of view as to the effect of the existing excise tax on freezers 
and refrigerators not only upon the industry but upon the economy 
and welfare of all our citizens. At the present time there exists a 10 
percent excise tax on freezers and refrigerators. 

The freezer industry was practically nonexistent 10 years ago. Its 
recognized inception dates from the end of World War II, when pro- 
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duction assumed a sizable proportion for the first time. Despite the 
increased sales since its inception, the industry is still in its infancy 
and can best be described as being very definitely in the promotional 
stage. Of all the common household appliances which are beneficial 
to the American public’s health, welfare and economy, freezers and 
refrigerators may be said to constitute a major factor in raising the 
standards of American health through the proper preservation of 
food products. Even though these products do constitute a major 
factor in raising the standards of American health, they are one of 
the necessary and beneficial appliances presently taxed at a rate 
of 10 percent on the selling price. The freezer industry has been 
saddled with this tax during the years when it needed all the help it 
could muster in order to grow and become established. This addi- 
tional tax burden has seriously retarded its growth in spite of the fact 
that sales of freezers have rapidly increased. 

The experience of our industry indicates very clearly that the use 
of freezers and refrigerators today in rural communities is a family 
necessity and not a luxury. Their use provides a method for the safe 
and economical preservation of food and prevention of spoilage and 
waste. It is well known that many bureaus of Federal and State 
Governments concerned wth health safeguards have advocated and 
urged the use of mechanical refrigeration, including home freezers. 

The widespread sale in America of electrical refrigerators for home 
use antedates freezers by some years. Previous Congresses have con- 
sidered information and recommendations submitted by the Depart- 
ment of Agriculture and by our industry and by other interested 
groups indicating clearly that the excise tax on refrigerators was and 
is an important factor in preventing families in the Nation’s lower in- 
come groups from owning refrigerators and thus enjoying the health 
safeguards and benefits “provided. Based upon our industry’s ex- 
perience in more recent years with home freezers we can assure this 
committee that the excise tax on freezers has had a parallel effect. In 
fact the handicap imposed upon lower income groups by the excise 
tax on freezers is greater than in the case of refrigers ators, because 
under normal course a farmer’s or working man’s family would buy a 
refrigerator before a freezer. Therefore, the increase in selling price 
resulting from the excise tax would constitute more of a burden to 
such a family in purchasing a freezer than in buying a refrigerator. 
T have no statistics on this point to submit to the committee at this 
time, but in givng ths information to the committee I am summarizing 
the experience of our distributors and dealers throughout the United 
States. If there is any skepticism here, or if for any other reason the 
committee would like to have affidavits or some form of statistics to 
support the information, I will be glad to furnish it. I do want to 
emphasize again that the low income families of farmers and working 
men are in persons who suffer most by reason of the excise tax on 
refrigerators and freezers. 

The freezer industry is highly competitive and the profit margin 
is small. A majority of the home freezers now being sold are manu- 
factured by small companies like ourselves, either for direct sale or 
on contract with other manufacturers. All companies have aimed to 
produce their product at the lowest possible cost to the consumer and 
in order to survive have constantly employed cost reduction methods. 
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Under the circumstances the industry could not afford to absorb the 
tax imposed and therefore had to add most of the tax on the purchase 
price. This has proved a deterrent to many prospective purchasers 
of home freezers, especially in the lower income groups. ‘The tax has 
principally affected the smaller manufacturers. This tar burden is 
nothing more than a Federal sales tax on products which are known 
to play an essential part in the program of improving the Nation’s 
health, welfare, and economy. amie 

The expanding use of home freezers in rural communities in the 
past few years indicates that freezers are being utilized by farmers 
and other working men desirous of providing better living at a lower 
cost to their families. There are over 8 million families in the low- 
income groups with electric service which are without a satisfactory 
method of preserving food. A large percentage live in rural com- 
munities. ‘The educational programs sponsored by Federal and State 
agencies designed to bring to such low-income families knowledge 
of how to improve their living standards and health by food conserva- 
tion through mechanical refrigeration has been seriously discouraged, 
if not destroyed, by the imposition of this 10 percent excise tax. ‘The 
tax has interfered with the expanded use of freezers among low-income 
families by increasing and placing the purchase price beyond their 
means. Not only has the tax deterred sales and prevented low-income 
families from enjoying the benefits and health safeguards that me- 
chanical refrigeration provides, but it is inconsistent with the Gov- 
ernment policy of expanding rural use of electricity. Improved 
family health and economy will be stimulated by expanding sales of 
home freezers unrestricted by this burdensome tax. 

The manufacturing of freezers constitutes an important American 
industry. Its business activity has a significant effect on employ- 
ment, wages, salaries, income from investment, and general business 
conditions of the Nation. Many other industries are affected by the 
welfare of the home-freezer industry, such as the suppliers of raw 
and fabricated materials, the transporters, the distributors, and the 
retailers. The growth of this industry has provided employment 
for hundreds of thousands of skilled and unskilled workers. In addi- 
tion to this number of workers who are directly employed in the 
manufacture of freezers, countless hundreds of thousands of others 
gain employment in related and connected industries, such as the 
frozen food and packaging industry. The workers who would be 
adversely affected by a decline in home-freezer business is estimated 
at twice that number. The imposition of the excise tax on the infant 
freezer industry has not only stymied its growth but has prohibited 
its expansion and the employment of thousands of additional workers. 

I have pointed out the health safeguards which mechanical re- 
frigeration provides and would now like to point out the convenience 
it renders to owners. One need only go to his corner store to see 
the great variety of foods which now reach the consumer in frozen 
state. Only a few years ago freezing units in the home were unheard 
of except for the small ice-tray compartments in refrigerators. 
Today the housewife in the city and more particularly the housewife 
on the farm is afforded the modern convenience of quick-freeze units 
for the safe preservation of her food products as well as the con- 
venience of storage. Freezers are a necessity, not a luxury. 
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Prior to the imposition of a 10 percent manufacturers’ excise tax 
on freezers by the enactment of section 3405 (a) of the Internal 
Revenue Code, freezers enjoyed the status of having no excise tax 
at all. We believe that the best interests of the Nation’s health, wel- 
fare, and economy require that the infant freezer industry should be 
relieved of this burden and once again placed in the status of having 
no excise tax. 

Another reason for relieving the freezer industry from the present 
excise tax is that it is not in line with the traditional revenue producing 
theory and policy behind the imposition of excise taxes. That policy 
is to tax those items which fall within the category of luxuries and 
not to tax the necessities. It is clear that the use of freezers is not 
a luxury but a necessity for the proper preservation of food and 
prevention of spoilage and waste. Freeze ‘rs play an important role in 
raising the standards of our Nation’s health and welfare. 

It is interesting to note the difference between section 3405 (a), 
which is the 10 percent excise tax on freezers and refrigerators, and 
section 3404 (b), which is the 10 percent excise tax of “automobiles. 
The latter section came into effect on November 11, 1951, and author- 
izes an automatic reduction from 10 to 7 percent in the excise tax on 
automobiles after April 1, 1954. The former section came into effect 
on November 11, 1950, and contains no automatic reduction in taxes 
for freezers and refrigerators. 

It is more in line with the policy behind excise taxes to reduce the tax 
on freezers and refrigerators since they are a necessity for proper 
public health, whereas in the case of automobiles many automobile 
sales are definitely in the Juxury or unessential class. While there is 
no question but that many automobiles are essential these days in the 
transportation of people to and from their places of business and for 
other essential business uses, every single refrigerator and freezer sold 
is absolutely essential and must be classed as a necessary item in the 
health, welfare, and economy. Furthermore, the freezer industry is 
still in its infancy while the automobile industry is well established. 
It is apparent that an increase from no excise tax on freezers to a 10 
percent excise tax is a much greater burden on a struggling infant 
than an increase from 7 to 10 percent excise tax is on the well- 
established automotive industry. The refrigerator and freezer indus- 
tries in thus providing a public necessity should not be compelled to 
endure the discrimination imposed by the excise tax. 

Therefore, it is respectfully submitted to this committee that the 
best interests of the Nation’s standards of health, food, and economy 
would be served by omitting any excise tax on freezers and refriger- 
ators. 

Mr. Mason. Does that conclude your statement, Mr. Foerstner ? 

Mr. Forrstner. That does. 

Mr. Mason. I wish to thank you for your statement and the informa- 
tion contained therein. Any questions? 

Mr. Martin of Iowa. 

Mr. Martin. Mr. Chairman, first of all I want to tell the committee 
about the witness before us. Mr. Ioerstner is executive vice president 
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and general manager of the Amana Refrigeration, Inc., at Amana, 
lowa. I have witnessed him build this industry to its present high 
place in that field. I know that he has done this in a remarkable way 
and he has won high position through his ability. It is a real honor 
indeed to have him before our committee, and his statement has some 
very valuable points in it for our consideration. 

I would like to ask a question or two: I \yant to commend Mr. Foerst- 
ner first for the quality of his statement and for the quality of his own 
personal “ange 

First, is it not true that the processing of frozen foods for home use 
has Seat and is growing on a very large seale throughout the 
country ¢ 

Mr. Forrstner. Very much so. The reason for this growth is that 
the increased use of freezers in the ordinary home makes it possible. 

Mr. Mason. Another question: Do you as a manufacturer pass this 
tax on to the purchaser ? 

Mr. Forrsrner. Yes, the tax is based on our selling price to our 
distributor, and therefore becomes an actual part of the selling price. 

Mr. Martin. From my own observation I know that your sales 
have gone into many homes of moderate income, and in our part of the 
country where food is produced in such great abundance preservation 
of food is a very real conservation matter. With the placing of your 
refrigerators and your freezers in the homes of moderate income 
people we can preserve and conserve a tremendous quantity of good 
lowa food. 

I have seen that by my own observation. To me the greatest 
tragedy in the food world would be to make it impossible for these 
families of moderate income to have the food preservation facilities 
available to them and to the extent that this tax is passed on to the 
consumer or to the purchaser it is a very real disadvantage and dis- 
couragement to the conservation and preservation of our food supply. 

I recognize your industry as filling a very real need in our economy, 
and I hope that you will find it possible to make your freezers avail- 
able to families of lower than moderate income. 

I want to commend you very highly on your statement here and 
also on the grand record you have made, to my personal knowledge, 
throughout the entire time of your operation. I call the attention of 
the committee also to the fact that during World War II your com- 
pany under your management won the “h” award twic e, which was 
a real achievement. 

Mr. Forrstner. Thank you very much. 

Mr. Martin. I want to thank now the next witness especially, Mr. 
Nehemkis, Jr., for his courtesy in allowing Mr. Foerstner to precede 
him on the list of witnesses in order to let Mr. Foerstner make his 
plane back to Iowa within the next 45 minutes 

Mr. Mason. The next witness listed is Mr. W. R. Dabney, president 
of the American Home Laundry Manufacturers’ Association, and I 
understand he could not be here and Mr. Nehemkis, special counsel 
for that organization, will appear in his place. 
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STATEMENT OF PETER R. NEHEMKIS, ATTORNEY AT LAW, WASH- 
INGTON, D. C., SPECIAL COUNSEL, AMERICAN HOME LAUNDRY 
MANUFACTURERS’ ASSOCIATION, APPEARING FOR W. R. DAB- 
NEY, PRESIDENT, AMERICAN HOME LAUNDRY MANUFACTUR- 
ERS’ ASSOCIATION 


Mr. Newemkis. Mr. Chairman, Mr. Dabney has asked me to express 
to you and to the gentlemen of the committee his very deepest regrets 
at his inability to be here. 

Mr. Mason. Mr. Nehemkis, if you will be seated and speak up so 
everyone in the room can hear what you have to say, we will appreciate 
it. 

Mr. Newemxis. I shall do my best, sir. 

Mr. Martin. May I thank Mr. Nehemkis personally for his con- 
sideration in permitting Mr. Foerstner to appear first? 

Mr. Nenemgis. It has been a pleasure, sir, believe me. 

May the record show, please, that I appear in place of Mr. W. R. 
Dabney, president of Ironrite, Inc., Mt. Clemens, Mich., and president 
of the American Home Laundry Manufacturers’ Association ? 

My name is Peter R. Nehemkis, Jr., Washington, D. C. I am 
special counsel to the American Home Laundry Manufacturers’ 
Association. 


Mr. Chairman and members of the Ways and Means Committee, every citizen- 
taxpayer in this country is indebted to this committee for its historic under- 
Hert in revising our chaotic tax structure. You are to be commended for the 
topical approach which you have taken to this vast study in tax revision. While 
this approach may at times have caused inconveniences to those who have ap- 
peared before you, it is, in my judgment, a sound approach and will amply 
reward your painstaking labor. 

This evening, you have invited expressions of opinion on the subject of manu- 
facturers’ excise taxes. 

I am not a student of taxation. It is, therefore, not within my competence 
to express broad economic opinions on this subject 

As a manufacturer, I believe that I am, however, competent to give you a 
factual case history of the impact of the manufacturers’ excise tax upon my 
own company, whose only product is household ironers, a vital laborsaving 
device used by the American housewife. 

In presenting this case history, Mr. Chairman, I must ask your indulgence 
for the unavoidable reiteration of the personal pronoun. The facts which I 
present concern myself and a business with which I have spent my adult years. 

Since every story must have a beginning, as well as an end, permit me to begin 
at the beginning. 

I come from a poor Arkansas family. As a boy of 18, I lost my leg in an acci- 
dent. While lying in the hospital bed I pondered over one of the great decisions 
of my life: Would I become a public charge, or would I lead a useful and pro- 
ductive life? 

I concluded that the loss of a leg would never become a handicap. The word 
“handicap’ has for me been confined exclusively to the dictionary. 

When I was 18 I arrived in Detroit ; penniless, 

I got a job as a bookkeeper, stenographer, billing clerk and switchboard opera- 
tor with the original partners, H. A. Sperlich and John Uhlig, of our present 
company. 

Mr. Sperlich and Mr. Uhlig had developed one of the earliest household ironers. 
It was about as ernde as the Model T Ford looks today when you compare it 
with the sleek high-powered Mercury. 

Our establishment in those days of 1926 was nothing more than a back-alley 
shop. Our entire annual production amounted to several hundred ironers. 
They were sold almost entirely in Michigan and in a few surrounding States. 

Nationwide distribution was still a dream of the future. 

A decade later, the company appointed me its sales manager. It was my 
deep conviction that, unless our business could grow and expand, we’d never 
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get anywhere. How to accomplish this objective was the question. The solution 
in my mind was one that had never before been tried: demonstrate the ironer in 
every home across the country, show the housewife how it worked, how it would 
eliminate fatigue and drudgery, and banish that heavy, hand ironing which 
was the homemaker’s most dreaded task. 

If we could make this kind of demonstration in the home, I believed our 
product would find a ready acceptance. 

But to do this required money—a commodity which was then, as now, mighty 
searce. 

I finally convinced Mr. Sperlich end Mr. Uhlig to gamble $10,000 on my idea. 

{ went out and hired a crew of salesmen. Well, that $10,000 didn’t last very 
long. In no time, I found my salesmen had run us into the red by some $25,000. 

At this point, the directors of the company were just about ready to fire me and 
to write off the whole idea as a pipedream., 

I pleaded with the directors to give me another 90 days to prove that the plan 
would work! and, if they allowed me to continue, I was willing to work for 
nothing. 

We went ahead. In the last month of my 90-day trial period, we got into the 
black and showed a profit of $1,000. 

It was clear to me that, if our ironer was to find its place in the home, we 
had to have a nationwide organization of distributors. 

The men I wanted to handle distribution were long on faith in our ironer 
but short on cash. So I took mortgages on their homes. In this way, they were 
able to pay for their first carloads of ironers. 

But I had not reckoned with my directors. They didn’t like the idea at all. 
“We’re not in the real estate business,” they told me. “This idea of holding 
mortgages on the homes of our distributors is ridiculous and unheard of. Give 
it up!” 

I didn’t give up the idea. I had faith in the men who were willing to mortgage 
their homes to raise the cash for their first shipment of ironers. They had faith 
in our ironer. Working together, I was confident, we would succeed. We did. 

From that point on, we continued to grow steadily. We became one of the 
principal manufacturers of household ironers in this country. By the time 
World War II broke upon us, we were manufacturing around 25,000 ironers 
annually. 

The war found us making, among other things, gunsight assemblies. 

During the closing days of the war, when it again became necessary to think 
and plan for the postwar years, it seemed to me that our prewar output of 25,000 
ironers would never do for the intense consumer demand which I believed would 
manifest itself after the war. 

I figured we needed additional plant capacity which could turn out 100,000 
ironers annually. 

Where was the money to come from for this expansion? It was the old ery 
I’d heard before. 

I went back to our distributors—the same men who were willing to mortgage 
their homes to raise cash for their first shipments of ironers. I told them of my 
plans and my hopes for the future. 

Principally from our distributors, I was able to raise $500,000 in exchange 
for shares of preferred stock in the company. 

These men were willing to invest their savings on nothing more than confidence 
and faith in an idea. They, too, were filled with the American dream and am- 
bition to grow. 

We got our plant, all right. But we couldn’t get enough materials in the 
scarcity which followed the end of the war. 

Once again, we found ourselves confronted by the nightmare which had 
dogged our steps from the very beginning: Were we doomed to remain small 
forever? Would we never be able to exceed an output of 25,000 ironers? 

Once again I took to the road, I talked with the steel mills; I talked with 
hundreds of suppliers. To each, I told the same story: They had to have faith 
in Ironrite because we were determined to go forward. But to go forward we 
had to have materials. We got the materials. Our sales continued to grow 
steadily. 

Just before Korea we were turning out 72,000 units. 

In November of 1951, the 10 percent excise tax was placed on household 
ironers. It made no immediate dent on sales. The “scare” buying, which at- 
tended the outbreak of the Korean war, held up sales despite the fact that the 
excise tax had increased the price of our ironer by an additional $25. 
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We entered the year 1953 with high hopes and great expectations. We in- 
vested $1,500,000 in a new plant in Greenville, 8. C., so that we could produce 
a lower-priced model. 

Our planning called for a doubling in production. 

By now, however, the Korean scare buying had come to an end. Now we be 
gan to experience the full impact of the consequences of the excise tax—our 
sales began toslump. Now we began to encounter increasing resistance to buying 
our ironer at the increased price added by the excise tax. 

Inventories in the hands of our dealers and distributors began backing up. 
By May we were forced to close down our Greenville, 8. C., plant. At Mount 
Clemens, Mich., we operated for only 2 weeks during the months of April and 
May. 

Out of a total of 1,200 employees, we were forced to lay off 800 workers at 
Mount Clemens and Greenville 

Lest you think that the experience of my company is abnormal and, therefore, 
not characteristic of the industry, I ask you to glance at the chart at my side 
entitled “Output of Ironers.” This is an index of ironer production taken from 
the annual indexes of output of major consumer durable goods prepared by the 
3oard of Governors of the Federal Reserve System. 

Observe how the industry’s output starts sliding after January 1953, when the 
index stood at 81. In February, it drops to 60. In March, it falls with a sicken- 
ing thud to 40. In April, it drops down further to 36. And in May, it slides 
down to 31. 

That’s what happened throughout the industry. As you can see, we were 
losing altitude fast. 

The question which this chart poses is this: Are we heading for a crash 
landing? 

Before leaving this chart, it is worth bearing in mind that the appliance busi- 
ness is highly volatile. This chart also suggests to me that, in the home laundry 
equipment industry, we may be triggering the explosion which could rock the 
whole appliance field. 

To what extent could the rest of the economy withstand that detonation, if 
it should take place? 

In the spring of 1953, it looked as if my company’s dreams for growing had 
come to a swift and inglorious end. Our expectations of giving the housewife 
a new and improved ironer at lower cost looked like so much paper planning. 
Our hopes and plans of creating additional jobs for 1,800 to 2,000 people were 
literally going up in smoke. 

In the spring of 1953, it seemed that we could no longer realize any of these 
planned expectations because the added cost of the excise tax had priced our 
ironer out of the housewife’s budget. 

lere is the dilemma which we face under continuance of this excise tax. 
These are the alternatives which confront us in the absence of relief from this 
excise tax. (a@) We must Sell one of our plants to a large company. We've 
been deluged with offers. If we are forced to do this, then we shall be sentenced 
to remain small forever; and some big company will become bigger. (0b) If the 
excise tax is removed, we can keep both of our plants; we can reach out for our 
next objective of 200,000 ironers annually; we can create job opportunities for 
another 1,800 to 2,000 people. 

We don’t want to be forced to sell out one of our plants to a competitor. Our 
lifeblood has gone into making those plants possible. 

We don’t want to be sentenced to remain small forever. That would be a 
denial of all which has made our Nation great. 

Mr. Chairman, you and your colleagues have been most patient in allowing 
me to tell you this story of growth and frustration. 

There is, however, still another aspect of the problem, Mr. Chairman, which 
worries me, as I know it does you and the members of your committee: Under 
the Eisenhower budget, it is anticipated that appropriations for arms will be 
cut by some $5 billion. This is the beginning of a whittling process which will 
bring governmental spending for national security down to something in the 
neighborhood of $35 billion a year That’s $15 billion below what it had been. 

It's companies like mine, Mr. Chairman, the growth companies, that will have 
to fill this gap. 

It’s companies like mine, Mr. Chairman, the companies who have the poten- 
tial for expanding, who can—and will—make jobs for these displaced defense 


workers. 
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There's only one way by which we can do this—with the consumer's dollars. 

But, so long as the consumer can’t buy our product because the excise tax has 
priced our ironer out of the family budget, we shall be unable to do our part in 
filling up this gap. 

If this employment gap isn’t filled, if business is unable to create new jobs 
and new payrolls to take care of from 600,000 to 800,000 new workers each 
vear—let’s face the implications: We're going to have a depression in this 


country. 
I have no sympathy with the kind of thinking which says: “We'll have a set 
of blueprints all ready when, as, and if the depression comes.” “We'll have 


public works projects by the thousands.” 

The way to avoid a depression is to take prompt action now and make sure 
that it won't happen. It’s too late to act after the house has been burned down 
and all that is left is a charred wreck. 

This view, which you and I share, Mr. Chairman, happens to have some very 
respectable economic opinion behind it. It is also the view of President Lisen 
hower's Chief Economic Advisor, Dr. Arthur F. Burns.' 

I suggest to you, Mr. Chairman, that the best insurance against a depression 
s to let our growth companies grow. 

If you will remove this dead weight excise tax and allow companies like mine 
to move forward, if you wil! let us start creating new jobs, we'll have no 
depression. 

Continue this oppressive tax and you have a virtual guaranty that the “blue 
print boys” with their 1954 version of WPA will have their chance. 

Mr. Chairman, you have repeatedly and forcefully drawn attention to the 
beneficial effects for the economy which result from tax reductions. Your 
philosophy, Mr. Chairman, is supported by the experience of the twenties and 
the more recent experience of the 80th Congress. 

It is no longer fashionable to regard Mr. Andrew Mellon as a seer. But the 
plain truth is that Andrew Mellon proved conclusively that you can get more 
revenue by lower tax rates than you can by rates that are too high. That is 
true whether you are dealing with income or excise rates. 

I respectfully submit to you that recommendations on excise tax revisions 
made next year may be too late to be of any real help to us. 

Mr. Chairman, if I may be permitted to speak bluntly, it seems to me there 


s u curious myopia in the administration’s attitude on taxes. The pattern 
appears to be promise to reduce taxes before November. Talk budget balancing 
after November. ‘Tell the electorate in May that the excess profits tax is 


“vicious” and “iniquitous” but we have to extend it; that excise taxes make 
“little economic sense’ but let's have them anyway; that corporate and income 
taxes are too high, but let’s not lower them—yet. 

I think the time has come when we have to stop talking out of both sides of 
the mouth. 

If a tax is admittedly unfair; if a tax is recognized as discriminatory; if a 
tax makes no economic sense, let’s at least be consistent and say what we mean 
and mean what we say. 

The action of this committee in reporting out Mr. Mason's bill for the relief 
of the theater owners has been heartening to our entire industry. It is, as you 
have described it, Mr. Chairman, a “first step” in rectifying tax inequities 

I hope, Mr. Chairman, that your committee will also see fit to report out Mr. 
Mason's bill, H. R. 2963, for the repeal of the excise tax on household ironers and 
drvyers—a measure which will benefit not only my own industry but many 
thousands of housewives and working mothers throughout the land who once 
again will be enabled to buy household ironers at a price which will automaticall) 
have been reduced by $25. 


The CHarrmMan. Does that conclude your statement ? 

Mr. Nenemxis. That is it, sir. 

The Cuatrman. I want to thank you very much, Mr. Nehemkis. I 
missed a little bit of it, but what I did hear was very interesting and 
very helpful, lam sure. Your philosophy is very sound. 


‘There is a need to clarify the work of policymakers who, while earnestly resolved to do 
away with depressions, sometimes seem to neglect the need of controlling booms and trust 
too exclusively in our ability to check any contraction that may get under way.” See the 
New York Times, June 15, 1953, at p. 32-C 
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Mr. Curtis of Nebraska. What price of ironer were you referring 
to on which the tax amounted to $25? 

Mr. Nenemuis. Every ironer which is sold has automatically been 
increased as a result of the operation of the excise tax by $25. 

Mr. Curtis of Nebraska. I missed the first part of your statement. 
What I want to know is: About what price product are you talking 
about ¢ 

Mr. ee We are talking about a product which sells on the 
average for $239, approximately. 

Mr. Curr er Nebraska. I have no quarrel with your tax philosophy 
at all, but I wonder if for the record you have proof that the excise 
tax was the major factor in the falling off of these sales ? 

Mr. Nenemais. I do not know, sir, whether you followed my entire 
statement. 

Mr. Curtis of Nebraska. I say I missed the first part. 

Mr. Nenemxis. In my opinion I have given you what I hope was 
a case history of one er? Ironrite, Inc., which manufactures 
only a single product, household ironers. That company—lI ask your 
indulgence, gentleme n—that company was forced to shut down two 
of its plants during the spring of this year and was forced to lay off 
2,000 of its people because it simply could not sell its product and it 
couldn’t sell its product because the excise tax had increased the cost 
to the point where it was no longer within the average family budget. 

I then directed the committee’s attention, Mr. Curtis, to an index 
chart prepared on the basis of index numbers of the Board of Gover- 
nors of the Federal Reserve System which shows—— 

Mr. Curtis of Nebraska. I got in on that part. 

Mr. Nenemxts. Which shows the situation for the industry as a 
whole. Iam sorry it has been removed, but as you can see from the 
downward slide, that is a very sick industry where, in the month of 
May, the index registers 31. 

Never in the entire sweep of that industry’s experience has the index 
fallen to 31. There you have a sick business. 

In my judgment, sir, this industry is sick and disheartened and dis- 
couraged for one basic reason. It can’t sell its product. It can’t 
sell its product because the consumer won’t buy, and the consumer 
won’t buy because we have been forced to price it out of the market 
as a result of having been obliged to add on that additional amount 
occasioned by the 10 percent manufacturers’ excise tax. 

Mr. Mason. Mr. Nehemkis, let me first compliment you on the 
soundness of the argument that you have presented and the story 
that you have told to exemplify those arguments. 

I want to ask you if H. R. 2963 which you referred to, which is a 
bill to take off this 10 percent excise tax on household ironers, if that 
were passed or became a part of the overall bill that we are considering, 
what effect would that have on the volume of your business ? 

Mr. Nenemwais. It has been the historic pr actice in the industry, 
Mr. Mason, that a 10-percent reduction in price invariably increases 
the business volume by 20 percent. So, on an average throughout 
this industry, with a 10-percent reduction—and that is just approxi- 
mately what that $25 comes to—the industry as an average could in- 
crease its volume by 20 percent. However, that is an average. 

In certain instances, and with respect to certain companies, it would 
be increased by as much as 50 percent. 
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fr. Mason. If it is true, Mr. Nehemkis, that the average would be 
an increase in volume of 20 percent, putting these men back to work 
and so forth, and in some instances the increase would be 50 percent, 
would that not, on a regular corporation-tax basis, bring into the 
Treasury as much as, if not more than, this measly little 10-percent 
excise tax which they depend upon so? 

Mr. Nevemxis. I have no hesitanc y in saying, Mr. Mason, that the 
Treasury through the larger corporate income-tax payments which 
would be made by every segment of the industry—manufacturer, dis- 
tributor, dealer—would several times over make up for the piddling 
loss of $13 million in revenue which is all that is now being derived by 
the present excise tax on ironers and dryers. 

Mr. Mason. I am inclined to believe that that is so, Mr. Nehemkis, 
because that is true all through other industries. When you kill the 
industry, when you have men put out of work and they are not pro- 
ducing, that isn’t making any money for the Treasury, but if you 
increase the amount of work and the volume that they produce, it is 
bound to bring in more money in the Treasury. 

Mr. Mellon “certainly proved that time after time, and I remember 
that. 

That is all, Mr. Chairman. 

The CHatrMan. Are there any other questions? Mr. Martin of 
Towa. 

Mr. Martin. I gather that you have not yet reached the saturation 
point in your market ? 

Mr. NenemKis. No, Mr. Martin; this is a very young industry 
which has only begun to scratch the surface of its vast potential. I 
don’t wish to anticipate the testimony of the other witnesses, but 
just briefly this is not an industry that is comparable to old and ma- 
ture a ries such as the refrigerator industry or even the washing 
machine or the vacuum cleaner and others. This is a new, young, 
growing SC akiee which unfortunately and tragically is now pre- 
vented from further growth. 

Mr. Martin. Have you started to place your ironers in the homes 
of medium income people ? 

Mr. Nenemxis. I would say, Mr. Martin, that the household ironer 
is today found in virtually all ‘American homes irrespective of income 
class, because it is universally recognized for what it is—a labor- 
saving and a health-saving device. 

Mr. Marti. The tax did have a very serious impact on your market 
in those moderate income homes? 

Mr. Nenemu«is. Very critical, sir. 

Mr. Marrtn. Roughly what percentage of American homes are 
equipped with household ironers? 

Mr. Neuemxis. I heard someone giving me the figure. Mr. Farr 
tells me that 9 percent of all wired homes have household ironers. 
That indicates how low is the saturation of the market. 

The Cuarrman. Are there any more questions? 

We thank you very much, sir, for your fine presentation of the 
subject. 

Mr. Nenemxts. Thank you, Mr. Chairman. 

The Cuatrman. The next witness is Mr. Edward P. Hamilton, 
president of the Hamilton Manufacturing Co., Two Rivers, Wis. 
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Mr. Nenemxis. Would you permit me to make a note of explana- 
tion and apology! Mr. Hamilton regretfully could not be here this 
evening because of the necessity of last-minute changes in plans in 
this hearing schedule. 

Mr. Halvorsen, vice president of the Hamilton Manufacturing Co., 
appears in Mr. Hamilton’s place. 

The CHatrMAN, The document that you intend to present here 
would be in the name of Mr. Hamilton, would it, or in yours? 
Mr. Hatvorsen. It is in mine, sir. 















STATEMENT OF RAY G. HALVORSEN, VICE PRESIDENT, HAMILTON 
MANUFACTURING CO., TWO RIVERS, WIS., ACCOMPANIED BY 
PETER R. NEHEMKIS, SPECIAL COUNSEL, AMERICAN HOME 
LAUNDRY MANUFACTURERS’ ASSOCIATION 


My name is Ray G. Halvorsen. My residence is Two Rivers, Wis. 
I appear before you in my capacity as vice president of the Hamil- 
ton Manufacturing Co. and as spokesman for the 17 other manu- 
facturers of household gas and electric dryers. 

Chairman Reed and gentlemen of the committee, it is a privilege 
for me to appear before you. This is a unique experience for me as 
1 have never before appeared before a committee of the Congress. | 
undertook this assignment with considerable reluctance. My mis- 
givings were finally resolved by the conviction that it was my re- 
sponsibility to acquaint you with certain facts; that 1 owed this duty 
to our company and its stockholders; to the men on our assembly 
lines: and to an industry which our company originated. 

Although I am not a lawyer, I am, nevertheless, a great believer 
in what you lawyers call the “case method” of factual presentation. 
As a manufacturer, I like your approach because it avoids theories 
and sticks to the facts of the discussion. 

Now, the real point about this excise tax, which we are discussing 
at this hearing, can be stated very simply: It isa bad tax. It isa bad 
tax, in our opinion, because it is slowly but inevitably choking the 
life out of the dryer business. 

No elaborate statistics are needed to prove my point. 

Last October, the drier industry reached its peak production with 
83,000 driers shipped out of the industry’s plants. 

Seven months later at the end of May the shipments of the entire 
industry consisting of 18 manufacturers were down to 32,000 units. 

(hat is a drop in shipments of approximately 61 percent. That 
percentage is, of course, an average. Like all averages, it doesn’t 
<lisclose the severity of the drop in production for some of the in- 
dividual companies who made up that average. 

We want you to get the full significance of what that drastic decline 
in production really means. Virtually all of our drier plants are 
geared up to turning out at least 500 units per day on a 1-shift op- 
eration. If we divide up the total of 32,867 units shipped for May 
between the companies constituting the drier manufacturing industry, 
each plant would have produced slightly more than 1,800 units for 
the entire month. That would not equal even 4 days’ production for 
any 1 plant. 

Any industry confronted with declining production and mounting 
inventories is in trouble. And we are in trouble. 
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Our trouble is simply this : The $20 added to the cost of driers, which 
the excise tax has imposed, is making it extremely difficult for us to 
sell our product. 

Mounting inventories and declining production very quickly become 
red ink on the manufacturer’s ledger books. But on the other side 
of the ledger books it has a deeper significance; it means unemploy- 
ment and fewer jobs. 

That is why, Mr. Chairman and gentlemen of the committee, we 
need your understanding and help in getting rid of this tax. 

It has sometimes been erroneously assumed because certain drier 
brand names are associated with some of our large, well-known com- 
panies, that we are big business. That is not true at all. Actually, 
we are small business. There isn’t a single drier manufacturer in 
the industry to my knowledge who employs more than 500 assembly 
workers in his drier production. 

If you will indulge me in a bit of personal reminiscence, I should 

like to tell you just how young and new the driver business really is. 

It was our company, the Hamilton Manufacturing Co., which 
pioneered the first clothes drier in this country. We spent 18 years 
on engineering and research before we were ready to market the first 
clothes driers in 1939. 

At the outbreak of World War II we had reached an annual pro- 
duction of 5,000 units. At that time, since we held the original pat- 
ents and were the first to be in production, we were asked to supply 
General Electric, Hotpoint, and Frigidaire with driers which these 
companies distributed under their own brand names. 

With Pearl Harbor, along with the rest of American industry, we 
became makers of much needed war products. 

It was not until 1946 that we were able to resume the manufacture 
of driers. After the war, other companies began to manufacture 
driers of their own design and engineering. 

In a few short vears since the end of the war, more than 1 mil- 
lion electric and gas driers have been purchased by housewives. 

Today, there are 17 companies who directly manufacture their own 
gas or electric driers. One company in our industry supplies 17 other 
manufacturers either with a finished drier or major parts and com- 
ponents therefor. 

That 84 companies should have entered the drier market, many of 
them in the past year, is a recognition of an overriding fact that in 
the entire history of the appliance business few major household ap- 
pliances have had so rapid an acceptance by so many housewives in 
so short a time. 

While our industry was able to market over a million driers in less 
than 10 years, it required 18 years before a million electric refrigera- 
tors were sold. Almost 12 years before a million electric refrigera ators 
were sold. Almost 12 years elapsed before a million electric ranges 
were taken into the home. It took 10 years before a million automatic 
washing machines became an essential part of household equipment. 

So we do have a product for which there exists an exceptional con- 
sumer demand. 

With a market in which we have only scratched the surface, we 
ought to be thriving. Instead, our business has come to a virtual halt. 

In a business with such vast growth possibilities, we ought to be 
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expanding, building more plants, creating more jobs. Instead, we’re 
laying off our workers and contr: icting our operations. 

The consumer has plenty of purchasing power, there are more dis- 
posable consumer dollars today than ever - before in our history. 

Yet, the housewife who wants and needs our product won’t “buy. 

I am satisfied that our engineering resouces and mass- production 
techniques have been extraordinarily successful in turning out a 
product which can be sold at competitive prices; that our product is 
within the financial reach of the vast consumer market. 

But we now find ourselves unable to give the housewife the economic 
advantages of our manufacturing objective because of the added 
cost resulting from the excise tax. 

We’ve run into a stone wall of consumer resistence. 

We are convinced from the most careful consumer analyses that the 
foundation of that consumer reluctance to buy is the result of the 
extra cost imposed by the excise tax. 

I can’t help feeling that there is a bitter irony about this situation. 

It isn’t as if we were talking about a luxury product which you 
and I know could be dispensed with and nobody would be any the 
worse off. There’s nothing “luxurious” about washing, drying, and 
ironing clothes by hand. Ask the housewife which of “the household 
chores she regards as the ugliest of all. 

I can remember and there are those of you here who can also recall, 
what a woman’s life was like not so many years back. She toiled from 
sunup to sundown and beyond. She was just a machine, a bending, a 
lifting, and a stooping machine. She was aged before her time. 

We’ve come a long way since those days. The scrubboard and the 
tub are relics of the past. The mechanical washing machine has 
taken over that job. The heavy iron which had to be heated over a 
fire is today a museum piece. 

Ironing can be done with ease—mechanically. 

Hanging wet clothes on the backyard line, the hauling back and 
forth, the lifting and the bending, the weariness and the fatigue; 
we've eliminated that dr udgery through the mechanical clothes dryer. 

We are the envy of the world because we have created the tools of 
comfort to the home. That is the very foundation of our high 
standard of living. 

It needs to be recalled that our high standard of living is based 
largely on an economy of created wants which cater to the insatiable 
American desire for leisure. The trend to greater leisure is one of the 
truly explosive forces in our economy. It spills over to the men who 
work in the factories and to the mothers who stay at home. 

Vast industries employing many thousands of worke rs exist for no 
other purpose than to fulfill the American woman’s desire to own 
laborsaving and healthsaving tools for the home. Appliances with- 
out which the American home cannot today function. 

I say there is a bitter irony in this situation because as a manufac- 
turer we spend a good deal of time and our company’s money in 
finding ways and means of eliminating fatigue and backbreaking 
work for the men in our factory. That’s ; all done by machines. 

Out in Wisconsin where I come from our farms are mechanized 
from the farm door to the field. Machines do the heavy work. 

But we don’t put a tax on those machines which ease the work of 
the men in the fields. 
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Nor do we put a tax on the machine tools which make the job 
easier for the men in the factories. 

Here we are seriously discussing a tax which makes it impossible 
for women to mechanize the work in their own homes. Will you for- 
give me, Mr. Chairman and gentlemen of the committee, if I suggest 
that this situation borders on the ridiculous ? 

As a businessman, if I conscientiously believed that the critical 
problem confronting our industry was of our own making, or if our 
problem could be solved by our own resourcefulness, I should not be 
here. 

This problem is not, however, of our own making. 

We are powerless to resolve it 

I very much doubt that we can count on the Treasury for any 

effective relief. It seems to me that the Treasury intends to hold on 
ee these emergency excise revenues; they’ve already requested that the 
scheduled expiration date be rescinded. 

That is why we need your help at a time when help will be effective. 
Next year may be too late. 

As a citizen, as a taxpayer, and as a businessman, I want our coun- 
try to be economically strong and financi: uly sound. But speaking 
in great earnestness, does anyone seriously believe that the elimination 
of this tax, which has produced only $13 million in revenue, will have 
the slightest effect upon our national security ¢ 

On the contrary, by weakening this industry through an unfortu- 
nate tax, we are weakening the economy at the very time when every 
link in the chain needs to be strong. 

Your interests and our interests are the same. We want our coun- 
try to remain prosperous. We want to keep our people at work and 
to have more job opportunities. 

We can do our part in keeping the country economically strong 
only if we can sell our products. 

We will again be able to sell our products, keep our men at work, 
help maintain the prosperity of our communities, if we can get rid 
of this tax. 

I urge you, Mr. Chairman and members of the committee, to assist us 
by removing this obnoxious tax—a tax which makes no economic 
sense. 

The CHatrMANn. We thank you, Mr. Halvorsen for the very fine 
statement you have made. Are there any questions? 

Mr. Jenxins. I would like to say Mr. Halvorsen is very popular, 
especially with the women in this audience. 

The Cuarrman. Mr. Mason will inquire. 

Mr. Mason. Mr. Halvorsen, I was married 50 years ago, and my 
wife had to use an old scrub board and ironer, heating the irons on 
the stove. I have two sons and two daughters-in-law, and they have 
electric washers and ironers and dryers. I have a daughter who has 
an electric washer and ironer, but no dryer. I suppose “T will have to 
give her the dryer just as soon as this tax is taken off, which I hope 
will be very soon. 

Mr. Hatvorsen. Mr. Mason, I assume that you will pick the best 
one. 

Mr. Mason. I expect to shop around. 

Mr. Byrnes. I will tell him a little bit about a Hamilton. 

The Cuarrman. Does anybody else wish to inquire ? 
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We certainly thank you very much, Mr. Halvorsen. 

Mr. Harvorsen. Thank you Mr. Chairman. 

The CuarrMan. The next witness will be Mr. C. G. Frantz, presi- 
dent of the Apex Manufacturing Co. of Cleveland. 

We are very glad to have you here. Will you just give your name 
and the capacity in which you appear and we will listen to you with 
great interest. 


STATEMENT OF C. G. FRANTZ, PRESIDENT, APEX ELECTRICAL 
MANUFACTURING CO., CLEVELAND, OHIO, REPRESENTING AMER- 
ICAN HOME LAUNDRY MANUFACTURERS’ ASSOCIATION, ACCOM- 
PANIED BY PETER R. NEHEMKIS, JR. 


Mr, Frantz. My name is C.G. Frantz. I am president of the Apex 
Electrical Manufacturing Co. of Cleveland, Ohio. I appear before 
the committee in my capacity as chairman of the excise tax committee 
of the American Home Laundry Manufacturers’ Association. I am 
accompanied by Mr. Peter Nehemkis of this city, who is special counsel 
to the American Home Laundry Manufacturers’ Association. 

Mr. Chairman and members of the Ways and Means Committee, I 
should like to present four reasons why this committee would be 
justified in recommending the immediate repeal of the 10 percent 
manufacturers’ excise tax on household ironers and clothes dryers. 

First, ironers and dryers were included in the 1951 excise base at 
the request of the previous administration primarily to curtail the 
use of critical materials. The revenue raising potential was regarded 
as of secondary importance.? In this respect, Secretary of the 
Treasury Snyder was merely adhering to the practice of his 
predecessors, 

During the past two decades, every Secretary of the Treasury—from 
Secretary Morgenthau, Secretary Vinson to Secret: ry Snyder—h: as 
proclaimed in his ap pearances before this committee or in their 
annual reports to the Congress that excise taxes were recommended 
primarily (1) for emergency financing; (2) that they were a device 
to divert ne from the production of civilian goods to the pro- 
duction of war goods; and (8) that excise taxes shoul 1 be eliminated 
under peacetime conditions. 

Indeed, Secretary Morgenthau with complete candor once stated: * 

During the war period, the Treasury proposed new or increased excises on 
various commodities in order to aid in diverting resources from the production 
of civilian goods to the production of war goods. This was entirely consistent 
with Treasury dislike of excise taxes for peacetime financing. 

Our economy is not operating on a wartime basis. 

Indeed, one of the first executive acts of the Eisenhower administra- 
tion was to remove all controls over the use of materials for civilian 
production. This was followed by the removal of controls from wages, 
salaries, and prices. 

When the several Secretaries of the Treasury—under whose auspices 
the bulk of our existing excises were imposed—have stated their dislike 
for excise taxes for peacetime financing, by what logic can the present 


2 See, for example, hearings before the Committee on Ways and Means, House of Repre- 
sentatives, 82d Cong., Ist sess., Revenue Revision of 1951, pt. 1, p. 8, Message From the 
President: “Under present circumstances these increases (in excise taxes). should be con- 
centrated upon less essential consumer goods, and upon goods which use materials that 
will be in short supply.” 

* Annual Report of the Secretary of the Treasury (1945) at 401. 
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administration—which is dedicated to a “free economy”—justify con- 
tinuance of an excise tax on household ironers and dryers for a pur- 
pose which no longer exists / 

What Chairman Reed said on the floor of the House regarding the 
exc ess-profits tax applies, it seems to me, with equal force to these 
excise taxes on ironers and dryers. Chairman Reed said : 

Whatever justification for the tax there might have been in a period of total 
mobilization, there is no justification whatsoever in a period of partial mobiliza- 
tion which will admittedly last for the foreseeable future.* 

Second, an excise tax, if it has any justification at all, should be least 
fulfill its primary purpose of producing revenue. ‘The excise tax on 

roners and mary has failed to produce any appreciable revenue. 
From November 1, 1951 (when the exc Ise went into effect), through 
June 30, 1953, coin, tax has produced some $13 million. 

Surely, it cannot be seriously contended that $13 million will be of 
much help in meeting a $9 million deficit ¢ 

Surely, it cannot be seriously urged that, if this particular excise 
were abandoned, a $13 million loss in revenue would jeopardize the 
security of the Nation? 

Third, any tax—be it a corporate income, an individual income 
or an excise tax—when it becomes too heavy to bear eventually fails 
as a source of revenue. From the days of the first tax collector, the 
people had an earthy expression for this idea in the saying that you 
can’t squeeze blood out of a turnip. 

In the dryer and ironer industry we cannot produce any signifi- 
cant excise revenue because we are experiencing increasing diflicul- 
ties in selling these two appliances. 

Our trouble stems from the fact that the excise tax has increased 
the cost to the consumer of these two products by an additional $20 
to $25. 

The result: The housewife is sitting on her pocketbook. 

That additional $20 to $25 effectively removes these 2 appliances 
from the average family budget. 

When sales dry up, excise revenues inevitably shrink. 

So we have the anomaly of a tax measure which by its own oper- 
ation prevents the Government from realizing revenues because the 
consumer can’t pay the extra cost of the tax. But these absurd re- 
sults go even further: The Government actually loses even more in- 
come. With a lower volume of sales, the industry pays less corporate 
income taxes. With diminshed sales, cutbacks in production in- 
evitably occur. This means unemployment. And so individual 
income-tax payments are also curtailed. 

If this tax were removed, we could make up this piddling loss in 
revenue many times over by reviving our business and paying larger 
income taxes. These larger income-tax payments would be con- 
tributed by every segment of the industry—manufacturers, distribu- 
tors, and dealers. 

Chairman Reed has repeatedly pointed out what an earlier Repub- 
lican administration was able to accomplish in the way of increasing 
tax revenues through tax reduction. The point is this: Whenever 
you reduce or eliminate taxes, the Government itself directly benefits. 
This is true for one basic reason: elimination or reduction of taxes 





#99 Congressional Record (No, 114) at 7835 (June 23, 1953). 
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stimulates business activity and automatically generates larger income- 
tax payments. I understand that even Secretary Humphrey takes no 
exception to this view. (See U.S. News and World Report, June 12, 
1953, at 57-58.) 

Perhaps the real issue which we face in this problem of reexami- 
nation of excise taxes is this: Shall we accept the “ledgerbook phi- 
losophy” of taxes—the view which seems to prevail in sOme quarters 
of the executive branch—that both columns of the ledger must bal- 
ance out regardless of the consequences to the economy and to indi- 
vidual businesses and industries. Or shall the frame of reference 
be—as, in my judgment, it must—the national welfare; the greatest 
good to the greatest number of our citizens. 

Unless I am badly mistaken it is my impression that it is the latter 
philosophy which governs the thinking of this committee. 

Fourth, the existing excise tax on ironers and dryers has placed 
a young, dynamic, and vigorous industry in shackles. 

This chart at my side entitled “Index of Saturation” shows the 
small percentage of saturation of dryers (3.6 percent) and ironers 
(9.9 percent) as compared with vacuum cleaners (59.6 percent) ; 
washing machines (76.2 percent); and refrigerators (89.2 percent). 

Mr. Simpson. That is 89.2 percent of what? 

Mr. Franrz. Wired homes, the possibility of sales, of useage. 

The Cuarrman. Then I assume, if you will pardon me, that the 
circle over there with the small segment cut out of it is about 9 per- 
cent, is that right? 

Mr. Franvrz. The entire circle represents the full market which is 
representative of the wired homes. 

The Criamman. Is that the 9 percent over there? 

Mr. Nevem«is. Starting with dryers, the yellow represents 3.6 
percent; ironers, 9.9 percent; and so on. 

Mr. Simvson. That is, 90 percent of the market is not touched yet? 

Mr. FRranvz. at is right. 

The Cirarrman. Do you attribute that to the fact that some homes 
are not W ired ? 

Mr. Nenemxis. No. It is simply that this merchandise has not 
been able to tap it. 

Mr. Frantz. This, gentlemen, is a comparative chart and it is 
given for the purpose of showing the comparison as between other 
products which represents the possibilities on these two new products. 

From this chart it is clear that the potential market for both ironers 
and dryers remains largely untapped. 

gut the excise tax has effective ly frozen the possibilities for any 
further major growth for these young, new businesses. 

You cannot grow if consumers are unable to buy your product. 

You cannot grow when a tax puts you in an economic v: ee 

I venture to suggest that what happen ns to the young, the dynamic, 
the growing businesses of this country is of : 1 special and pec vuliar 
concern to this committee. For these are the very businesses whic] 
our country needs in order to provide more jobs; to raise our birt 
standards; to keep our country prosperous. 

The dryer and the ironer industry could help fulfill this promise, 
if it were given the chance. 

When consumers start to post pone their buying, as they are doing 
with ironers and dryers, that is the time to run up the warning signal. 
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That is the cloud on the horizon that tells you to keep a sharp 
weather eye for a hurricane. 

Right now there is a pause in consumer buying of ironers and dryers. 
It looks to us like the lull before the storm. 

If consumers should continue to postpone buying ironers and 
dryers because they are unwilling to pay the added cost of the excise 
tax, we could, in this industry, go from a pause to a slump to a depres- 
sion with the lightning speed of a triple play. 

The American consumer is an utterly unpredictable phenomenon. 
Nobody really knows what makes him tick. We do at least know that 
the consumer is the king-emperor of our economy; what he does or 
fails to do spells prosperity or depression for all of us and for the 
rest of the world. 

Consumer reluctance to buy in one area of consumer durables could 
spread like a prairie fire to other areas. It takes only a 25-percent 
postponement in consumer expenditures to plunge us into a $50 bil- 
lion depression. That is the awful nightmare of our economy. 

We of the home laundry equipment industry most earnestly ask 
you to take cognizance of the danger signal which has appeared in 
our industry. Permit me to bring to your attention what is already 
taking place among retail appliance dealers. Here at the Nation's 
Capital only last month, one of the largest appliance dealers in the 
city—a concern which did $6 million of sales last year—was adjudi- 
eated a bankrupt. In Baltimore one of the largest dealers in that 
city, operating eight stores, was declared a bankrupt this spring. 
In New York City, one of the largest appliance chains in the metro- 
politan area has filed under the Bankruptcy Act. Dun & Bradstreet, 
reporting for the country at large, states that 137 appliance dealers 
have folded up in the first 5 months of 1953.5 There are responsible 
bankers and credit men who expect the fatality rate to rise sharply 
before this year is ended. 

The time for remedial action is before the hurricane strikes. 

We of the ironer and dryer industry do not want to go on relief 
after the roof has been blown off our house, nor do we seek any Gov- 
ernment handouts; we want only to keep our country prosperous. 
That is why we say to you that our best hope for avoiding a depres- 
sion is to let our young and growing businesses grow. The immediate 
abandonment of the excise tax on household ironers and dryers would 
provide an enormous stimulant to lagging sales. 

Housewives would have a powerful incentive to start buying again 
because the price of ironers and dryers would be reduced automatically 
by $20 to $25. 

Great Britain has recently given us a dramatic example of how to 
stimulate consumer purchasing by the reduction of its “purchase tax” 
on appliances and other consumer goods. 

Before leaving the subject of the British purchase tax, Mr. Chair- 
man, I should like to bring to your attention several little-noted sen- 
tences which appeared in Mr. R. A. Butler’s budget message to the 
House of Commons, Mr. Butler said: 

With the return of more normal conditions (mind you, the time to which the 
Chancellor of the Exchequer refers is April, almost 2 months before an armistice 


in Korea appeared likely), the burden of purchase tax at very high rates now 
presses almost unbearably on the community as a whole. 


* Wall Street Journal, July 1, 1953, at p. 1. 
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Continuing, the Chancellor of the Exchequer states: 


The difficulties are most apparent in the case of goods chargeable at the higher 
rates, where in some cases the tax has proved heavier than the industries con- 
cerned can bear, and a danger of redundancy of labor (unemployment as we 
would term it) as shown itself. 


I submit, Mr. Chairman, that the British Treasury has shown states- 
manship of a high order. It recognized the realities of the business 
situation and it acted promptly. There is a peculiar irony in this 
situation: These highly beneficial results for the British consumer 
and for British business were accomplished by a professional poli- 
tician. Perhaps in the long run our own businessmen turned pol- 
itians will also be able to see the trees from the forest. 

Unfortunately, it is the here and now of the situation which deter- 
mines whether as an industry we shall go forward or sink. It is for 
this reason that we look to you of the Committee on Ways and Means 
for an effective and prompt solution to our predicament. 

We of the home laundry equipment industry commend the Ways 
and Means Committee for having taken the “first step” toward cor- 
recting existing tax inequities by reporting out Mr. Mason’s bill for 
the repeal of the federal tax on theater admissions. We have been 
greatly heartened by the committee’s constructive action in establish- 
ing a precedent of giving relief to an industry in distress. 

I would remind you, “Mr. C hairman, that Mr. Mason’s H. R. 2963 
for the relief of the dryer and ironer industry is still pending before 
your committee. I would also respectfully suggest to you that “dis- 
tress” is a relative term. 

If this paralyzing tax (which has produced only some $13 million 
of revenue) is abandoned, the ironer and dryer industry can get off 
dead center. It can resume its growth. It can build more plants. 
It can create job opportunities. It can help keep our communities 
prosperous. It will be free to do its part in fending off the nightmare 
of de ‘pression. 

The Cuarrman. That is a very fine statement. I would like to ask 
you a question, if you can tell me. 

Take the ironer and dryer industry and those for whom you are 
leading here—how many people do they employ all told, do you 
ie ¢ 

Mr. Frantz. Mr. Chairman, Mr. Halvorsen testified with respect to 
that. He stated that for the most part the industry was termed a small 
business and individually would not run over 500 employees. That is 
not an average but perhaps a maximum. The total number of manu- 
facturers of dryers would perhaps be in the neighborhood of 15. 

The Cuatrman. Inthe United States? 

Mr. Frantz. Yes. 

The Cuamman. I see. Thank you very much, sir. That was a very 
fine statement. 

Are there any questions ¢ 

Mr. Mason will inquire. 

Mr. Mason. Mr. Chairman, I am particularly struck with the fact 
that the witnesses today on these excise taxes are practically painting 
the same picture that the 105 witnesses painted for us on the repeal of 
the excess-profits tax, and it all goes to show the effect of the excess- 
profits tax and the effect of these excise taxes on these young, growing 
industries that we depend upon to provide jobs for the unemployed— 
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and we are going to have some—how they coincide. They both make 
the same point exactly. 

Mr. Frantz, I would like to ask this: If Great Britain, whom we 

ave been kind of supporting, can lower their income taxes they have 
ind take off these oppressive taxes upon industries and upon the pur- 
hase of materials like ironers, and so forth, if they can do it, if Cana- 
da can do it, why can’t we? 

Mr. Frantz. Mr. Mason, I think it was so self-evident in their case 
they had failed to realize that there is a point of diminishing returns 
and had progressively moved their taxes up to the point where they 
completely smothered and eliminated their industries. The exact 
point, of course, is a matter of guesswork, but there is a point. We do 
feel that our country must depend upon the new industries to maintain 
the healthy economy because the older industries reach a maximum 

nd many times decline. Unless we have the newer things that are 
borne of the imagination of people in engineering and sales and expe- 
rienced sales people, we would be in a sorry way, in my opinion. 

[ think we need this young, inspiring type of industries that fire the 

iagination of sales people who go out and meet the needs of our 
home-keepers and in that way have caused our economy to rise away 
ibove anything in the world. 

We are, of course, speaking about our own businesses, but in the 
broad sense that is what has made this country great. 

Mr. Mason. Mr. Frantz, it is just too bad that we cannot get the 
people downtown to see that we have passed the point of diminishing 
returns in many of our tax rates. A few of the members of this com- 
mittee realize that already. 

That is all, Mr. Chairman. 

The CuarrmMan. Mr. Jenkins will inquire. 

Mr. Jenkins. Mr. Frantz, is your plant located in Cleveland ¢ 

Mr. Frantz. Yes, it is. 

Mr. Jenkins. About how many men do you employ ? 

Mr. Franrz. We manufacture a number of appliances, washing 
machines, dishwashers, and other things, and we employ about 2,500 
people in Cleveland and Sandusky. 

Mr. Jenxrys. In your statement you relate that 2 or 3 organiza- 
tions went into bankruptcy. 

Mr. Frantz. Yes. 

Mr. Jenkins. What became of their businesses? Did those who are 
of about the same standard as they are get the business or did their 
business go to the big fellows? 

Mr. Frantz. I know one company has been sold at a bankruptcy 
sale toa newcomer. We do not know just what his affiliations are, but 
we know that he must start all over again and has incurred tremendous 
losses of taxes and capital, which is the thing that has maintained his 
business. We feel that those distributors of appliances are operating 
on a comparatively close margin in spite of the general opinion of a 
lot of people that they are growing rich and fabulously rich some 
times. Actually, they operate on a very close margin. 

Any difficulty that suddenly would come up, a drop in business, 
could create a severe handicap for them that might cause them to lose 
noney and, as in these cases, actually pass out of the picture. 

Mr. Jenxrns. In the other hearing we had I was impressed that a 
lot. of the small fellows who have gone out of business because of the 
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pressure have had patents and good products which are sold to big 
companies. When the story is all told, the big company has the 
business. 

Mr. Franz. It is the inevitable result that we have observed in 
many industries. Finally, it accumulates into the hands of the more 
powerful organizations and leaves the little fellow struggling. 

Mr. Jenkins. That is all. 

The Cuarrman. We thank you very much for your appearance and 
the fine presentation of the subject, Mr. Frantz. 

Mr. Frantz. Thank you, Mr. Chairman. 

The Cuarrmman. The next witness is Mr. Mort F. Farr, National 
Appliance and Ra:lio-Television Dealers Association, Chicago. 

If you will give your name and the capacity in which you appear 
for the record, we will be ready to hear you. 


STATEMENT OF MORT F. FARR, NATIONAL APPLIANCE AND RADIO- 
TELEVISION DEALERS ASSOCIATION, CHICAGO, ILL., ACCOM- 
PANIED BY PETER R. NEHEMKIS, JR. 


Mr. Farr. My name is Mort Farr. I am a retail appliance dealer. 
I have been in the retail appliance business for over 30 years. I appear 
here tonight as the past president of the National] Appliance and Radio 
Dealers Associ iation, in their behalf, and to represent 100,000 retailers 
of appliances who are employers of several thousand salesmen and 
servicemen in that industry. I am likewise represented by Mr. Peter 
Nehemkis of this city who is counsel for our national association. 

Mr. Chairman and members of the committee, I greatly appreciate 
the privilege of appearing before the Committee on Ww ays and Means 
and to inform you of the views of the members of my association re- 
garding the excise tax on household ironers and dryers. Certainly 
these devices are not luxuries in the mink coat or diamond class. 

As an individual dealer of home appliances and speaking for my 
association, we regard all forms of manufacturers’ excise taxes as an 
unsound approac h to rs ising tax money. I propose to address myself 
at this hearing solely to the manufacturers’ excise tax on household 
ironers and dryers. No other 2 appliances so eloquently demonstrate 
the absurd economic results of an excise tax as does the 10-percent 
excise on these 2 products. 

A tax which has placed an entire industry in distress because it 
cannot sell its products; a tax which prevents millions of housewives 
from acquiring labor-saving appliances which they urgently need and 
want; and a tax which is a dismal failure as a revenue producer; de- 
mands reexamination. 

This tax has not worked for one basic reason : It has caused the price 
of ironers and dryers to be increased by another $20 to $25. This 
additional cost to the consumer taxes these two appliances right out 
of the average family budget. To call this tax a manufacturer’s tax 
is misleading; it isa consumers’ tax. 

Anyone in the business of manufacturing or wholesaling or retail- 
ing knows that it is the A-B-C of American business for a manu- 
facturers’ excise tax to be pyramided. And that in the final analysis, 
the excise tax is paid out of the consumer’s pocketbook, but many 
times inflated. As the Assistant Secretary of Commerce, Mr. Craig 
R. Sheaffer—who, by the way, is a manufacturer and would know 
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whereof he speaks—testified before the House Select Committee on 
Small Business, “It is important to remember that the further away 
from the final sale that the tax is levied, the more the consuming pub- 
lic is likely to pay as a result of the tax.” ® 

In fact, it costs the consumer 42 cents for every 25 cents the Treas- 
ury collects on this tax. 

A manufacturers’ excise tax inflates the price on each transaction 
at every stage of distribution. 

A manufacturers’ excise tax has to be financed at each stage of dis- 
tribution through the wholesaler, the jobber, and the retailer because 
the tax becomes embedded in the price at all levels of distribution. 

A manufacturers’ excise tax increases the cost of financing inven- 
tory, insurance, property taxes, rental, and wages. 

So in the end it comes out of the hide of the long-suffering 
consumer, 

The great majority of consumers, however, have never heard of a 
manufacturers’ excise tax. But they do know when the price of an 
article is right and within the reach of their family budget. 

During the growth of the appliance industry a price reduction of 
10 percent broadened the base of the market by about 20 percent and 
increased sales by that amount. Right now millions of housewives 
are painfully aware that the extra $20 to $25 which they are being 
asked to pay for an ironer or dryer is too much. So they are wait- 
ing. And while they wait inventories are piling up. 

We dealers have to carry and finance those inventories. We deal- 
ers simply cannot afford to act as bankers for our merchandise. 
When we dealers cannot move our inventories, that is the beginning 
of the vicious spiral which leads to a recession. We cut back our 
orders from our distributors. 

Our distributors cut back on their orders from the manufacturers. 
The manufacturer cuts back on his production, starts laying off his 
workers, and the specter of unemployment looms. Small communi- 
ties which depend upon these manufacturing plants for their well- 
being begin to feel the pinch of the lack of community purchasing 
power. 

When the manufacturer, the distributor, the dealer are no longer 
able to sell ironers or dryers, the tax revenues otherwise available 
to the Government begin to dry up. 

So we have this situation: a tax which is supposed to produce addi- 
tional revenue as an emergency measure produces only some $13 mil- 
lion of excise revenue; drys up sales and results in even larger losses 
of corporate income tax revenue. 

Is a tax which leads to these economic consequences really worth- 
while? 

Mr. Chairman and gentlemen of the committee, I would like to 
ask a question and state it, if I may, in plain English: Who really 
wants this tax ? 

Certainly, the majority members of this committee are not in favor 
of it. They have repeatedly expressed themselves in favor of the 
repeal of excise taxes. 


_ © Before Subcommittee No. 2 of the House Select Committee on Small Business, on the 
impact of taxation on the small-business community, May 21, 1953 
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Certainly, Representative John Dingell is not in favor of it. His 
opposition to this tax is well-known. 

Certainly, Representative Eberharter is not in favor of this type 
of tax. He expressed his opposition to excise taxes over radio and 
television only recently. 

I venture to suggest that other members of the Democratic minority 
are also opposed to this type of taxation because of its impact on the 
consuming public, especially those who can least afford it. 

Painly, the home laundry equipment industry—manufacturers, dis- 
tributors, dealers—do not want this tax. 

Consumers are not in favor of it. They are sitting on their pocket- 
books. 

Some branches of the executive department do not appear to look 
with favor on the present system of excise taxes. Here is what As- 
sistant Secretary of Commerce, Craig R. Sheaffer, told the House 
Select Committee on Small Business: 

It should be stated here that the present selective system of excise taxes, at 
both retail and manufacturers’ levels, is regarded by many who have studied 
the matter closely as discriminatory and unfair to both retailers and manu- 
facturers. 

Mr. Sheaffer's boss, the President of the United States, says that: 

The wide variety of existing excise rates makes little economic sense and leads 
to improper discrimination between industries and among Consumers.* 

Well, who is in favor of it? The Treasury, presumably. Of those 
distinguished businessmen who are running the Treasury, it may be 
said in respectful paraphrase—Forgive them their trespasses, for they 
do not have to run for reelection in 1954. 

When we come to the business community, as far as I am able to 
ascertain, the only group that loves a manufacturers’ excise appears 
to be our old friends, the National Association of Manufacturers. I 
wonder just which manufacturers the NAM is talking for and why. 

Whatever the articulate reasons for the NAM’s urging that the 
manufacturers’ excise tax be embedded permanently in our tax struc- 
ture, I venture to suggest that the inarticulate reason is that a manu- 
facturers’ excise is concealed and hidden from the consumer’s eyes. 

As a businessman who deals directly with consumers and as a tax- 
payer I am opposed to hidden and concealed taxes. Because a manu- 
facturers’ excise tax is, in reality, a consumer’s tax; because it 
masquerades under a false label; and because there is a grave danger 
that it may become a permanent part of our tax structure, I am 
opposed to it. 

When we are asked to pay taxes by our Government, we ought to 
know what we are paying and why. No intelligent businessman 
would urge that, at this difficult. moment of our national existence, all 
excise taxes be dropped. 

That would be absurd. In fact, many of our dealers sell radio, tele- 
vision, and other equipment which have excess taxes, but we are not 
seeking repeal for excise taxes on these gaeye at this time. 

But within a limited area where it can be demonstrated that a 
particular excise, such as the tax on eden and dryers, has not worked, 
that the economic hardship which has resulted from the tax far out- 


— 


Ibid. at p. 13. 
* Message on Taxation, May 20, 1953. 
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ghs the revenue actually produced by the tax in that limited area, 
[ respectfully suggest to this committee there lies a golden opportunity 
to make a start toward the elimination of excise taxes. 

This committee has, indeed, already taken that forward step by 

reporting out Mr. Mason’s bill for the repeal of the Federal admission 
tax for motion picture theaters, We of the appliance industry com- 
mend you for having established this constructive precedent. 

In passing, lest you have forgotten it, may I remind you that Mr. 
Mason is also the sponsor of H. R. 2963, a bill intended to bring relief 
to the ironer and dryer industry as well as to many thousands of 
housewives and working mothers throughout the land. And may I 
also observe that under Mr. Mason’s H. R. 2963 every housewife 
automatically obtains a reduction in oe = $20 to $25 through the 
repeal of the excise tax on ironers and dryer 

If this excise tax is repealed, every ironer and dryer shipped to 
every part of the country by the manufacturers of dryers and ironers 
will bear this tag [indicating]. 

May I say in conclusion that, in my judgment, the Treasury is not 

stified in wanting the excise tax on ironers and dryers retained so 
as to obtai ain an additional few million dollars with which to balance 
the budget solely because it lacks the ingenuity to find another sub- 
stitute means of raising revenue. 

As Chairman Reed has repeatedly pointed out, when you reduce 
taxes you automatically stimulate business activity. 

f this excise tax on ironers and dryers were removed, our business 
would be vastly stimulated. We would more than make up this pid- 
dling loss in tax revenue by the larger income taxes which all segments 
of our industry would pay. 

Do the distinguished businessmen who are running the Treasury 
really believe that it makes sense to cripple an industry, to close down 
its pli ints, to put men out of work, and really reduce the revenues 
of the Government, in order to raise $13 million ? 

I hope, Mr. Chairman and gentlemen of the committee, that you 
will see fit to repeal this excise tax on ironers and dryers in the name 
of common sense. 

The Cuarrman. We thank you very much, Mr. Farr, for your ap- 
pearance and fine presentation of the subject. 

Mr. Simpson will inquire. 

Mr. Stmpson. Mr. Farr, do you mean by “pyramiding” the proper 
business practice of adding a markup to the actual cost of the goods 
to the respective hands through which that goods passes in reaching 
the consumer ? 

Mr. Farr. That has been the historic pattern in all manufacturers’ 
excise taxes. It is added on at each level of distribution. 

Mr. Stmpson. So there is in reality a profit percentagewise made to 
the tax paid by the previous handler ? 

Mr. Farr. Yes, there is a profit at each stage. 

Mr. Simpson. The ultimate payment of the entire tax is made by 
whom ¢ 

Mr. Farr. By the consumer. 

Mr. Smarson. Do you know of any way the consumer can evade any 
tax? He pays them all, does he not? 
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Mr. Farr. He finally pays them all. 

Mr. Suvpson. In this business in which you are engaged, and in 
the past you have been quite successful, I understand, is there a large 
margin of profit involved, not in your specific business but in you 
area ¢ 

Mr. Farr. In the past years many dealers, I suppose the big per- 
centage, operated at a loss or were olad to bre: ik even. The national 
average, lumping all the better dealers, most of the better dealers, by 
the way, belong to our association, the average profit was just 3 
percent 

Mr. Simpson. How much? 

Mr. Farr. Three percent 

Mr. Simpson. Three percent ? 

Mr. Farr. Three percent was the best profit that was reliable by 
a retatler. 

Mr. Srwrpson. On the average for the industry ? 

Mr. Farr. On the average for the industry. 

Mr. Srapson. That must be one of the lowest of all industries. 

Mr. Farr. That is one of the lowest returns, and it is the lowest in 
gross margin of profit. It requires a very big volume and a fast turn- 
over in order to make a profit in this business. 

Mr. Sumpson. At , you are not having a fast turnover now? 

Mr. Farr. No fast turnover now. 

Mr. Srmpson. ae ittribute that to a large extent to the fact that 
you have this tax ? 

Mr. Farr. We think it has slowed it down considerably, and these 
charts very graphically illustrate something that a retailer of appli- 
ances 1s very appre! 

Mr. Stmpson. That is the reason you are here. 

Mr. Farr. We have already indicated we have saturated the market 
for refrigeration about 89 percent. In other words, 89 out of every 
100 wired homes in the country already has a mechanical refrigerator. 

Mr. Srmpson. You are here tonight because you believe the re- 
moval of this tax will lead to increased sales and profits? 

Mr. Farr. We look forward to these low saturation items as the 
salvation of our industry. We cannot sell much television any more. 
We cannot sel] refrigerators. If we are going to stay in business, we 
need some of these new low saturation items. We have had our eye 
on them since the war as the thing to make the volume. 

Mr. Stmrson. You are here because the excise tax is keeping you 
from getting those sales. 

Mr. Farr. That is one of the big contributing factors in keeping the 
price up out of the working person’s budget. 

Mr. Simpson. Thank you very much. 

The Cuamman. Mr. Eberharter will inquire. 

Mr. Ernrruarrer. Mr. Farr, have you made any representations of 
your position to the Trecguep’ 

Mr. Farr. Officially, no. 

Mr. Erernarter. I am certain that the National Association of 
Mannfacturers have been in consultation with the officials of the Treas- 
ury Department, and I am surprised that the representatives of yout 
association have not also been consulted. 

Mr. Farr. We have not been invited or consulted. 
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Mr. Exernarter. I think it behooves you to get busy and to try to 
get your oar in there before the NAM sells its product to the Treasury. 

Mr. Far8. I thank you for that advice. 

Mr. Evernarter. I think you ought to do that. I know that Mr. 
Sligh, the president of the NAM, made the assertion that this matter 
of pyramiding would not be difficult to overcome. Do you think there 
is any basis for his statement of that sort? Did you ever know a busi- 
nessman who did not figure his markup on the money he actually 
invested in the product ? 

Mr. Farr. I never knew of one. Any cost of doing business has 
to be included in your costs, and you have to put a normal markup on 
it in order to make a profit. 

Mr. Esernarrer. That is the American business way. 

Mr. Farr. Yes, sir. 

Mr. Enernarrer. So if we try to do away with the pyramiding, we 
would have to change the whole system of the American way of doing 
business, would we not? 

Mr. Farr. Yes, sir. 

Mr. Esernartrer. Thank you very much. 

The Cuamman. Mr. Mason will sunion 

Mr. Mason. Mr. Farr, all of the witnesses have testified as to the 
slump which has taken place in the demand for these household ap- 
pliances. Could it be possible that the uncerts uinty as to this excise 
tax situation, particularly in view of the President’s recommendation 
that we continue it after next April and not let it die out, has had a 
good deal to do with the slump? How would you estimate that? 

Mr. Farr. Mr. Mason, I am so glad that you brought that up be- 
cause since this administration has come in and since we have had some 
inkling from men in Washington that there was a possible chance of 
some of these equi ities being removed, the dealers have bought very 
cautiously. We are accusing the consumer of backing up a little and 
not buying, but you cannot do business from an empty wagon. I hate 
to say it in front of my friends the distributors and manufacturers, but 
I know the dealers of this country are not loading up with any inven- 
tories because, in the first pli ice, we know we are not going to get a re+ 
bate from the Treasury Department if this tax is repealed. Any stock 
which we have on hand, we will take the loss. 

We have been buying very cautiously. Ina market that might pos- 
sibly drop in price because of the repeal of this tax, we do not want to 
sell our customers immediately before it. We would lose face with 
the customer. Wedonot promote on a falling market. If we thought 
prices might go up or a tax might be imposed, we would be in there 
buying all we could get hold of to sell to them at an extra profit. 

This uncert: 1inty now is preventing the dealer from stocking even 
normally. He is buving very much hand-to-mouth and in doing 
that he is not promoting the volume that he would if this uncertainty 
were not hanging over him. 

Mr. Mason. When the dealers do not stock up and do not buy be- 
cause of that uncertainty, then what about the producers, the man- 
ufacturers? They have no demand and therefore they have to lay off 
their men, do they not ¢ 

Mr. Farr. That is inevitable. 

Mr. M ASON. That is all, Mr. Chairman. 
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The Cuarrman. One of the most difficult things for our committee 
to handle and-not do an injustice to the people who are interested in 
removing excise taxes occurs when the committee decides to take ac- 
tion on an excise. The committee must endeavor to act promptly, be- 

cause the very delay causes the consumer to stop buying. We have a 
very difficult psychological problem involved in this excise tax pro- 
gram. I think you will dates with me. 

Mr. Farr. I am happy that you recognize that. 

The CHarrman. Yes; we do recognize it very much. 

Mr. Sadlak will inquire. : 

Mr. Sapiak. Mr. Farr, on page 6 of your statement you state: 

In fact, many of our dealers sell radio, television, and other equipment which 
have excise taxes, but we are not seeking the repeal of excise taxes on these 
products at this time. 

Would you enlarge upon that for me? 

Mr. Farr. Frankly, we would place a television set more in the 
category of a luxury, although it still is not a luxury to many families. 
It is their chief means of entertainment. We know the revenue de- 
rived from television and radio is considerably in excess of what this 
tax has brought the Treasury Department. We think that some time 
these taxes likewise should be repealed, but we have seen fit at this 
time to bring it up. We think this tax raising such a small revenue 
would be the proper place to start. 

Mr. Saptaxk. I am not sure. Were they imposed at the same time 
that the tax on dryers and ironers was imposed ? 

Mr. Farr. No. Radio is a handdown from earlier, and television 
was imposed a little earlier also. 

Mr. Sapi4K. Then let me ask another question. 

The Cuarrman. That was back in 1951. 

Mr. Saptak. On page 7 you berate the Treasury for their attitude 
and you say they lack the ingenuity to find other substitute means of 
raising revenue. Do you have any suggestions which might be help- 
ful to them in this respect ? 

Mr. Farr. It is not my job, but certainly I believe the Treasury 
Department and the administration generally, and I am sure, the tax- 
payers and the people and the gentlemen of Congress are now united 
on one thing, and that is that we should reduce expenditures. I am in 
a business that has had to do it. I have listened to some manu- 
facturers here today who, if they had kept up the same amount of 
money spent on promotion and frills, enticing, and had kept the 
same amount of help, would now be bankrupt. When business falls 
they had to adjust their expenses and adjust their living according to 
income. I think it is high time that the Government adjusts living to 
an income which is first reduced. 

I think we should reduce the income and then start living within 
it just as I have had to do. Believe me, the retailers of this country 
are doing considerably less business than they did in 1950, or in the 
immediate years following the war. If we had not adjusted our 
operating and our living from our profits accordingly, there would 
be more of us bankrupt. 
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Mr. Sapuiak. It strikes me that we have had so many witnesses on 
this rev vision of the tax l: aws, and every one of them comes here asking 
for an exemption, but not one as yet has brought in a suggestion as 
to how we might raise some taxes. I put the question to you, Mr. 
Farr, because with your vast experience it would certainly be a novelty 
to this committee in these hearings to have a suggestion on how to 
raise taxes. 

The CuamrmMan. Mr. Curtis of Missouri will inquire. 

Mr. Curtis of Missouri. In view of Mr. Sadlak’s comment, I rise 
to the defense of the Treasury Department. It is the Ways and 
Means Committee and the House of Representatives on whom the 
responsibility rests to levy taxes and to consider these matters. I 
yould say that perhaps you could properly blame the Congress, and 
we are Members of the Congress, for not devising new methods of 
taxation and relieving these ones that you find so onerous. 

Mr. Mason. Mr. Chairman? 

The CHarrMAn. Mr. Mason. 

Mr. Mason. I would say that Mr. Curtis has put his finger right on 
the proper spot, but this committee has the responsibility of raising 
taxes to meet the expenditures. We are inclined to blame the Ap- 

ropriations Committee, but the fact of the matter is that every Mem- 
bel of Congress is absolutely responsible because they cannot spend a 

ne if we do not authorize it and appropriate it. 

Mr. Sapiak. If the gentleman will yield. 

fact that the great Ways and Means Committee has the re- 
sponsibility for raising these funds does not mean that we cannot 
iccept suggestions from the taxpayers on how to provide the money. 
The door is open for suggestions or recommendations at all times. 

The Cuatrrman. I think I will have to put in my three cents’ worth. 
If we continue to try to support the world, we will not reduce taxes 
very rapidly. 

Mr. Mason. No, we will not. 

The CHAmRMAN, The time has come when those countries who have 
existed for 2,000 years and periodically cut each other’s throats and 


have come out of it before there even was a United States of America, 


can do it again. 
_ Mr. oat And they cut their taxes while we have to keep on 
increasing ours 

The CHatRMAN. We are sending money to those countries to sub- 
sidize their tax reduction program. 

Mr. Farr. I think I made a good suggestion. Let’s cut down on 
spending; and you gentlemen are responsible. 

The CHarrMan, It is a good suggestion. Thank you very much for 
a fine presentation. 

Mr. Farr. Thank you, Mr. Chairman. 

The Cuatrrman. Mr. A. B. Ritzenthaler on behalf of the Institute 
of Cooking and Heating Appliance Mannfacturers. We are very 
glad to see you here. Will you give your full name and the capacity 
in which youappear? We will be glad to hear you. 
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STATEMENT OF A. B. RITZENTHALER, VICE PRESIDENT, THE 
TAPPAN STOVE CO., MANSFIELD, OHIO, REPRESENTING THE 
INSTITUTE OF COOKING AND HEATING APPLIANCE MANUFAC- 
TURERS; ACCOMPANIED BY HON. J. HARRY McGREGOR, REPRE- 
SENTATIVE IN CONGRESS FROM THE STATE OF OHIO 


Mr. Rrrzenruacer. Thank you, Mr. Chairman. Iam A. B. Ritzen- 
thaler, vice president of the T appan bie Co. 

The Cuamman. Mr. McGregor, will you come up here and take a 
chair. You are very well repreesn ted here and we want your es 
gressman right close by. 

Mr. RirzenrHater. Representing the Institute of Cooking and 
Heating Appliance Manufacturers of which I am a member and for- 
mer president. 

rhe required number of copies of my brief have been handed to your 


clerk this afternoon. In the interest of brevity and saving time I 
woul ‘| | - just to summarize the points made in the brief. 
The ; IRMAN. We uld you like to extend your whole statement as 


part of rs 1e oasend 

Mr. Rirzenrnarer. We have already submitted the brief, Mr. 
Chairman. This is just the important parts of the brief without all 
the extraneous matter. 

This is an urgent plea to you for repeal of the 10 percent excise tax 
imposed under section 3406 (a) (3) of the Internal Revenue Code on 
manufacturers sales of electric, gas and oil ranges and water heaters. 
Our request is directed primarily to Oe long-range overall tax legis- 
lation which your commi ttee we understand is now con: sidering. 

Of the major trade associations in the cooking and heating appli- 
ance field. the institute has the broadest product coverage since its 
members manufacture all fuel types of cooking appliances, water 
heaters and space heaters. 

The stove industry is primarily made up of small business con- 
cerns. Employment averages less than 500 persons per company. 

Plants in 28 Statestotal employment of ap pr ximately 100,000. Its 
products are distributed thi rough an estimated 5.000 wholesalers and 
85.000 retailers. 

The urgency for the need of high tax revenues in this country places 
an additional responsibility on Congress to see that taxes are levied 
fairly and have the same impact on all the classes of t: ixpayers. 

In 1941, 13 long years ago, Leon Henderson, then administrator 


of the OPA. recommended the tax on our product to discourage, if 
you p ii ise. production, thereby conserving men, materials, and ma- 
chines. The same arguments can now be used to prove beyond dis- 


pute th: at the tax should be removed as a brake on deflationary pres- 
sures already evident in our market. 

We urge the adoption of H. R. 4848 introduced by the Honorable 
Thomas B. Curtis, a member of your committee, for the complete 
elimination of section ig (a) (3). eet are six basic reasons why 
Wwe urge repe: al of the 10 percent excise tax on ranges and water 
heaters. There are of course many ot eae impelling reasons if we hud 
time to mention them. 

Reason No. 1: This tax on the most essential of all household appli- 
ances is in effect a tax on food and good health. Legislators have 
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through the years carefully avoided taxing foods, and a tax on a 
range is in effect a tax on the food itself, and should be eliminated. 
Just as strong an argument can be made in opposition to the tax on 

t water heaters which are vital to the maintenance of good health. 

Reason No. 2: The tax is selective and discriminatory in that it 
loes not apply to all consumer durable goods and places certain 
urable goods at a competitive disadvantage with soft goods. Among 

e household items not taxed are washing machines, vacuum cleaners, 
draperies, floor coverings, furniture, kitchen cabinets and sinks, sew- 

og machines, and most consumer soft goods, and yet the kitchen, the 

of the home, contains a concentration of taxable items such as 
ie range, refrigerator, water heater, freezer, dishwasher, electric 
food waste disposer, ironer, drier and many small appliances. 

With reference to H. R. 157, the distinguished chairman of this 
ommittee made a statement before the House of Representatives on 
July 20, 1953, as follows: 

The present (excise tax) system which has piled discrimination onto dis- 

ation over the past 20 years cannot be corrected overnight. It is my 
ere expectation, however, that out of these present studies we will be able 
develop a tax system which will be fair to all. 

Our reason No. 3: Tax authorities agree that any tax is a bad tax 

if it bears most heavily on those less able to pay or (b) if the 

st or collection or the cost to the taxpayer is out of proportion to the 
receipts of the Government. 

This tax on essential appliances is bad on both counts. It bears most 

lily on low Income groups bee ‘ause every householder must have 

means for cooki ne and water heatin r. The well to do house holder 


spends comparatively little more than one with a low income. 
In other words, discretionary spending in the high income groups 
usually directed toward the taxable appliances we are discussing, 
ten to the luxurious (and untaxed) types of furniture, 
, draperies, china, glassware and so forth. 
\ further proof of the burden on low income groups rests on the 
fact that purchases of ranges and water heaters are not } stp ynable 
hen new homes are being established or when old equipment has 
roken down. These appliances are, as we said, absolute necessities 
f daily life. 
Low collection costs are an important factor in a sound tax structure. 
The excise tax on durable goods imposed at the manufacturer’s level 
sts the consumer approximately 75 to 80 percent more than the 
Government actually collects in taxes. 


Wholesalers and retailers state, and there is a creat deal of merit in 
their position, that the amount of money they put out for taxes is a 
part of the cost of doing business and they are just fied In including 


he excise tax payment along with all other costs before they apply 

1eir customary margins of markup. 

Without going further into the merits of the system of markup 

excise taxes we submit that a spread of approximately 75 to 80 percent 
tween the actual tax revenue to the Treasury and the cost to the 
nsumer is prohibitive. 

Our reason No. 4: This tax is not on the consumer alone. It taxes 
the manufacturers and their employees because it restricts their busi- 
ness. It also taxes the suppliers to our industry and their employees 
for the same reason. The administration is committed to a program 
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which will protect the public against a sharp deflationary business 
spiral. Dr. Arthur Burns was given this assignment as his No. 
mission for Preside - Eisenhower. 

The members of this committee are unquestionably aware of the 
fact that there ae been a softening of the market for consumer 
durable goods. There is heavy pressure for lower prices in spite 
of the fact that manufacturers are spending steadily rising costs on 
basic materials, labor, and components. 

Quite naturally, the elimination of the tax will result in substantial 
price reductions to consumers, a very different situation from that 
in the motion-picture industry. 

A major price drop at the consumer level as a result of the elimina- 
tion of these taxes would, we believe, prove a definite stimulus to busi- 
ness, with the result that it is entirely possible the drop in Federal 
revenue from excise taxes would be at least partially offset by in- 
creased corporate taxes and by income-tax payments made by the 
employees of our industry and of the thousands of wholesale and retail 
which distribute our products. 
Reason No. 5: This excise tax on household necessities is para- 
doxical when considered in the light of Government subsidies to vet- 
erans for financing housing, to municipalities for slum clearance, and 
to the States for extension of rural electrification. 

With one hand the Government encourages housing and with the 
other taxes a vital part of that housing. Likewise the Federal Govy- 
ernment extends rural electrification and then places a tax burden on 
the purchase of appliances to be used. 

Our reason No. 6: The Government is committed to a program 
of broadening employment opportunities in this country. The re- 
moval of excise taxes on essential household appliances would make 
17 to 18 percent more dollars available for additional purchases. By 
improving sales volume, i i ga opportunities are likewise in- 
creased, and a favorable business cycle develops. 

The cael opposition of the national labor organizations, A. F. 
of L. and CIO, has been based not only on the fact that excise taxes 
bear most heavily on low income groups, but also because such taxes 
restrict sales and thereby limit employment opportunities in the 
affected industries. 

In concluding my request for your favorable consideration of 
long-range tax program to eliminate the inequities of the present tax 
schedule, I remind you that those scherules were not logically de- 
veloped or carefully considered. They grew like Topsy out of a series 
of national emergencies. 

I want to express again the basic reason for our request for repeal; 
namely, that the tax is discriminatory and harmful to employees, 
dealers, distributors and manufacturers of our industry who sell in 
competition with a host of other household items currently untaxed. 
However, most important of all is the indisputable fact that this tax 
is not in the public interest since it is in effect a tax on food and good 
health. 

Our industry’s contribution to the Government’s.income from all 
excise taxes is only a wee drop in a very large bucket, approximately 
one-half of 1 percent of excise tax payments, and only eight one-hun- 
dredths, or 0.08 of 1 percent total Government revenue. 


concerns 
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But we are a relatively small industry and that drop is a mighty 
important factor in its effect upon our operations. 

We feel that it is not within our province to suggest how Congress 
can most wisely reapportion the tax burden when the new overhaul 
tax legislation is written. It is obvious, however, that like all sound 
business enterprises, the Government must be operated on an equal 
basis. This Congress is making substantial strides toward accom- 
plishing that objective. 

We have appreciated this opportunity to present our case to you 
again and shall be glad to supplement this brief either by answering 
questions from committee members or by submitting further written 
statements upon request. 

I should like to conclude by making two observations: One is that 
when Canada eliminated its 25 percent tax some many months ago, its 
cooking business on gas and electric ranges spiraled. It sets an all- 
time high at the present minute. The second point is to prove to you 
the essential nature of our appeal that our product is essential and 
necessary to the domestic economy, I am sure you will agree that 
none of your homes can exist without a cooking appliance. 

It is much more essential to our domestic economy than some of the 
so-called untaxed appliances with the same plea at the present time. 

Thank you, gentlemen. 

The Cuarrman. Mr. Ritzenthaler, we are very happy to have you 
here. You have made a fine contribution to the information of the 
committee. We commend you to the care of a very good Congress- 
man, sir. 

Mr. Curtis will inquire. 

Mr. Curtis of Nebraska. It is a rather unusual situation when we 
have a tax even on the old fashioned stove that someone has to put 
kerosene in and not a tax on perhaps the most expensive tapestries 
that someone could put in their home, but that is the situation, is it 
not ? 

Mr. RirzenrirAter. Yes, sir. 

Mr. Curtis of Nebraska. In your printed statement, page 7, there 
is something I am not quite clear on. You say the removal of the 
excise taxes on essential household appliances. That is 17 or 18 per- 
cent of what? 

Mr. Rirzentuarer. That is of the appliances dollar, the appliances 
volume of business at the retail level. Whereas these appliances are 
taxed 10 percent at the manufacturer’s level because of the markup, 
before it reaches the consumer it runs around 70 or 75 or 80 percent, 
o that it makes it 17 or 18 percent of the retail dollar. 

Would you like to have me give you a quick example of it? 

Mr. Curtis of Nebraska. Yes. 

Mr. RirzentHater. I have one written out. I did this in longhand. 
Assume, please, if you will, a cooking appliance costs the dealer $100, 
to which you would add the excise tax of $10. You would apply a 
customary markup of 75 percent, which is $82.50 on top of the $110. 
That would result in a retail price of $192.50. Assume, if you will, 
then, without tax, that the same range costs $100 and it sells for 75 
percent markup, $75, a total of $175. Then deduct the $175 from 
the price he would now be paying of $192.50, and you would have a 
saving of $17.50, or a price reduction of $17.50 if the excise tax were 
taken off that range. 
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Mr. Curtis of Nebraska. But the 10 percent is not put on at the 
retailer level. 

Mr. Rirzenrnater. No; it is put on at the manufacturer’s level. All 
dealers in the distribution channel add a markup for their cost of 
doing business. That is customary procedure, sir. 

Mr. Curtis of Nebraska. It is not only customary, but it is neces- 
~ ae 

* Rirzenrnaver. Oh, yes. It is necessary so they can stay in busi- 

S be ause they have al Livestuein of those dollars 

Mr. Curtis of Nebraska. In financing their inve ntories and every- 
thing else, it does not make any difference whether the cost is labor or 
freight. 

Mr. Rrrzenruater. Exactly, sir. 

Mr. Curtis of Nebraska. Or iron or brass or whatever it is, it costs 
dollars. 

Mr. Rirzenrn ALER. That is exactly right. 

Mr. Curtis of Nebraska. They either have to have the dollars or 
borr« Ww them: 1 1S th at not correct ? 

Mr. RrrzenruHauer. Yes, sir. 

Mr. Curtis of Nebraska. That is all, Mr. Chairman. 

The Carman. Mr. Eberharter. 

Mr. ErerHarrer. oa Ritzenthaler, your point is that, for instance, 
a hot water heater which is automatic or even if it is not automatic is 
a necessity. It isnot a luxury any more. 

Mr. Rirzenruaer. Yes, sir. 

Mr. Esernarrer. It is just as necessary in these days as a chair or a 
piece of furniture. 

Mr. Rrrzenruavter. Much more so, I think, for good health. 

Mr. Esernarrer. You need hot water more than you need a chair, 
especially in some areas of New England and Pennsylvania and places 
like that. There is no more reason for taxing a hot-water heater or 


] ] 


a ve than there is for taxing a pane of glass in the window. There 
is the point; is it not? 

Mr. RrrzentrHarer. Yes,sir. We quite agree with you. That is why 
we put it in our brief. We added hot-water heaters in there because 
they are in the same position. 

Mr E BERHARTER. They do not build homes any more without a hot- 
water heater. 

Mr. RrrzEntuauer. No, sir. 

The CuHarrman. Mr. Sadlak will inquire. 

Mr. pee ik. Did he say they were needed in New England and 
_ lvania? 

Epern \RTER. Yes, in the wintertime. 

Mr SapLtaK. Why did the gentleman exclude the remainder of the 
United States? 

Mr. - BERHARTER. I was using those areas merely as examples. 

Mr. Curtis of Missouri. I would just like to clarify one further 
point for the record. The retailer in effect carries the financing of the 
tax. He will buy the stove or rather have the stove consigned to him 
and pay the tax to the manufacturer who in turn pays the tax. Is 
that not correct ? 

Mr. Rirzenruarer. Yes, sir. 

Mr. Curtis of Missouri. So the retailer does not get his dollar until 
he has sold to the consumer. 
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Mr. RirzenrHater. Until he has collected from the consumer, 
until he has gone beyond the sale and collected from the consumer. 

Mr. Curtis of Missouri. That is right, until he collects from the 
consumer. I simply wanted to make it very clear, as to one of the 
reasons why the retailer very properly included a markup on the 
tax itself because he is financing it. 

Mr. Rrrzenruauer. Thank you for the point, sir. 

Mr. Sap.takx. Might I ask this question, Mr. Chairman: Mr. Ritzen- 
thaler, when your product is sold, is a State sales tax imposed on the 
total amount after the Federal tax is added, in States where a sales 
tax exists? 

Mr. Rrrzenruaer. In a good many States the retail sales tax is 
applied at the end retail price. That is the price that the dealer offers 
it to the prospective customer. 

Mr. Saptax. What I am getting at is this: Could the States where 
there is a State sales tax anticipate a drop in revenue in their total 
. ales s tax in the event this Federal tax is removed ? 

RirzeENTuAeRr. If it does what we hope and expect it will do, 
it w at increase or stimulate sales and they will gain money by it. The 
volume in that State will be greater and as a result the retail sales-tax 
collections should be higher. 

Mr. Sapiak. That is all, Mr. Chairman. 

The Cuamman. We thank you very much, sir, for your fine 
contribution. 

(Mr. Ritzenthaler’s prepared statement follows:) 


STATEMENT BY A. B. RITZENTHALER, MEMBER OF ADVISORY BOARD, THE INSTITUTE 
oF COOKING AND HEATING APPLIANCE MANUFACTURERS, AND VICE PRESIDENT, 
THE TAPPAN STOVE Co., MANSFIELD, OHIO, REQUESTING REPEAL OF THE 10 PER- 
CENT MANUFACTURERS’ Excise TAX IMPOSED UNpDER SecTion 3406 (a) (3) oF 
rHE INTERNAL REVENUE CODE ON ELEcTRIC, GAS, AND OIL RANGES AND WATER 
HEATERS 


INTRODUCTION 


Mr. Chairman and members of the Committee on Ways and Means, I am A. B. 
Ritzenthaler, vice president of the Tappan Stove Co. of Mansfield, Thilo and am 
representing the Institute of Cooking and Heating Appliance Manufacturers of 
which I am a member and former president. 

Of the major trade associations in the cooking and heating appliance field, 
the institute has the broadest product coverage since its members manufacture 
electric, gas, and oil cooking appliances as well as all fuel types of water-and 
space-heating equipment. 

This industry, made up primarily of small-business concerns employing less 
than 500 persons, operates in 28 States and employs approximately 100,000 per- 
sons. It products are distributed through an estimated 5,000 wholesalers and 
85,000 retailers. 

PURPOSE OF TESTIMONY 


We do not deny the country’s urgent need for high tax revenues. But the 
very urgency of that need places an added responsibility on Congress to see that 
taxes are levied equitably and impose approximately the same degree of burden 
on all classes of taxpayers. 

In 1941, Leon Henderson, then Administrator of the Office of Price Adminis- 
tration and Civilian Supply, recommended the imposition of several groups of 
excise taxes, including the 10 percent manufacturers’ tax on electric, gas, and 
oil appliances, on the ground that the imposition of the tax would “discourage 
civilian production which competes with the defense program for men, materials, 
and machines.” 

Since a manufacturers’ tax on consumer durable goods admittedly discourages 
sales, the very reasons which impelled the imposition of the tax, now make its 
repeal imperative as a brake on the deflationary pressures already evident in 
Several segments of our market. 
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Our purpose, therefore, is to urge the immediate adoption of H. R. 4848 or an 
equivalent measure to free domestic ranges and water heaters from this burden- 
some tax. 

EXHIBITS 


For the committee’s review, I am attaching two exhibits to my testimony, as 
follows: 

(1) A copy of section 3406 (a) (3) of the Internal Revenue Code which im- 
poses a 10 percent excise tax on certain of the products of my industry; 

(2) A copy of H. R. 4843 (sponsored by Hon. Thomas B. Curtis of Missouri, 
a member of your committee) which would have the effect of removing the tax on 
“electric, gas, or oil appliances of the type used for cooking, warming, or keeping 
warm food or beverages for consumption on the premises” and on “electric, gas, 
or oil water heaters.” 

SIX BASIC REASONS WHY 


In urging favorable consideration of the repeal of the present 10 percent 
excise tax on electric, gas, and oil ranges and water heaters, we base our position 
on the following outstanding points, although there are many others we could 
mention if we had the time: 

1. This tax on the most essential of all household appliances is in effect a tax 
on food and good health. To put it another way, a tax on 2 of the 3 essentials 
of life—food, shelter, and clothing. Legislators have through the years carefully 
avoided taxing foods, and a tax on a range is in effect a tax on the food itself, 
and should be eliminated. Just as strong an argument can be made in opposition 
to tax on water heaters which are vital to the maintenance of good health. 

2. The tax is selective and discriminatory in that it does not apply to all 
consumer durable goods and places certain durable goods at a competitive dis- 
advantage with “soft goods.’ Among the household items not taxed are: Wash- 
ing machines, vacuum cleaners, draperies, floor coverings, furniture, kitchen 
cabinets and sinks, sewing machines, and most consumer soft goods. 

Yet the kitchen—the heart of the home—contains a concentration of taxable 
items such as the range, refrigerator, water heater, freezer, dishwasher, electric 
garbage disposer, ironer, dryer, and many small appliances. 

With reference to H. R. 157, the distinguished chairman of this committee made 
a statement before the House of Representatives on July 20, 1953, as follows: 
“The present (excise tax) system which has piled discrimination onto discrim- 
ination over the past 20 years cannot be corrected overnight * * * It is my 
sincere expectation, however, that out of these present studies, we will be able 
to develop a tax system which will be fair to all.” 

3. Tax authorities agree that any tax is a bad tax (a) if it bears most heavily 
on those least able to pay, or (b) if the cost of collection or the cost to the tax- 
payer is out of proportion to the net receipts of the Government. 

This tax on essential appliances is bad on both counts. It bears most heavily 
on low-income groups because every householder must have a means for cooking 
and water heating. The well-to-do householder spends comparatively little more 
than one with a low income. In other words, discretionary spending in the high- 
income groups is not usually directed toward the taxable appliances we are dis- 
cussing, but more often to the luxurious (and untaxed) types of furniture, rugs, 
draperies, china, glassware, etc. 

A further proof of the burden on low-income groups rests on the fact that 
purchases of ranges and water heaters are not postponable when new homes are 
being established or when old equipment has broken down. These appliances are, 
as we said, absolute necessities of daily life. 

We consider the problem of the high cost of this tax to consumers compared 
to the net revenue to the Government, of such basic importance that it will be 
discussed later in this presentation in more detail. 

4. This tax is not on the consumer alone. It taxes the manufacturers and 
their employees because it restricts their business; it also taxes the suppliers 
to our industry and their employees for the same reason. The administration 
is committed to a program which will protect the public against a sharp defla- 
tionary business spiral. Dr. Arthur Burns was given this assignment as his 
“No. 1 mission” for President Eisenhower. 

The members of this committee are unquestionably aware of the fact that 
there has been a softening of the market for consumer durable goods. There is 
heavy pressure for lower prices in spite of the fact that manufacturers are 
experiencing steadily rising costs on basic materials, labor, and components. 
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Quite naturally, the elimination of the tax will result in substantial price re- 
ductions to consumers—a very different situation from that in the motion-picture 
ndustry. 

4 major price reduction at the consumer level as a result of the elimination of 
these taxes would, we believe, prove a definite stimulant to business, with the 
result that it is entirely possible the drop in Federal revenue from excise taxes 
would be at least partially offset by increased corporation taxes, and by income- 
tax payments made by the employees of our industry and of the thousands of 
wholesale and retail concerns which distribute our products, 

5. This excise tax on household necessities is paradoxical when considered in 
the light of Government subsidies to veterans for financing housing, to munici- 
palities for slum clearance, and to the States for extension of rural electric 
lines 

With one hand the Government encourages housing and with the other, taxes 
a vital part of that housing. Likewise the Federal Government extended rural 
electrification, then placed a tax burden on the purchase of appliances to use the 

ectricity generated. 

6. The Government is committed to a program of broadening employment 
pportunities in this country. The removal of excise taxes on essential house- 

d appliances would make 17 to 18 percent more dollars available for additional 
purchases. By improving sales volume, employment opportunities are likewise 
nereased, and a favorable business cycle develops. 

The consistent opposition of the national labor organizations—AFL and CIO— 


has been based not only on the fact that excise taxes bear most heavily on low- 
ncome groups, but also because such taxes restrict sales and thereby limit em- 
I ment opportunities in the affected industries. 


HIGH COST OF MANUFACTURERS’ EXCISE TAX COMPARED TO NET REVENUE TO THE 
GOVERNMENT 


Low collection costs are an important factor in a sound tax structure. The 
excise tax on durable goods, imposed at the manufacturing level, costs the con- 
sumer approximately 75 to 80 percent more than the Government actually collects 
in taxes, 

Wholesalers and retailers state—and there is a great deal of merit in their 
position—that the amount of money they pay out for taxes is a part of the 
cost of doing business and they are justified in including the excise-tax payment, 
along with all other costs, before they apply their customary margins of markup. 

The American Retail Federation, in its previous testimony before congressional 
committees, has stressed the fact that the value of the product consists of the 
cost and the tax; and also that in financing an inventory a dealer has to borrow 
money and buy insurance on the total value. 

Without going further into the merits of the system of marked-up excise 
taxes, we submit that a spread of approximtely 75 to 80 percent between the 
actual tax revenue to the Treasury and the cost to the consumer is prohibitive. 


CONCLUSION 


In conclusion I shuld like to request your favorable consideration of a long- 
range taxing program to eliminate the inequities of the present excise-tax 
schedules which grew out of a series of national emergencies. 

I have presented a number of reasons in support of our request for complete 
and immediate elimination of the excise tax on cooking appliances and water 
heaters, including the basic one that the tax is discriminatory and harmful to 
employees, dealers, distributors, and manufacturers of our industry who sell in 
competition with a host of other household items currently untaxed. However. 
most important of all is the indisputable fact that this tax is not in the public 
interest because it is in effect a tax on food and good health. 

Our industry’s contribution to the Government’s income from all excise taxes 
is only a small drop in a large bucket—approximately one-half of 1 percent of 
excise-tax payments, and only eight one-hundredths of 1 percent of total 
Government revenue—but we are a relatively small industry and that drop is 

mighty important factor in its effect upon our operations. 

We feel that it is not within our province to suggest how Congress can most 

isely reapportion the tax burden when the new “overhaul tax legislation” is 
written. It is obvious, however, that like all sound business enterprises, the 
Government must be operated on an economical basis. This Congress is making 
substantial strides toward accomplishing that objective. 
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We have appreciated this opportunity to present our case to you again and 
shall be glad to supplement this brief either by answering questions from com- 
mittee members or by submitting further written statements upon request. 


ExHrerr I 
Excerpt From THE INTERNAL REVENUE CoDE AS AMENDED IN 1951 


Section 3406 (a) (3) Execrric, Gas, anp Ort ApprLlIANces.—Electric direct 
motor-driven fans and air circulators (not of the industrial type) ; and the fol- 
lowing appliances of the household type: electric, gas, or oil water heaters; 
electric flat irons; electric air heaters (not including furnaces) ; electric immer- 
sion heaters; electric blankets, sheets and spreads; electric, gas, or oil appli- 
ances of the type used for cooking, warming, or keeping warm food or beverages 
for consumption on the premises; electric mixers, whippers, and juicers; electric 
belt-driven fans; electric exhaust blowers; electric or gas clothes driers; electric 
door chimes; electric dehumidifiers ; electric dishwashers; electric floor polishers 
and waxers; electric food choppers and grinders; electric hedge trimmers; 
electric ice-cream freezers; electric mangles; electric motion- or still-picture 
projectors; electric pants pressers; electric garbage-disposal units; and power 
lawn mowers; 10 percent. 


ExurziT II 
[H. R. 4843, 83d Cong., 1st sess.] 


A BILL To repeal certain excise taxes 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That effective the first day of the first month 
which begins more than ten days after the enactment of this Act, section 3406 
(a) (3) of the Internal Revenue Code be, and is hereby, amended by striking 
out the words “electric, gas, or oil water heaters;” and the words “electric, gas, 
or oil appliances of the type used for cooking, warming, or keeping warm food 
or beverages for consumption on the premises ;’’. 

The Cuatrman. The next witness is Mr. J. F. McDaniel, vice presi- 
dent, marketing, Hotpoint Co. 

We are very glad to have you. If you will just give your name and 
the capacity in which you appear we will be glad to hear you. 


STATEMENT OF THOMAS H. DAVID, MANAGER OF PRODUCT 
PLANNING, HOTPOINT CO., CHICAGO, ILL. 


Mr. Davip. I am Thomas H. David, manager of product planning 
of the Hotpoint Co., Chicago, Ill., appearing for Mr. J. F. McDaniel, 
vice president of marketing. Mr. McDaniel regrets he is unable to 
be present this evening. 

The CHarrman. All right, Mr. David, you may proceed. 

Mr. Davip. My company sincerely appreciates the opportunity for 
this appearance before your committee to discuss why we believe the 
excise taxes on electric, gas, and oil ranges and on electric dishwashers, 
imposed under section 3406 (a) (3) of the Internal Revenue Code, 
should be removed. 

I should like to divide this presentation into two sections, the first 
being on ranges. 

In February 1950 your committee conducted similar hearings on 
excise taxes, and statements and briefs covering ranges were presented 
by persons representing the National Electrical Manufacturers Asso- 
ciation of which my company is a member. 

We are submitting again, for the record, copies of the detailed brief 
on ranges, presented at this 1950 hearing. 

The Cuarmman. You want permission to put that in the record, do 
you not ¢ 
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Mr. Davm. Yes, sir. 

The CuHarrMan. Without objection, it is so ordered. 

Mr. Davip. I have it attached to my presentation. 

The basic facts are unchanged and may be summaried as follows: 

The range is a necessity to the household. Ninety-eight per- 
cent of all the homes in this country have one. 

The majority of range purchases are to replace equipment that 
has failed, or is obsolete, or is less efficient, or is more costly to 
operate, or is even hazardous. 

The tax is discriminatory. Modern electric, gas, and oil ranges 
are taxed, while laborious wood and coal ranges remain tax free. Why 
penalize the more efficient labor saving equipment ? 

In nearly all States and municipalities food occupies a preferred 
position when sales taxes are applied, and is exempt. Why penalize 
the equipment which is necessary to the preparation of the food ? 

5. Last, but certainly not least, the cost to the consumer for collec- 
tion of this tax is high. For every $10 in taxes that the Government 
collects, the consumer pays approximately $18. The consumer is 
bearing a disproportionately high cost compared to the benefits of 
this tax to the Government. 

Let me explain this statement. A 10-percent excise tax on ranges 
at the manufacturers’ level is the same in its effect as any other element 
of direct or indirect cost. My company passes on to our wholesale 
distributors the exact amount of this tax, with no markup. However, 
when passed on to the distributor and then to the dealer, it must be 
or by each in the same manner as any other cost in the finane- 
ing of and payment for his range inventory. These ranges may 
remain in stock for anywhere from a few weeks to as long as a year or 
more. It is part of the cost of doing business and reflects itself to 
nearly twice the actual tax when viewed at the consumer level. 

With ever increasing costs being experienced by the manufacturer, 
business is beginning to be affected. We are approaching, or may 
have passed, the point of diminishing returns. There is now an 
evident softening of the range market, and it is but in accord with 
the best predictions for the latter half of 1953 and all of 1954. We 
need lower prices to stimulate business and maintain employment. 

Gentlemen, should the Congress see fit to remove this tax it would 
immediately be followed by lower prices to the consumer for products 
made by my company. 

Your committee recognized the validity of the 1950 presentation by 
recommending to the House that electric, gas, and oil ranges be 
exempted from excise taxes. This action was approved by the House 
in revenue bill H. R. 8920 of the 31st Congress, which was passed 
and sent to the Senate. Before action was taken by the Senate, the 
Korean War began, necessitating complete revision in tax proposals, 
among which was elimination of tax relief on ranges. 

We feel certain that, under more favorable circumstances, the 
Senate would have accepted the wisdom of the House and its Ways 
and Means Committee, and that both House and Senate would have 
seen fit to remove the tax on ranges. 

We ask that you weigh the facts presented, consider the previous 
action taken after due deliberation by your committee and the House, 
and again recommend that the excise tax be removed from this equip- 
ment so essential to everyday living. 
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And now for dishwashers. 

The electric wishwasher is a relatively new appliance. Although 
it has been manufactured in some form or another for about 40 years, 
the limited acceptance it enjoys today has been achieved primarily in 
the past 7 or 8 years. The value of the dishwasher was recognized 
during World War IT as a result of women participating in war work 
and having little time to devote to household chores. 

The electric dishwasher is the easiest, fastest, and most sanitary way 
to perform the essential functions of washing, drying, and storing 
dishes and utensiles. Most municipalities and States have public 
health codes which specify the minimum water temperatures for wash- 
ing dishes in public eating places. The hygienic aspects of good dish- 

hing are recognized by these codes. The electric dishwasher for 
household use closely approaches in its operation the commercial type 
of diswashing. It washes in water 150° to 160° F., much hotter than 
when washing by hand, and scientific tests have shown that dishes 
washed in an electric dishwasher are nearly 100 percent free of harm- 
ful bacteria. The electric dishwasher helps promote good health. 

The electric dishwasher is a growth appliance and a srowth indus- 
try, if it is given the chance. Considerable time and money have 
already been expended by the manufacturers to bring the electric dish- 
washer to its present stage of development and fine performance. 

We would not have in our homes today the range, refrigerator, and 
washer, all of which have come to be deemed essential, if the manu- 
facturers of these items had not been willing to take the risk to pro- 
mote these products. The excise tax is highly instrumental in stifling 
dishwasher sales. 

It seems unreasonable to impose a tax on electric dishwashers and 
on the industry which manufactures these products in the uncertain 

surly period of consumer acceptance. Particularly since the tax dis- 
‘riminates against electric dishwashers by exempting hydraulically 
operated dishwashers and other types of mechanical dishwashers. 
Whv penalize the electric appliance ? 

Th statement made on ranges regarding the cost of the tax to the 
consumer also holds true for dishwashers, that is: 

The consumer pays about $18 at retail for every $10 the Govern- 
ment collects in taxes. 

2. The appliance market is softening seriously. 

3. Tax relief means lower prices; means stimulated business ; means 
greater employment. 

It is significant to note that while the dishwasher is a growth appli- 
ance and as such should be increasing yearly in total sales, after 
imposition of the excise tax in November 1951 sales for 1952 were off 
over 20 percent from the previous year 

We ask that your committee give serious consideration to our request 
for relief from the excise tax on the electric dishwasher in order that 
this industry may grow and take its place, as it should, alongside the 

other great segments of the appliance business. 

The Cuatrman. We thank you very much for your appearance here 
in the interest of your products. Are there any questions? 

Mr. Curtis will inquire. 

\fr. Curtis of Missouri. Just one thing to tie in. Are you familiar 
with H. R. 4848 which I introduced to repeal the excise tax on electrical 
cas or oil water heaters and also on electric, gas or oil appliances of the 
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type used for cooking, warming or keeping warm food or beverages 
for consumption on the premises? 

Mr. Davip. Yes, sir; I have seen a copy of that. 

Mr. Curtis of Missouri. I just want to be sure you are in favor of 
that bill if you are familiar with it. 

Mr. Davin. Speaking for my company, we heartily endorse it. 

Mr. Curtis of Missouri. That is in regard to the ranges. Thank 
you. 

* The Cuatrman. We thank you very much for your appearance. 

Mr. Davi. Mr. Chairman, I would like to take this opportunity 
to say that personally I admire your and the committee’s attitude to- 
ward taxes, your tax philosophy and your approach to taxing 
problems. 

The Cuatrman. Thank you very much. The committee is striving 
to bring out a tax bill eventually that will be as fair and as just as it 
is possible for such legislation to be. 

Thank you very much. 


(Mr. David’s brief follows :) 


Brier REQUESTING REPEAL OF ExctIse Tax ON ELEctRIC, GAs, AND Or RANGES AND 
WATER HEATERS 


PERSONAL IDENTIFICATION 


Iam J. R. Poteat, Manager of Range and Water Heater Division, General 
Electric Co. 

And I appear as spokesman for those manufacturers of electric ranges and 
electric water heaters whose names appear at the end of this brief as sponsors 
of this presentation. These manufacturers are members of the electric range, 
and/or electric water heater sections of the National Electrical Manufacturers 
Association, under whose auspices this brief has been prepared. 

For your information and consideration, I plan to present facts which, in 
our opinion, will demonstrate that the excise taxes imposed on electric (and oil 
and gas) ranges and water heaters under section 3406 (a) (38) of the Internal 
Revenue Code should be removed. 


THE MANUFACTURERS REPRESENTED 


The members of the electric range section of NEMA, plus 8 other manufac- 
turers of electric ranges, produce 85 to 90 percent of the electric ranges sold 
in the United States. 

The members of the electric water heater section of NEMA, plus 9 other manu- 
facturers of electric water heaters, manufacture 75 to 80 percent of the electric 
water heaters sold in the United States. 


A MAJOR INDUSTRY 


The stove and range industry produced over 5 million cooking stoves and 
ranges in 1948—of this total the electric range industry produced 1,600,000— 
about 31 percent. In 1949 electric ranges accounted for about 35 percent of 
the total. 

The small businesses and tradesmen that serve and are served by this in- 
dustry are numbered in the thousands—Retail storekeepers; wholesale jobbers 
and distributors; wiring contractors; service organizations; makers of heating 
units, thermostats, switches, wire, porcelain, etc. 

The wages, salaries, incomes from investments and business activity which 
are produced by this industry touch the lives and homes of at least 5 million 
people. 

For example, for every $100 of manufacturers’ sales of electric ranges, an 
additional $163 of sales of generating and distribution equipment, wiring, cable, 
wiring devices, and other types of equipment used for the production, distribu- 
tion, and utilization of electricity would be created. The electric range industry 
is thus one of those desirable types of industries which generate an even greater 
volume of business, employment, and income, for the benefit of others. 
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A MODERN NECESSITY 


The interesting comparisons between the years 1900 and 1950, recently ap- 
pearing in the public press, have almost without exception attested to the wide- 
spread availability and necessity of electricity. Most of the illustrations of 1950 
kitchens show electricity being used for all the kitchen tasks, including the 
electric range. A household cooking device which was nonexistent in 1900 is 
depicted as the standard of the midtwentieth century. 


Lut let’s look at a larger picture— 


(1) High saturation 

98 percent of the homes in this country have a cooking device. Surely, 
therefore, a device which is found in nearly 100 percent of the homes of the 
country, is a necessity. 
(2) Electric range share 

Many range purchases are for replacement of equipment that has failed or 
is obsolete, and thus less efficient, and more time-consuming than modern 
equipment, and more costly to run. Purchases of electric ranges represented 
approximately 35 percent of the total cooking stove sales in 1949. 
(3) Lower income groups penalized 

The effect of the excise tax is to raise the price, and so tend to force the 
purchaser to cheaper equipment. Of all income levels, the lower income fami- 
lies can least afford to buy cheap cooking equipment, and thus assume a bur- 
den of shorter life with consequent earlier replacement and continuing higher 
operating and maintenance costs. 


-—-—-— -—-_ —-— «= 
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Market Price 


(4) Price and market 


This chart clearly shows an axiom of business—namely the higher the 
price the more restricted the market—and conversely, the lower the price 
the wider the market. The effect of the excise tax is to raise the price and 
tend to restrict both the market and employment. 


(5) Essential time saver 

Mothers and wives exert an important influence upon the well-being of 
the Nation. Their time in cooking should be minimized so that they can spend 
more time with children, parent-teacher work, and other civic activities. 

This is of still more importance to those women who are employed or who 
are farm wives and must devote a large part of their time to such necessary 
ncome-producing activities as caring for chickens, dairies, and gardens. 

Using an electric range, with time and temperature controls, the house- 
wife can conserve her valuable time. She merely prepares the meal, places 
it in the range and it will be cooked when she returns home. 

The tax on this type of electric range may be as much as $20, hidden in 
the price. This $20 has an effect on purchase, particularly for the middle 
and low income groups. The untaxed solid-fuel ranges and stoves offer no 
such comparable time-saving utility. 


(7) The range a part of the food process 

In nearly all States and municipalities, food occupies a preferred position 
when sales taxes are applied and is exempt. Since food has to be cooked, 
a cooking device is necessary. Therefore, the range is an essential part of 
the food process. And so we see this discrimination, the food is untaxed but 
he range, which prepares the food is taxed—but only in the case of electric, 
, and oil stoves or ranges 
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(8) Discrimination 

To tax cooking devices which are automatic, while allowing the most 
aborious cooking devices to go untaxed, is not only a discrimination in the 
assessment of a tax, but is a discrimination against homemakers who must 
pay a money penalty to make their cooking less laborious 

It is clear that a cooking stove or range is a necessity. Representing 35 per- 
ent of total range purchases, the electric range is obviously a necessity. A 
arge share of these purchases are made in the rural and smalltown areas, in 
which heavier Government investments in electricity make it desirable that 
every possible means be employed by the Federal Government to encourage the 
reater use of electricity. The electric range and electric water heater together 
use electricity in bulk, and so provide profitable revenue to repay Government 
loans. A considerable portion of the taxed cooking devices now goes into new 
low-cost homes being built for GI’s and low-income groups. Most of these cook- 
ng devices are at the low end of the price range in order to cut investment 
and payments as much as possible. The excise tax makes hoth the investment 
and the carrying charges a greater burden on the buyer. The lower the income 
group, the greater the relative burden caused by the tax. 


TAX DISCRIMINATION 


That manufacturers’ excise taxes are discriminatory is evident from this 
example: 
TAXED UNTAXED COMPETING ARTICLES 


Water heaters (electric, oil, or gas Water-heating stoves (gas, oil, or other 
heated ) fuel fired) 

Furnaces and heating stoves with 
water-heating attachments (gas, oil, 
or other fuel fired) 

Single-purpose water-heating coal stoves 

ooking stoves (electric, oil, or gas Cooking stoves (wood or coal heated) 
heated) 


The excise tax on electric, oil, and gas ranges, discriminates against one group 
of cooking devices and favors others which go untaxed; this excise tax dis- 
criminates against the low-income group relatively more than other income levels 
since the range purchase is a larger share of the budget of the low-income family, 
and the tax makes the price more burdensome ; the excise tax on electric, oil, and 
gas stoves discriminates against these automatic labor-saving devices in favor 
of the more laborious and time-consuming stoves and ranges. 


WATER-HEATER EXCISE-TAX SITUATION 


I quote from a November 1949, release by the Plumbing and Heating Indus- 
tries Bureau—“Today America as a nation has become more conscious of the 
convenience and health protection afforded by plenty of hot water. The in- 
creased demand for hot water for baths, for automatic dishwashers, and for 
aundry equipment has brought about a demand for a larger capacity equipment.” 

Strangely enough, the modern devices mentioned in this release, are entirely 
dependent on an adequate supply of hot water for successful operation, and are 
not subject to an excise tax, while the automatic water heater, so necessary for 
their operation, is taxed. 

On the other hand, the nonautomatiec hot-water boiler and the furnace-oil 
heater, which are inadequate to serve modern devices, are not taxed. 

So the electric water heater (and the oil and gas water heater) which serves 
numerous modern hot water-using devices, is taxed, while the using devices are 
untaxed, just as with the electric range, which is a taxed portion of an otherwise 
ntaxed food process, 

The Congress will wish to remove this discriminatory tax. 


IN GENERAL 


Just as the American way of life has made the automobile, telephone, running 
water, and many other 20th century services indispensable, so electricity has be- 
come a necessity by virtue of the essential devices and equipment which utilize 
electricity. The electric range and electric water heater are instances of such 
necessary equipment. For example, in a progressive State like North Carolina 
there are almost half as many electric ranges in use as electric refrigerators, and 
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water heaters are going in at a rate greater than 40 percent as fast as electric 
ranges. 

The sale and use of electric ranges exceeds any other kind of cooking device 
in numerous States, such as: Tennessee, North Carolina, Florida, Washington, 
Oregon, and Georgia. 

It is quite obvious, therefore, that there are many items taxed as electric, gas, 
and oil appliances, which are household necessities. They have reduced house- 
hold drudgery and have raised our standard of living. Just as washing ma- 
chines and vacuum cleaners were recognized as necessities and exempted from 
excise taxes, so it is entirely appropriate that ranges and water heaters be 
exempted from taxation. 

In common with other electric appliances, the electric range and water heater 
are facing a serious problem. 

The large market for electric appliances is among the low-income grouns. 
And these consumers must have low-cost appliances. But electric and other 
range manufacturers must work to stimulate sales in a market almost 100 per- 
cent saturated. Generally, consumers will replace their old ranges and/or water 
heaters every 10 years; but then only if replacement can be made at reasonable 
cost. With material and labor costs trending upward, lower manufacturing 
costs can hardly be expected. 

CONCLUSIONS AND RECOMMENDATIONS 

The electric range and electric water-heater manufacturers, whose names fol- 
low, believe that these two products have been shown to be necessities. Further, 
the effect of the application of the present excise-tax structure has been shown 
to be discriminatory. The effect of these discriminatory inconsistencies is to 
burden certain products, while exempting comparable commodities, to create 
artificial barriers to fair competition among manufacturers of competitive prod- 
ucts, and to penalize unfairly the low-income and wage-earning family. 

This unhappy and undemocratic situation can be corrected by prompt action 
of the Ways and Means Committee in recommending to the Congress the repeal 
of section 3406 (a) (3) of the Internal Revenue Code. This will correct the 
nequities now suffered by electric ranges and water heaters (as well as similar 
oil and gas devices). 

The CHAtrman. The next witness is Mr. Frank J. Nugent, vice 
president, sales, the Schaible Co., Cincinnati, Ohio. 

If you will give your name and address and the capacity in which 
you appear, we will be very glad to hear you. 


STATEMENT OF FRANK J. NUGENT, VICE PRESIDENT, SALES, THE 
SCHAIBLE C0., CINCINNATI, OHIO 


Mr. Nucent. I am Frank J. Nugent, vice president of the Schaible 
Co. of Cincinnati. 

I am in charge of sales for the Schaible Co., a manufacturer of 
food-waste disposers and associated plumbing and heating items. 
1 am appearing on behalf of my company and as an authorized 
spokesman for other disposer mnufacturers throughout the United 
States, who urge consideration be given the exemption of electric 
food-waste disposers from existing excise-tax statutes. 

Code section 3406 (a) (3) of the Internal Revenue Code as amended 
in October 1951 imposes a 10 percent excise tax upon the manufac- 
turers’ sale price of electric food-waste disposer units, including in 
each case parts and accessories thereof. 

The sanitary disposal of waste resulting from food preparation is 
a major problem that must be solved by many municipalities. Inade- 
quacy in this regard has contributed to the following statement 
released by the United States Public Health Service. “Pr actically 
every community in the United States has a serious garbage problem 
which directly affects the health of the community and which is 
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becoming more costly to solve with what are often obsolete or inade- 
quate removal methods. 

Factors contributing to this deplorable situation and in substan- 
tiation of this release are the expanding migrations to previously 
undeveloped suburbs, the increased costs of labor and equipment, the 
lack of sufficient processing or disposal facilities and the unsanitary 
provisions for stock feeding or raw garbage. Food-waste disposers 
were designed to alleviate the very problem which the United States 
Public Health Service has warned against. 

Communitywide food-waste disposer plans provide relief from 
odiferous public collections; prevent fly breeding and rodent nourish- 
ment, plus providing savings in labor and equipment expenses. Since 
there is no garbage to collect, purchase, operation, and maintenance 
‘osts of such equipment are aed to the requirements needed only 
for the collection of rubbish. To cite as an example; Aurora, Colo. 
(1952 estimate of population 13,000) a thriving suburb of Denver in- 
curred a 230 percent increase in population during the decennial census 
period ending in 1950. The costs of maintaining adequate garbage 
collection and disposal had increased to the point where it was nec- 
essary for the local officials to pass a statute requiring all new dwell- 
ngs to be equipped with a feal-waetl disposer; also approved a plan 
whereby existing homes would purchase units for subsequent installa- 
t10n. 

This is not an isolated instance as similar plans had previously been 
.dopted in such rapidly expanding suburbs as Oak Park, Allen Park, 
ind Dearborn, Mich.; Lakewood, Calif.; South Euclid, Ohio; Jasper, 
Ind.; Heron, Ill.; and are being actively considered in such larger 
cities as Detroit and Kansas City. 

The identical problem is facing many cities both large and small 
who have to cope with the trend of suburban expansion and of inade- 
quate garbage-disposal facilities. Since World War II over 7 million 
urban and rural nonfarm dwelling units have been constructed. An 
additional million units are being forecast for this year. These units 
are providing additional burdens on already overtaxed municipal fa- 
cilities. Widespread adoption of food-waste disposers is the answer 
to a portion of this burden by providing a proven sanitary method of 
food-waste disposition thereby allowing tax funds to be channeled into 
other vitally needed projects such as modern water systems, road and 
street maintenance, proper lighting facilities and adequate fire and 
police protection. 

Elimination of this tax would also be instrumental in acting to re- 
luce the continuing upward spiral of construction costs. It is evident 
that any drastic reduction of construction at this time could impair 
our economy. In many areas there remains a definite need for low and 
medium-cost housing. Therefore any move to reduce the basic con- 
struction costs would in our opinion more than adequately compen- 
sate for the revenue provided through this tax. 

In the past as many as 80 percent of the food-waste disposers have 
been installed in new homes. We believe the manufacturing excise 
tax has tended to impede the widespread use of these health-promoting 
units. 

In substantiation consider the attached chart showing annual dis- 
poser sales in units. It is axiomatic that nearly all new products 
offered upon the market incur a growth period until a relative per- 
centage of the market saturation has been reached. Then a sales 
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plateau is encountered which can be surpassed only by strenuous sales 
campaigns. 
(The chart referred to follows:) 


FIVE YEAR FOOD WASTE DISPOSER SALES 
IN UNITS AND DOLLARS 


275,000 
$35,750,000 


$47.520.000 


20,000 
$43,200,000 


155,000 
$20,925,000 


175,000 
$21,000.000 


GBB units soi (7) retain vatue 
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Mr. Nugent. Note that in the late growth period following World 
War II sales were attaining a substantial market in face of a declining 
construction market. Unit sales in 1950 were 320,000 units against 
1,396,000 starts. In 1951 352,000 units were sold against 1,095,000 
starts. Congress in October of 1951 imposed the 10-percent excise tax 
and in 1952 sales dropped to 275,000 units while starts climbed to 
1,127,000. Thus disposer sales with a market saturation of but 3 per- 
cent incurred a sales decline of more than 20 percent while new con- 
struction was moving slowly but steadily ahead, and the demand from 
existing homes was being felt as a result of municipal sanitary code 
revisions. 

Under section 3406 food-waste disposers are broadly considered as 
a luxury item. I believe that my preceding testimony has made it evi- 
dent that food-waste clisposers will soon be considered a necessary in- 
tegral part of the modern home and community and I am therefore of 
the conviction that they should receive the same consideration given 
the garbage can, incinerators, and the private and municipal garbage 
collecting agencies. Since these are not subject to the existing tax there 
appears to be no valid reason why food-waste disposers should be taxed. 
At various times Congress has exempted or has refused to impose a tax 
on articles when other articles serving similar functions went untaxed. 
May I cite as examples the action of Congress in moving to exempt 
automatic type washers and motor-driven vacuum cleaners because 
their manual counterparts were tax free. 

In addition to the reasons set forth above, garbage disposers are 
primarily household plumbing items dependent upon the free flow 
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of water for operation and are not electrical appliances per se. There- 
fore we believe they should not be cited as a taxable item under the 
manufacturers excise tax on ap pliances. 
With exceptions food-waste sposers are manufactured by small- 
rm dium-size d firms who depend upon the sale of these units as a 
ior share of their gross sales Melk ume. This tax has been discrimina- 
tory to the effect of depriving them of attaining a volume of sales suf- 
ficient to provide adequate returns on a marginal operation. This lack 
of volume also tends to detract trom aie basic corporate taxes levied 
on manufacturers’ gross sales. Prior to my appearance before your 
committee I conferred with a majority of these manufacturers. They 
pprove and endorse this brief and support the recommendation that 
e LO-pe reent excise tax on food waste clis posers be repealed. 
The CrarrMan. We thank you, Mr. Nugent, for your fine presenta- 
tion. Are there any questions ! 
Mr. pi RIIARTER What 1S the average sales price of these food dis- 
posers fe ra private home? 
Mr. Nugent. They average $99.50 to about $150. There is a slight 
variance in the different makes. 
Mr. Esernarrer. Are they manufactured by smaller manufactur- 
ers or only by larger companies ? 
Mr. Nucentr. The majority of the manufacturers are small. There 
re several of the larger companies also making food-waste disposers. 
There may be 18 small and about 3 large ones in the manufacture of 
this product. 
Mr. Erernarter. They do away with all the garbage collection, the 
garbage sitting outside of the apartm« nt houses ? 
Mr. Nucent. The food waste is disposed of as the } lousewife peels 
the food or takes tne plate scrapings, whichever the case may be. 
Mr. Evernarrer. ‘Thank you very much. 
Mr. Curtis of Missouri. In view of t hat t question, there is an item 


of installation cost in these, too, to get a fa r picture? 
Mr aoe Not nec ssarily so. 
{r. Corn f Missour It cost me $200 to have one installed. 
Mr. tain nt. I don’t a yw what your plumbing situation was. sir. 


Mr. Curtis of Missouri. It wasn’t good. 
{r. Nucent. I have seen them installed for as low as $6 

Mr. Curtis of Missouri. Is that a fact? I am very mu th interested 
in that, because in the St. Louis area ft] installation cost was very 
high. In fact, sometimes as in my instance, it ranged over 100 percent 
of the actual cost of the item. 

Mr. Nucent. I think when food-waste disposers were first intro- 
duced, some of them were cun bersom 1e and large. Some of the in- 
stalling tradespeop le establis hed ¢ Be e and thev have not changed 
it A c We ure try ng to de » an educ: ona ] job for the consumer on 
that. 

Mr. Curtis of Missouri. Incidentally, I thoroughly agree with you 
it is not a luxury item at all. 

Mr. Nugent. Not today. 

Mr. Curtis of Missouri. It has become very valuable. 

The Cuatrman. Thank you very much. 

The committee stands adjourned. 

(Whereupon, at 9:55 p. m., the hearing was recessed. ) 










































GENERAL REVENUE REVISION 


WEDNESDAY, JULY 29, 1953 


Hovss or REPresENTATIVES, 
ComMMITTEE ON Ways AND MEANS, 
Washington, D. C. 

The committee met, pursuant to recess, at 7 p. m., in the Ways and 
Means Committee room, Hon. Car] T. Curtis presiding. 

Mr. Curtis. The committee will come to order. 

Mr. Louis Ruthenburg, will you come forward, please? 

You may give your name and residence, and for whom you appear, 
to the reporter. 


STATEMENT OF LOUIS RUTHENBURG, CHAIRMAN OF THE BOARD, 
SERVEL, INC., EVANSVILLE, IND., AND PAST PRESIDENT OF GAS 
APPLIANCE MANUFACTURERS ASSOCIATION 


Mr. Rutuensure. My name is Louis Ruthenburg, of Evansville, 
Ind. I am chairman of the board of Servel, Inc., manufacturers of 
water heaters, refrigerators, and other appliances, and I am a past 
president of Gas Appliance Manufacturers Association. 

Mr. Curtis. You may proceed with your statement. 

Mr. RurHensoure. Our association counts among its members 95 
percent of the production of gas ranges, 98 percent of the production 
of gas water heaters, and 100 percent of the production of gas re- 
frigerators in the United States. 

I appear before you to urge that in the new revenue bill the bur- 
densome and discriminatory manufacturers’ excise tax of 10 percent 
on electric, gas, and oil ranges, water heaters, and refrigerators be 
abolished. 

In a nation dedicated as we are to a better way of life for our people, 
it seems questionable wisdom to maintain a discriminatory sales tax 
on those articles—indeed, on those necessities—which go to make the 
home a better place and the duties of the housewife lighter. 

When we look behind the words and see this tax for what it really 
is—a sales tax applied indirectly to homes and food—its fallacy in 
terms of sound tax policy is readily apparent. 

For ranges, water heaters, and refrigerators operated by gas, elec- 
tricity or oil have become accepted household necessities. The mod- 
ern range is a prime necessity in the preparation of the food our na- 
tion eats—but it is taxed. The automatic refrigerator provides for 
the safe and efficient preservation of the food our nation eats—but it 
is taxed. The modern water heater is a prime necessity for the 
preservation of the hygiene and health of the Nation—but it is taxed. 


2209 
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Despite the fact that these automatic appliances have become house- 
hold necessities to all income groups and all segments of the Nation, 
urban and rural, they remain subject to a discriminatory sales tax of 
10 percent at the manufscturer's level. To make household type 
necessities more expensive by imposing a tax which artificially in- 
creases the cost of these necessities to the consumer is not only incon- 
sistent with sound national tax policy, but also sound national 
econom e policy. 

em we are to continue forward in the development of our standard 
of living, it means more and better household appliances - more 
ee e. “For more people” means “within the economic reach of 
more peo yple.” We do not accomplish this by increasing the price 
artificial] ly through tax: ition. 

(nd it is not only a simple increase in price. It is compounded. 
The manufacturers’ sales p rice will reflect the 10-percent tax he is re- 
quired to pay. The jobber’s markup will be a percentage of the manu- 
facturers’ sales price and hence will include a markup on the tax. 
In turn, the dealer’s markup will be based upon what he paid the job- 
ber or distril tor, ind he will thus maintain a markup on a markup on 
the tax. Thus the cost to the consumer is artificially increased not by 
10 percent, but : approximately 18 percent “of the manufacturer’s 


diffe rence bet veel he tax revenue received by ‘the Gove rnment 
an 7 the much gre: ater amount paid by the consume r increases the cost 
of do o bus ness al | tne! fore highly infl tionary. 


The continuance of this tax under present conditions would be at 
variance not only with sound tax and economic policy, but incon- 
istent with other Government policy. Several examples will suffice. 

Our Government has civen much attention to the creation of homes. 


There has been legislation on housing and the financing of housing and 
many other ways to aid our people in achieving an ever-better standard 
of living through better and improved housing. Yet, the tax on the 
range, water heater and the refrigerator works in the reverse direc- 
tion because it increases the cost of such housing in view of the fact 
that these items have become necessities to completed housing units, 
as a modern home cannot function satisfactorily without them. 

The preservation and preparation of foou obviously is just as im- 
portant as the production of food. It seems inconsistent that an im- 
portant m¢ of preserving food s hould 1 ve subject to a heavy tax, 

ereas spend millions of dollars of the taxpayers’ money in aid of 

o iltural producti 

It would be unthinkable to impose sales taxes on food or taxes that 
would increase health hazards. It has never been considered wise 
mH CV to impose sales taxes on f J even W here State and local sales 
taxes are an accepted instrument ‘of tax policy. This is because such 
a tax is on a necessity required by all without reg: rd to the ability of 
the consumer to bear them. Similarly, a general eee S excise 


1e production of food for the Nation would be considered 
wholly unsound. 

By the same reasoning, a sales tax on drugs and medieines is not con- 
sidered even sound sales tax policy. Yet the present excise tax struc- 
ture, including as it does a 10 percent manufacturers’ tax on ranges, 
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water heaters, and refrigerators operated by gas, electricity or oil, is 
. tax on health and living necessities. 

The reasons I have advanced up to now have very special applica- 
tion to the particular items which members of my association manu- 
facture. I now turn to a phase of the argument which is applicable 

ot only to manufacturers of ranges, water heaters, and refrigerators 
perated by gas, electricity, and oil, but to all those engaged in the 

,anufacture of items which are subject to existing excise taxes. 

Failure to repeal these taxes means continued discriminatory regu- 
tion by the Government of the industries affected. It reserves to 
he Government the power to determine whether the taxed industries 
iall be permitted to grow and expand to the full position they might 

hieve in a free competitive system. It would continue to substitute 
political control and political penalties for the judgment of the con- 

imer. 

The excise taxes restrain the American consumer and discourage 
iim in spending his dollars for this product or that service whenever 
ne vestige of this system is retained. ‘That is a role of Government 

a free enterprise system which should be used in only the most 
limited fashion. 

lhe House Ways and Means Committee, as it was constituted in 

143, expressly stated that the excise-tax rates in the Revenue Act of 
1943 } were justified only because of the emergency of war. ‘They de- 
‘ided that the reason and necessity for wartime excises would disap- 

pear 6 months after the war was over. 

That is a policy decision which ought to be reaffirmed now and 

‘ted upon so that the country may know that Congress no longer 
su} ports a national policy which discriminates against a group “of 
ndustries by making them subjects of regulation by taxation. 

Whether it is intended or not, these taxes influence the whole pat- 
rn of consumer spending, the cost and price levels in the industries 
iffected, the structure of these industries, the volume of their pro- 
luction, the size of their employment, the level of distribution of 

national income among them. 
These taxes regulate my company and all other companies affected. 
They put handicaps on my company that non-excise-t: axed companies 
or in daa tries do not have toendure. To accept the right of the Gov- 
ernment to regulate and discriminate against these excise-taxed mone 
tries, except in war or periods of an intense mobilization buildup, i 
not wise tax policy. To accept it as a standard of public policy is ~ 

subject certain sectors of our economy to discrimination, to impose 
restrictions on the consumer’s free dom of choice, and to jeops ardize the 
freedom, vitality, and flexibility of our economy. This is inconsistent 
with the role of Government in a system of free enterprise and free 
choice. 

I am aware that this committee has sought earnestly at various 
times to modify this tax policy which its membership considers un- 
desirable. I am aware that from time to time measures of piecemeal 
relief have been provided to this industry or that product 

I believe that the time has come for more far-reaching measures 
than those which have been hitherto undertaken. I realize this runs 
squarely against the argument that revenue from these excise taxes 
is still necessary. It would seem that there are several answers to 
this contention. 
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These taxes were not imposed originally for revenue alone; they were 
imposed for two primary reasons—one was for revenue but the other 
was to maximize the war effort by diverting manpower and material 
and by controlling inflation. Had the purpose been revenue alone, 
these taxes would not have been imposed, but instead some more gen- 
eral tax falling equitably upon the entire economy would have been 
adopted. 

If the need for revenue is advanced as the reason for retaining some 
part of these wartime taxes, then it is clear that the taxes must be 
repealed, because they are discriminatory and unfair in peacetime or 
ina period of armed truce; and any revenue deemed to be necessary 
must be raised equitably, not selectively; evenly, and not by dis- 
criminatory taxation. 

You gentlemen now have before you the creation of new tax legis- 
lation. We ask that it be wise and fair. 

Wise in continuing the American way of life by removing a tax 
on those necessities which make for the better American home. Fair 
in removing any unjustified discrimination against certain manufac- 
turers. We urge that the manufacturers’ excise tax on ranges, water 
heaters and refrigerators operated by gas, electricity, or oil, be 
repealed. 

May I express my persona] thanks and those of my fellow members 
of the association for the courtesy of this hearing, and express my 
willingness to answer to the best. of my ability any questions that may 
be asked. 

Mr. Curtis of Nebraska. Mr. Ruthenburg, we are very glad to have 
your statement. 

There is a question or two that I would like to ask. Would an 18 
percent reduction in price be a sizable reduction for this type of 
merchandise ? 

Mr. Rurnensvre. I believe it would be very influential in deter- 
mining the sales volume. 

Mr. Curtis of Nebraska. And do you have any past experience that 
might lead you to want to estimate what it might do to your sales 
volume? 

Mr. Ruruensure. It is very difficult to put that in specific terms, 
but I might point to this fact, and this is true not only of our industry 
but of other industries: That as volume has been increased, sales have 
been increased, and prices have been reduced, it has had a very great 
effect on the increase in the total market. Let’s take it into another 
industry. For example, I think most of us remember when an auto- 
mobile could not be bought for less than $2,000 or $3,000. There 
were very few of them sold. And then, as the industry progressed, 
they learned more about how to make them at lower prices, the volume 
increased; and it has been that reduction in price that has brought 
about the great volume, I think, in most industries. 

Mr. Curtis of Nebraska. What do you mean by this tax being 
discriminatory ? 

Mr. Ruruensvrc. Well, I know more about the refrigerator in- 
dustry than any other industry in the association. It is discrimina- 
tory to this extent: that a refrigerator is one of many means of pre- 
serving food, for example. It is the only means of preserving food 
that I know of that is subjected to an excise tax. The canning indus- 
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try is not taxed. The smoked meat industry is not taxed. It is one 
means of preserving food that is subject to an excise tax. 

Now, taking it out of that competition, you will find a whole list 

f household ‘applia nces that are not subjected to the excise tax. If 
| person needs two appliances, one is taxed and the other is not, they 
may choose the one that is not taxed. 

Mr. Curtis of Nebraska. Viewed from our economy as a whole, 
we have selected certain industries and certain products for rather 

zable tax ? 

Mr. Ruruensora. Precisely, and without very much logic. 

Mr. Curtis of Nebraska. And have not levied a uniform tax ? 

Mr. Ruruensure. Yes, sir. 

Mr. Curtis of Nebraska. Mr. Mason ? 

Mr. Mason. In the middle of your last page, page 6, you state if 
these excise taxes are levied for revenue, they are certainly discrimina- 
ory, and you say that if we have to have the revenue—and I guess 
we do, because the President says we do—it should be raised equitably, 
not selective ly. 

Most of these excise taxes are selective taxes, put on this thing and 
the other thing, and the other thing, and a lot of things they do not tax. 
You mean equitably by spreading the tax laws over all production 
activities if we have to have the money ? 


Mr. Ruruensure. I should say that would be equitable, if we ex- 
epted, say, things like food and medicine. 
Mr. Mason. In trying to spread the load over all production of 
rious kinds and types, would it be in the shape of an overall manu- 
cturers’ excise tax, or would it be in the increase in the corporate 
tax for all corporations ? 
Mr. Rurnensure. I happen to believe that we depend too much 
now on income taxes as a source of revenue. I say that because in- 
mes are capable of being changed. I think a greater part of the 
tax burden should be imposed upon the sale of products. 

I happen to believe that the soundest way, economically, to do that 
s through a retail excise tax rather than an manufacturers’ excise tax. 
But in any case, I believe it should be applied uniformly over all 
products, with exceptions such as I have mentioned. 

Mr. Mason. But the States have preempted this retail sales tax. 
Practically all of them have it. Would you advocate the Federal 
Government going into the retail sales tax ? 

Mr. Rurwensure. | would ; and I know that is a very controversial] 
subject, sir. But I think 37 out of the 48 States have imposed retail 
sales taxes. They have set up the machinery for collecting them and 
have apparently been successful in collecting them. We have a prece- 
dent for a retail tax imposed both by the Federal Government and by 
the States in the gasoline taxes. So, I do not think there is any basic 
reason why we should not consider a Federal as well as a State retail 
tax. 

Mr. Mason. The only reason I could see is that the States are rather 
jealous of certain tax fields, and the Federal Government is jealous of 
certain tax fields, and they do not like to overlap and duplicate. 

Mr. Ruruensure. I know, sir, that that is a very difficult problem 
from the point of view of you gentlemen who are legislators. How- 
ever, we must accept the fact that there is overlapping of taxes. 
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States have income taxes, and so does the Federal Government. While 
it would be very nice to make an orderly division of taxes between 
the States and the Federal Government, I think it is more of a theory 
than a realizable objective. 

Mr. Curtis of Nebraska. We thank you very much for your ap- 
earan e here. 

Mr. L. F. Mead, will you come forward, please? 

Would you give your name and address to the reporter, and inform 
us for whom you appear ¢ 


STATEMENT OF L. F. MEAD, PRESIDENT OF THE REGINA CORP., 
RAHWAY, N. J. 


Mr. Mean. Leland F. Mead, president, Regina Corp., Rahway, N. J., 
manufacturers of floor polishers and vacuum cleaners. 

Mr. Curtis of Nebraska. Is this your statement here ¢ 

Mr. Meap. That is correct. 

Mr. Curtis of Nebraska. You may proceed. 

Mr. Meap. In the interest of saving time, Mr. Curtis, I will brief it. 

Mr. Curtis of Nebraska. Without objection, your entire statement 
and the attachments may be printed in the record, and you may pro- 
ceed with your summary. 

Mr. Mean. Thank you. 

(Mr. Mead’s prepared statement is as follows :) 


THe Excise TAx LAw INVOLVED 


The Revenue Act of 1951, approved October 20, 1951, imposed a manufac- 
turers’ excise tax, effective November 1, 1951, upon household type electrie 
floor polishers and waxers. This is the first time such a tax has been imposed 
upon appliances of this description. 

It did so by amending code section 8406 (a) (3), which relates to manufac- 
turers’ excise tax on electric, gas, and oil appliances, to read as follows: 

“(3) ELECTRIC, GAS, AND OIL APPLIANCES.—Llectrie direct motor-driven fans 
and air circulators (not of the industrial type); and the following appliances 
of the household type: electric, gas, oil water heaters; electric flat irons, electric 
air heaters (not including furnaces); electric immersion heaters, electric 
blankets, sheets, and spreads; electric, gas, and oil appliances of the type used 
for cooking, warming, or keep-warm food or beverages for consumption on the 
premises; and electric mixers, whippers, and juicers; electric belt-driven fans; 
electric exhaust blowers: electric or gas clothes driers; electric door chimes, 
electric dehumidifiers ; electric dishwashers; electric floor polishers and waxers; 
electric food choppers and grinders; electric hedge trimmers; electric ice cream 
freezers; electric mangles; electric motion or still picture projectors; electric 
pants pressers; electric garbage disposal units; and power lawn mowers; 10 
per centum.” 

We of the household type electric floor polisher industry are aware of a 
harmful effect of the new tax, an effect not contemplated at the time it was 
considered for adoption and which, in the absence of representatations from the 
industry, could not have been known to the Congress. We refer to the effect of 
the tax with respect to the housewife’s burden of manual labor. 

In addition, we feel that the proponents of the tax have unwittingly singled 
out our product for discriminatory treatment. 

We believe that a brief review of these two aspects of the new tax will estab- 
lish the merit of our contention that the tax should be removed from the house- 
hold type electric floor polisher and waxer. 


HISTORY OF OUR INDUSTRY 


The “household type electric floor polishers and waxers” referred to 1n the 
Revenue Act of 1951 are more commonly known in the industry as domestic 
floor polishers, as distinguished from the industrial or commercial type. Thé¢ 
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domestic floor polisher subject to the newly imposed excise tax comprises an 
electric motor, gears, and belts to transmit movement from the motor, and 
movable parts designed to rapidly bear against a floor surface under urging 
from the power transmitted to them from the electric motor. These operating 
parts are incorporated in the floor polisher unit, which by means of a handle 

ay be manually guided over a floor surface. Various attachments permit a 
domestic polisher to be used for the purpose of scrubbing, sanding, steel wooling, 
and waxing floors 

About the start of the present century, electrically driven floor polishers for 
industrial use first appeared on the market. Little effort was made to sell this 
heavy-duty type of polisher in volume and no effort to adapt it to home use. 

It was in this period that long-handled brushes and weighted plates made 
their appearance for home use, replacing in part the hand floor brushing and 
waxing procedures. 

Prior to 1929 a household type electric floor polisher was unknown. It was 
in that year, however, that the manufacture and sale of such a type was 

tiated Not until 1947 did our industry achieve the public recognition it 
sought when, in that 1 year, 4% times as many domestic floor polishers were 
sold as were sold in the period 1929-388. It was in 1947, immediately after the 
end of the war, that the public was able to do something about the acute shortage 
of domestic help, and did so. It turned to domestic labor-saving devices that 
once more became available on the market, and found that as a labor saver, the 
domestic floor polisher ranked with the washing machine and the vacuum 
cleaner. Hence the volume of domestic floor polisher sales. 

With public recognition and demand for our product, our industry com- 
menced to grow steadily in size with each succeeding year; although in size 

| but a fraction of the size of the washing machine and vacuum cleaner 
industries. A secondary but imponderable effect of the new excise tax will be, 
of course, to retard the growth of this infant industry. 


DOMESTIC FLOOR POLISHERS, A MODERN NECESSITY 


At the outset it should be noted the word “polisher” gives an erroneous 
pression of the primary function of what should perhaps be known as a floor 
preservation machine. The word “polisher” is likely to be associated with the 
ht that it is somewhat of a luxury to apply and maintain a highly reflective 
surface upon a floor. Polishing is however an incidental (although pleasing) 
result of proper floor maintenance, It is actually the scrubbing or abrasive effect, 
or the application of a protective coating of wax, that is sought for in the use 
of a domestic floor polisher or waxer. 

In the vears past, the care given average home floor surfaces has been primarily 
dictated by sanitary requirements and appearances. The all too familiar hands 
and knees technique for scrubbing and polishing, or for the application of a pro- 
tective coating of some kind, was the means employed. By contrast, commercial 
floor surfaces required maintenance not only for sanitary reasons and for ap- 
pearances, but for safety reasons and to extend the useful life of the floor surface. 
hese added compulsions explain why industrial electric floor-polishing machines 
came into general use so far in advance of domestic floor-polishing machines. 

Within the past few decades remarkable strides have been made in the im- 
provement of existing domestic floor-covering materials and in the development of 
new floor compositions for home use. These improvements have accented the 
need for the better maintenance of floor surfaces which usually involves more 
frequent scrubbing and waxing. 

The housewife has always been quick to appreciate home labor-saving devices 
and in domestic electric floor polishers found the answer both to the increased 
floor maintenance requirements and to the domestic labor shortage. To one who 
has the job of properly maintaining the floors of her home the floor-polishing 
machine has become a modern necessity just as much as the other two major 
home labor-saving appliances; namely, the washing machine and the vacuum 
cleaner. 

The fact that the number of domestic electric floor polishers in use and cur- 
rently being sold is far less than the numbers of washing machines and vacuum 
cleaners does not cast any doubt upon it status as a necessity, but merely indi- 
cates that as a relatively new product meeting the changing times it has to 
ass through the same expansion period as they did 

\ domestic floor-polishing machine is, in fact, certainly as great a necessity 
as a domestic washing machine or a vacuum cleaner for its only substitute is 
lomestic hand labor or costly contract labor. 
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A housewife may, as a substitute for her washing machine, send her washing 
to a laundry; as a substitute for her vacuum cleaner she may likewise send her 
rugs, carpets, drapes, and furniture to commercial cleaners. Her floors, too, may 
be maintained by renting a machine or employing contract labor at regular inter- 
vals, either of which is as uneconomic from the housewife’s standpoint as send- 
ing her laundry out or employing rug and housecleaning help on a contract basis. 


EXCISE TAX LEGISLATION 


Excise taxes have from time to time been imposed upon electric, gas, and oil 
appliances and sometimes thereafter removed. For example, the Revenue Act of 
1941 imposed an excise tax upon washing machines, solely for use in the home, 
but this tax was repealed effective November 1, 1942, by section 601 of the Revenue 
Act of 1942. 

When the Revenue Act of 1951 was drafted, sources for increasing tax revenue 
were reviewed and consideration given to adding to the list of electric, gas, and 
oil appliances already subject to an excise tax. Among suggested additional 
appliances were domestic washing machines and vacuum cleaners along with 
electric floor polishers and waxers. Just prior to enactment, domestic washing 
machines and vacuum cleaners were taken from the bill which became the Rey- 
enue Act of 1951. The reason for eliminating these appliances was well founded 
upon the premise that they, as a necessary part of modern living and as a house- 
wife’s labor-saving device, should not be put beyond the reach of any housewife 
by reason of an excise tax. Unfortunately, the electric floor polisher and waxer’s 


identical value to the housewife was not brought to the committee’s attention. 
} } 


Had it been, we believe our product would have been eliminated from the tax 
bill as were the domestic washing machine and vacuum cleaner. 


DISCRIMINATORY ASPECT OF EXCISE TAX ON DOMESTIC ELECTRIC FLOOR POLISHER AND 
WAXER 


With the domestic washing machine, vacuum cleaner, and the electric floor 
polisher and waxer having in common the fact that they are necessities in the 
modern home and are major labor-saving devices for the housewife, the selection 
of but one for the imposition of an excise tax is in itself discriminatory even 
though the discrimination was obviously unintended by the lawmakers. 

Aggravating the discrimination is the situation that there is today in active 
competition with the domestic electric floor polisher and waxer a tax-free do- 
mestic floor polisher attachment for vacuum cleaners. This attachment performs 
the same kind of service as the domestic electric floor polisher and waxer and 
yet is not so classified and not taxed even though it is electric powered, the driv- 
ing force being communicated to a brush by air rather than through gears and/or 
belts as in the single-purpose machine. 

Thus, we have the incongruous situation of having one species of domestic 
electric powered floor polisher and waxer free from excise tax while another is 
subject to excise tax 

We of the domestic electric polisher and waxer industry believe we are justi- 
fied in claiming that taxwise our product, which is designed solely as a floor 
maintenance machine, is being discriminated against. 


CONCLUSION 


It is submitted that the excise tax upon domestic electric floor polishers and 
waxers— 

(1) Produced but relatively little tax revenue, 

(2) Serves to retard a new, useful, and growing industry. 

(3) Selects 1 of 3 major domestic labor-saving devices for discriminatory tax 
treatment. 

(4) Makes them carry a tax burden that the domestic floor polisher attach- 
ment for vacuum cleaners does not have to bear. 

(5) Artificially and wrongfully identifies this appliance with luxury items, 
creating sales resistance on the part of many housewives. 

The repeal of the tax is urged to remove its limiting effect upon the greater 
freedom from household drudgery which is offered by the domestic electric floor 
polisher and waxer. 


Mr. Meap. The “household-type electric floor polishers and waxers” 
referred to in the Revenue Act of 1951 are more commonly known 
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the industry as domestic floor polishers, as distinguished from the 
dustrial or commercial type. The domestic floor polisher subject 
the newly imposed excise tax comprises an electric motor, gears, 
d belts to transmit movement from the motor, and movable parts 
signed to rapidly bear against a floor surface under urging from the 
ywer transmitted to them from the electric motor. These operating 
rts are incorporated in the floor polisher unit, which by means of 
andle may be manually guided over a floor surface. Various at- 
ments permit a domestic polisher to be used for the purpose of 
: rubbing, sanding, steel wooling, and waxing floors. 

\bout the start of the present century, electrically driven floor 
lishers for industrial use first appeared on the market. Little ef- 
rt was made to sell this heavy-duty type of polisher in volume and 

| o effort to adapt it to home use. 
[t was in this period that long-handled brushes and weighted plates 
ide their appearance for home use, replacing in part the hand floor 

hing and waxing procedures. 
Prior to 1929 a household-type electric floor polisher was unknown. 
was in that year, however, that the manufacture and sale of such 
type was initiated. Not until 1947 did our industry achieve the 


blic recognition it sought when, in that 1 year, 414 times as many 


nestic floor polishers were sold as were sold in the period 1929-38. 


[t was in 1947, immediately after the end of the war, that the public 

s able to do something about the acute shortage of domestic help, 

. | did so. It turned to domestic labor saving devices that once more 

ime available on the market, and found that as a labor saver, the 

l mestie floor polisher ranked with the washing machine and the 
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uum cleaner. Hence the volume of domestic floor polisher sales. 

With public recognition and demand for our product, our industry 

menced to grow steadily in size with each succeeding year; al- 

S though in size it is still but a fraction of the size of the washing 
chine and vacuum cleaner industries. A secondary but imponder 
e effect of the new excise tax will be, of course, to retard the 
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owth of this infant industry. 
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8 DOMESTIC FLOOR POLISHERS, A MODERN NECESSITY 
; \t the outset it should be noted that the word “polisher” gives an 


neous impression of the primary function of what should perhaps 
own as a floor preservation machine. The word “polisher” is 
‘ly to be associated with the thought that it is somewhat of a luxury 
d to apply and maintain a highly reflective surface upon a floor. Polish- 
g is, however, an incidental, although pleasing, result of proper 
floor maintenance. It is actually the scrubbing or abrasive effect, or 
» application of a protective coating of wax, that is sought for in 
use of a domestic floor polisher or waxer. 
i- In the years past, the care given average home floor surfaces has 
een primarily dictated by sanitary requirements and appearances. 
The all too familiar hands and knees technique for scrubbing and 
e | polishing, or for the application of a protective coating of some kind, 
vas the means employed. By contrast, commercial floor surfaces 
required mantenance not only for sanitary reasons and for appear- 
9 ces, but for safety reasons and to extend the useful life of the floor 
n 87746—53—pt. 4——5 
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surface. These added compulsions explain why industrial electri: 
floor-polishing machines came into general use so far in advance of 
domestic floor polishing machines. 

Within the past few decades remarkable strides have been made in 
the improvement of existing domestic floor covering materials and in 
the development of new floor compositions for home use. These im 
provements have accented the need for the better maintenance of 
floor surfaces which usually involves more frequent scrubbing and 


SAVING dey ees ane 


The housewife has always been quick to appreciate home labor 
| in domestic electric floor polishers found the an 
1 f creased floor maintenance requirements and to the 
domestic labor s] ortage, To one who has the job of properly main 
taining the floors of her home the floor-polishing machine has become 
a modern necessity just as much as the other two major home labor- 
Saving appliances, namely, the washing machine and the vacuum 
cieaner. 

The fact that the number of domestic electric floor polishers in use 
and currently being sold is far less than the numbers of washing 
rachines and vacuum cleaners does not cast any doubt upon its status 
as a necessity, but merely indicates that as a relatively new product 
meeting the changing times it has to pass through the same expansion 
perio 1 as they did. 

A domestic floor-polishing machine is, in fact, certainly as great a 
necessity as a domestic washing machine or a vacuum cleaner for its 
only substitute is domestic hand labor or costly contract lagor. A 
housewife may, as a substitute for her washing machine, send her 
washing to a laundry; as a substitute for her vacuum cleaner she may 
likewise send her rugs, carpets, drapes, and furniture to commercial 
cleaners. Her floors, too, may be maintained by renting a machine or 
employing contract labor at regular intervals, either of which is as 
uneconomic from the housewife’s standpoint as sending her laundry 
out or employing rug and housecleaning help on a contract basis. 


} h to the in 


sywer pe 





EXCISE-TAX LEGISLATION 


Excise taxes have from time to time been imposed upon electric, 
gas, and oil appliances and sometimes thereafter removed. For ex- 
ample, the Revenue Act of 1941 imposed an excise tax upon washing 
machines, solely for use in the home, but this tax was repealed effective 
November 1, 1942, by section 601 of the Revenue Act of 1942. 

When the Revenue Act of 1951 was drafted, sources for increasing 
tax revenue were reviewed and consideration given to adding to the 
list of electric, gas, and oll appliances already subject to an excise 
tax. Among suggested additional appliances were domestic washing 
machines and vacuum cleaners along with electric floor polishers and 


. . . i . 
waxers. Just prior to enactment, domestic washing machines and 
vacuum cleaners were taken from the bill which became the Revenue 


Act of 1951. The reason for eliminating these appliances was well 
founded upon the premise that they, as a necessary part of modern 
living and as a housewife’s labor-saving device, should not be put 
beyond the reach of any housewife by reason of an excise tax. Un- 
fort nately, the electric floor polisher and waxer’s identical value to 
the housewife was not brought to the committee’s attention. Had it 
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been, we believe our product would have been eliminated from the 

tax bill as were the domestic washing machine and vaccuum cleaner. 

DISCRIMINATORY ASPECT OF EXCISE TAX ON DOMESTIC ELECTRIC FLOOR 
POLISHER AND WAXER 


With the domestic washing machine, vacuum cleaner, and the 
electric floor polisher and waxer having in common the fact that they 


necessities in the modern home and are major labor saving devices 
for the housewife, the selection of but one for the imposition of an 


| 1 
i 


excise tax is in itself discriminatory even though the discrimination 
obviously unintended by the lawmakers. 


\ggravating the discrimination is the situation that there is today 


ive competition with the domestic electric floor polisher and 
er a tax-free domestic floor polisher attachment for vacuum 


cleaners. This attachment pel forms the same kind of service as the 
estic electric floor polisher and waxer and yet is not so classified 
taxed even though it is electric powered, the driving force 

wing communicated toa brush by air rather than through gears and 


( belts as n the S ngle-purpose machine. 
i is, we have the incongruous situation of having one species ot 
mestic electric-powered oor polish r al cd Wwaxer iree from exc] e 


ile anoth r is subject to excise tax. 
\\ of the domestic electric polisher and waxer industry believe we 
1 stified in claiming that taxwise, our product, which is designed 
solely as a floor maintenance machine, is being discriminated against. 


tow wt 
LA Wil 


CONCLUSION 
lt ubmitted that the excise tax upon domestic electric floor pol- 
ers and waxers: 
Produced but relatively little tax revenue. 
(2) Serves to retard a new, useful, and growing industry. 
(3) Selects 1 of 3 major domestic labor-saving devices for discrimi- 
natory tax treatment. 
(4) Makes them carry a tax burden that the domestic floor polisher 
attachment for vacuum cleaners does not have to bear. 
Artificially and wrongfully identifies this appliance with 
luxury items, creating sales resistance on the part of many housewives. 
The repeal of the tax is urged to remove its limiting effect upon 
greater freedom from household drudgery which is offered by the 
domestic elect ic fi or polisher and waxer. 
Phe CnammMan. Does that conclude your statement ? 
Mr. Mean. Yes, sir. 
The CuarrMan. We thank you very much. 
Mr. Mason will inquire. 
Mr. Mason. I note in your statement you said your big production 
year started in 1947, 
Mr. Mrap. That is correct. 
Mr. Mason. That was the base period for the excess-profits tax. 
| Mr. Mrap. That is correct, sir. 
Mr. Mason. Which has injured your company more, the excess- 
profits tax or the excise tax ? 
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Mr. Mean. I am not familiar with the excess-profits tax, sir, because 
we are all in the same boat on that deal. We have paid tremendous | 
excess-profits tax. 

Mr. Mason. You have? 

Mr. Mean. Yes, sir. 

Mr. Mason. Then would you say that has injured your company 
as much as this, or more or less? 

Mr. Meap. I would say in the long run, it will injure us less. 

Mr. Mason. That is ally Mr. Chairman. 

The CuarrmMan. Asa matter of fact, though, both taxes have injured 
you very much, is that correct ? 

Mr. Mean. It has kept some money out of the bank, Mr. Reed. 

Thank you, sir. 

The Cuamman. The next witness is Mr. J. H. Overmyer, vice presi- 
dent, director of sales, Revco, Inc., Deerfield, Mich. 

We are very glad to have you bere. Will you give your name and 
the capacity in which you appear ? 


STATEMENT OF J. HAROLD OVERMYER, VICE PRESIDENT, REVCO, 
INC., DEERFIELD, MICH. 


You are in Deerfield. How far is that from Flint? 
Mr. Overmyer. That is about 55 miles from Flint. We are down 


it. 
} 


ar the Ohio State border, about 28 miles from Toledo, Ohio. 

The Cuatrman. Thank you very much. 

Mr. Overmyrr. My name is J. Harold Overmyer, vice president 
of the Revco, Inc., located at Deerfield, Mich. Our small company and 
oul employe es derive their income solely from the manufacture and 
sale of farm and home food freezers. 

Mr. Chairman and members of the House Ways and Means Com 
mittee, first, I want to thank this committee for permitting me, as 2 
representative of a small company, to testify for the repeal of the 
present 10 percent manufacturer’s excise tax on farm and home food 
freezers. This tax was imposed under the Revenue Act of 1950 by 
in amendment to section 3405 of the Internal Revenue Act. We are 
convinced that this tax is discriminatory and unfair to the publi 
dealers, wholesalers, and manufacturers. 

The essentiality of the farm and home food freezer was first. recog 
nizZ ] as a consequence of food shortages during World War rt. Th 
following facts, we believe, support this statement: 

Freezing retains a higher degree of original vitamin and nutri 
tional value in foods than is possible by other food preservation 
methods. 

A greater variety of products can be successfully preserved by 
freezing than by other methods of food preservation. 

Frozen foods resist deterioration and retain full vitamin value over 
a longer period of time than is possible with other methods of food 


preservation. 
There is no food wasted with a home freezer as leftovers can be 
frozen for future use. 
Every Amlerican should have in his own home the benefits that 
frozen food and farm and home freezers can provide. 
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The farmer benefits by being able to freeze surplus foods for his 

family’s future use. Thus, the farm freezer is a time and money 
ver for the farmer 

Urban families benefit by being able to purchase food in quantity 

favorable prices. Food money savings are especially important 

iower Income groups. 

Over 5 million freezers have been sold since 1946. Just under 60 
percent of all these freezer sales were made in towns up to 25,000 
op ulation. 

The ee of the 10 percent excise tax on farm and home food 
eezers is justified for the following 6 reasons: 

Will make this essential appliance more readily available 
imilies in the lower income groups. 

Will eliminate a tax discrimination imposed on the consumers 

their purchase of equipment necessary to freeze foods and store 
frozen foods at home. 

Will eliminate a tax discrimination against the larger families 

| the farmers which have the greatest need for freezers as an effi- 
ient, healthful, and economical method of preserving and storing 
foods. These consumers need the larger size freezer, but these freezers 

ave an excise tax which, when marked up as an item of cost, be- 
omes a tax roughly between $40 and $60 at the retail level. 
t. Will facilitate greatly the broadening of the market for freezers 

( h is di ic ult to achieve because freezers are one of the most costly 
ipphi ances to build and thus one of the most costly for the consumer 
buy. 

Wil! permit the full development of the infant freezer industry, 
while encouraging the establishment of additional production facili- 
ties and the creation of additional employment. 

Will improve the nutritional standards of food consumption. 
reduce food waste, and enable the home to store and consume increasing 
quantities of commercial and home-frozen foods. 

May I thank you for the opportunity to appear before you and for 
the time which you have given me tonight. 

The CHarrMan. We certainly thank you very much for your con- 
tribution to the fund of information we are trying to develop here, 
to work out a good tax law. 

(re there any questions ? 

Mr. Mason. Mr. Chairman. 

The CHamman. Mr. Mason. 

Mr. Mason. You said the cost of the large size runs from $40 to $60. 
That is the tax ? 

Mr. Overmyer. That is right. 

Mr. Mason. That would mean that the cost of the average freezer 
for farm or home will run around $400 or $500? 

Mr. Overmyer. That is right. That is in the larger Sizes. Of 
course, what happens there is, when you have a manufacturer’s tax, 
it is one of those things in business that the wholesaler and dealer 
takes the profit on as a cost. The Government takes maybe $20 or 

$30 and the rest of it goes out the window. It is not realized as a 
revenue. 


to 
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The CHamman. We thank you very much for your testimony. 
(The following letter was received from Mr. Overmyer subsequent 
to his appearance :) 
Revoo, Le 





Deerfield, Mich., August 10, 195 
Mr. Russet. TRAIN, 
Clerk, Ways and Mea Committee, 
House of Representatives, Washington 25, D. ¢ 
My Dear Mr. Train: If possible, at this date, I would like very much to have 
Supplementary sente s added to my answer to juestion ft ed by Congres 
man Mason immediately foll ing Wy lormal oral stal rent belore tue Comittee 
Ways and Means it ic hearings held on topic No. 40 on the evening 
Wednesd y Ju a? ) 
Congressman Ma 1 it red regarding my statement that the larger families 
farmers, who |! he greatest need for freezing capacity and thus requir 
the larger, more costly freezers, are discriminated ugainst because the tax on 
these more cost fi = 1 z tween $40 and $60 when markup is taken 
the tax imposed at the manufacturer's level. I we il appreciate ver) ich 
t ( le in t 1 ! inder of my ansv 
t ongressman Maso quest he fol ng text 
| istributors al j n item of ce The distributor m 
e lis lve ) Diy I isu nee and er es ol eb S ott 
l f the I inufacturer’s S price s Federal inufar 
‘ e tax rhe « ( nust pay for une service n the int 
buys, again on the full value of the product to him—manufacturer’s sales 
rice us Federal m icturers’ excise tax plus distributor’s warkup on bo 
Ch } I yur « sid mn of th request 
» rely ours 
H,. OVERMYER 
| "res Director of 


The CHairmMan. The next witness is Mr. C. A. Bemis, vice president, 
Sepco Corp.., Pottstown, Pa. 

We are very glad to have you here. Will you give your name and 
the « ay acity in whicl you appear ¢ 


STATEMENT OF CHARLES A. BEMIS, EXECUTIVE VICE PRESIDENT 
OF THE SEPCO CORP., OF POTTSTOWN, PA. 


Mr. Bemis. I am Charles A. Bemis, executive vice president of 
Sepco Corp., of Pottstown, Pa. 

We manufacture automatic water heaters for the home and the 
farm. ‘There is presentiy a 10 percent l’ederal excise tax levied on the 
sale of these heaters. I have requested a hearing before your com- 
mittee to point out certain inequities relative to the water heater in 
the present tax laws. 

The use of hot water in the home and on the farm is mandatory 
for health and sanitation. It is not a luxury. There are many ways 
of obtaining this necessary hot water. These range from a pot over 
an open fire to a modern thermostatically controlled, automatic water 
heater equipped with proven safety devices. Water is heated over an 
open fire, or even on top of the stove in very few American homes. A 
large percentage of homes contain water heaters of the type now taxed. 

These are self-contained units consisting of an inner storage tank, 
electric, gas, or oil heating elements, proper insulation to insure a 
minimum of heat loss and a maximum of efficiency, and, most im- 
portant of all, thermostats and safety devices to guarantee proper 
water temperatures and absolute safety. 

However, there are two alternate methods of obtaining domestic 
hot water which are also in common use at the present time. The first 
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onsists of a combination of a storage tank and a small “bucket a day” 
tove. The stove gets its name from the fact that it must be filled 
with a bucket of coal each day. The other method consists of a stor- 
ive tank connected to a coil located in the house heating furnace 
which must then be operated 12 months out of the year. This fur- 
ice then operates at high cost and low efficiency during the summer 
months. 

Both of these methods are objectionable to the householder. <Ac- 
wate temperature control is almost impossible. Either the water 
s too cool or it is dangerously hot, especially where small children are 
nvolved. One principal reason why these two less desirable methods 
ire commonly installed is that there is no Federal excise tax on the 
quipment required and they are, therefore, lower in first cost. A tax 

is levied on modern, efficient, and safe water-heating equipment. No 
tax is levied on the sale of labor-consuming, unreliable, and, at times, 


insafe equipment. ‘This is the first inequity in the present tax laws. 
Originally there was a Federal excise tax on electric vacuum clean- 
el Chis was removed, I believe, as an unjust burden on the cost of a 
piece of equipment necessary for household cleanliness. There is no 
tax on household washing machines for the same reason. And yet 


there is a tax on the only type of equipme nt which will safely supply 
water at a temperature consistently correct for use in this untaxed 
washing machine. ‘This is the second inequity in the present tax 
laws. 


Che water heater is not an appliance, even though it is erroneously 


¢ 


ssified as such in section 3406 of the Internal Revenue Act of 1941. 
Department of Commerce, Bureau of the Census, classifies the 
water heater among plumbing items, 
Whe n regulation W was issued by the Federal Reser ve 
heaters were not included in the coverage as they were considered a 
necessary part of the household sanitary system and not as an appli- 
ance. During the Korean war, the National Production Authority 
ssified oe: water heater as a plumbing item, and it was, therefore, 
granted a larger percentage of base-period materials than were appli- 
ances. li was an accepted fact that the water heaters in new homes 
nd the rep ylacement of worn-out heaters in existing homes was man- 
datory for health and sanitation. The Federal Housing Authority 
classifies the water heater as a plumbing fixture and not as an appli- 
ance for the same reason. 


Board, water 


Hence, we can conclude that the water heater is the only sanitary 
plumbing fixture which is subject to the Federal excise tax. This is 
the third inequity in the present tax laws. 


I aioe that each person wants taxes to be applied against every- 
one but himself, and on eve ry product exce pt that which he manu- 
factures I also realize that the basic task of your con mittee is to 
raise funds for the operation of the Government. It is obvious that 
the tax burden should be evenly distributed according to the ability 
to pay and with a minimum of distortion in the natural flow of goods 
and se rvices throughout the Nation. I interpret this simple principle 
to include the exclusion of inequitable and discriminatory taxes wher- 
ever it is practically possible. 

do not claim that electric, gas, or oil water heaters should be 
exempt from taxation so long as the tax is not discriminatory. How- 
ever, I think I have pointed out that the tax as it now stands on water 
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heaters is discriminatory even between different types of equipment fo; 
furnishing the necessary hot water to the home and farm. Further 
more, I believe it is the only item subject to this tax which is basically 
associated with health and sanitation. 

If it is your judgment that Federal excise taxes should be used as a 
major source of revenue, I sincerely believe that a lower rate on a 
much broader base will yield the optimum return with the minimum 
distortion of the Nation’s economy. I will not quote statistics wit] 
which you are all familiar on the sales value of items not now covered 
by the Federal excise taxes. Excluding drugs, food, and other item: 
not usually taxed the aggregate is enormous compared with thos 
few items now carrying this tax burden. 

If all of these items ranging from ornamental signposts to toilets 
are to be taxed, the water heater cannot be excluded. However, if the 
Federal excise tax is to be continued on only those products now cov 
ered, it is entirely illogical and discriminatory to continue the tax o1 
only one sanitary plumbing fixture—the water heater. 

The Cuarrman. We thank you very much, Mr. Bemis, for your 
contribution to our information here. 

Are there any questions? 

Mr. Esernarter. I would like to ask one question. 

The Cuatrrman. Mr. Eberharter will inquire. 

Mr. Esernartrer. Mr. Bemis, I was not aware of this distinction 
you make there, when the coil is inside the furnace there is no tax. 

Mr. Bemis. That is correct, sir. 

Mr. Esernartrr. That is considered part of the heating system 
of the house ? 

Mr. Bemis. Well, it is an additional piece of equipment which is 
added to the heating system to give domestic hot water in addition 
to the house-heating water. 

Mr. Esernartrer. That is operated by electricity to some extent, 
is it not? 

Mr. Bemts. Only in the event you have an oil burner where the oil! 
is put into your furnace by an electric motor. 

Mr. Epsernarter. You need electricity to have your oil burner 
working, and then that also makes the hot water. That part is not 
taxed at all? 

Mr. Bemis. No, sir. 

Mr. Exernarrer. And it is operated by electricity. 

Thank you. 

The Cuarrman. We thank you very much for your contribution. 

The next witness is Mr. H. G. Blakeslee, vice president, Cory, Chi 
cago, representing the electric housewares section, National Electrical 
Manufacturers Association. 

Will you give your name and the capacity in which you appear? 





STATEMENT OF H. G. BLAKESLEE, VICE PRESIDENT, CORY, CHI- 
CAGO, REPRESENTING ELECTRIC HOUSEWARES SECTION, NA- 
TIONAL ELECTRICAL MANUFACTURERS ASSOCIATION 


Mr. Buaxestez. I am H. G. Blakeslee, vice president and general 
manager, Cory Corp., of Chicago, Ill. I speak in behalf of 24 manu- 
facturers of electrical housewares. These firms are members of the 
national electrical manufacturers association. 
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We are convinced that the excise tax on electric housewares under 
section 3406 (a) (3) of the Internal Revenue Code should be repealed 
because: 

It is discriminatory and inconsistent as it applies to electric but not 
to nonelectric housewares of the same category. 

The net revenue from the excise tax, in terms of budget balancing, 

relatively insignificant ; only $23 million last calendar year. 

[his tax is certainly on longer needed “to retard production and 
consumption of these products and to divert labor and material to 
war uses” as was its original purpose. 

The term “electric housewares” includes a great variety of small 
electrical household appliances. As the term implies, most of these 
tems are “housewares” or “hardware” items which have been electri- 
fied. As nonelectric items they are not taxed, but when electrified 
many of them are taxed. Thus excise taxes, as imposed on electric 
i\ousewares, discriminate and restrict the sale of electrical produ ts 

favor of their compet itive non-electric counterparts, 

There are approximately 200 manufacturers, who produce one or 
more products in the electric housewares category. They distribute 
their products through some 3,500 wholesalers and upwards of 150,- 

00 retailers of all types, such as department stores, hardware stores, 
ewelry stores, furniture stores, neighborhood electric appliance 
dealers, gift stores, drug stores, Army exchanges, Navy ships’ stores, 
\utomotive supply stores, and supermarkets. 

Section 3406 (a) (3) of the Internal Revenue Code imposed a tax 

large number of electric houseware products. We feel that the 
excise taxes on such items as electric irons, toasters, coffee makers, 
eaters, baby bottle warmers, should be eliminated. These and other 
tems now taxed are outstanding examples of the discriminatory 
ay pl cation of the excise tax—and further, they are items which are 
either household or health necessities in common use in homes of all 
income brackets. 

We wish to point out that electric appliances help to produce more 
tax revenue than their nonelectric counterparts. The electrically 
operated household product produces revenue for the electric utility 
companies, who in turn pay Federal income tax. The nonelectric 
houseware items not only do not return any excise tax to the Govern- 
ment, but also do not produce any additional revenue other that the 
income tax paid by the original manufacturer. It is, therefore, in 
the interests of our economy for more electrical appliances to be 
used which: 

1. Increase the standard of living; and 

Help maintain the electric utility industry which in turn is a 
creat contributor of taxes to our Federal Government. 

A list of the principal classifications of electric housewares follows, 
together with industry unit and sales values for the past year as 
estimated by Electric Mere handising, a trade magazine published by 
McGraw-Hill. The dollar figures have been changed to reflect sales 
value at manufacturer’s level: 

With your permission, will not read the entire list as recorded in 
the file copy furnished each member of the committee. 











GENERAL 





REVENUE REVISION 


(The tabulation referred to is as follows:) 


Thousands | Thousand 


of units of doliars 
Ek 
6 12 47. H91. € 
1, 202 15, 601 
830 17, 637 
1, 730 33, 613.6 
I 434.7 6, 586 
( ’ 2 900 30. 092 
y 1, 570 16, O82. 
a | 4. 208 
I 460 9, 188 
2, 991.7 31, 59 
Dre f 1, 250 } 18, 718.7 
116 | 1, 260. ( 
ota ; 7 witeh 20, 624.4 | 232, 275.6 


Mr. Buaxrster. Considering the amount of the total tax revenue 
on electric housewares, which has to be collected from 200 or more 
companies on many hundreds of thousands of transactions, it is an 


open quest ion W heth r the cost of collection to the Government does not 
eat up a large portion of this tax yield. In addition, an increased cost 
must be borne by each manufacturer as a result of his activities in 
segregating, collecting, and remitting the tax. 

The electrical housewares industry has gradually gone down in unit 
sales since 1947 from 28,310,000 units produced that year to 20,625,000 
units produced in 1952. With all of the labor increases and material 
increases during this period, the dollar volume done by this industry 
has increased less than $36 million for this 6-year period and, with 
but a few exceptions, corporation taxes decreased, especially in 1952. 

We strongly feel that if the excise tax is taken off of electrical house- 
wares, that the industry volume will have a decided upswing which 
will increase revenue collections from corporation taxes far more than 
lion collected presently as an excise tax at the manufac- 


‘There are a large number of small manufacturers in this industry, 
and to them in particular, the tax places on them an unwarranted 
expense for the amount of excise tax collected. It is a nuisance and 
expense as well to the thousands of wholesalers and the many thou- 
sands of retailers, because they are often confused by the multiplicity 
of tax provisions, tax exemptions, taxes which they must collect as 
retailers, along with taxes imposed at the manufacturer’s level. 


In terms of Federal budget balancing, the net return of this tax is the 
recovery from the tax, minus the costs to the Government of collecting 
and checking returns, minus the increased revenue the Government 
would receive from increased corporate taxes paid as a result of the 
increased sales that would result if this discriminatory and burden- 
some tax were removed. 

|. We should like again to point out that the tax as applied on elec- 
tric housewares is generally discriminatory. It applies to the electric 
but not to the nonelectric housewares items such as blankets, juicers, 
corn poppers, griddles, fryers, roasters, and so forth. 

2. The blanket provisions of the excise tax on household cooking 
and warming appliances restricts the development of possible new 
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roducts by imposing a tax on a general class of products. The devel- 
vpment of new products and new businesses should not be so re- 
ricted. 
. Relief from excise tax on electric housewares is badly needed to 
store volume and profitable operation, particularly by the smaller 
inufacturers of the electrical housewares industry. ‘The smaller 
inufacturer in general sells to the lower-income families. These 
lilies are seriously pinched by higher living costs. In particular, 
erefore, the smaller manufacturer’s sales volume has declined. 
Prompt relief is needed since many of these manufacturers are now 
ed with the problems of survival due to capital losses and current 
curtailment of their sales v« — 1e. 


t. In addition to the re ction on sales, ap yplication of the tax on 
electric housewares items im aoa costs of segregating and collecting 


x upon both Government and business out of proportion to the 
revenue involved. 

Wer spectfully ask that the House Ways and Means Committee 

vec consi ration to the repei al of the tax on all electric housewares to 
eliminate the present inequities of discrimination and to correct the 

rds! vat which now exist as a result of the imposition of the tax on 

mportant industry made up for the most part of small manu- 

facturers. 

The CHarrMan. Does that conclude your statement ? 

Mr. BLAKEsLER. Yes, sir. 

The CuHatrman. We certainly thank you very much for the infor 

on you have given to us. 

Mr. Curtis will inquire. 

Mr. Curtis of Nebraska. It looks like, in what has been done in the 

ay of my osing selective excise taxes, we have taxed the kitchen 
pretty hard. 

Mr. Buakester. Yes, su 

Mr. Curtis of Nebraska. That is, the necessities contained therein. 
{nd there has not been comparable treatment at all to what might 
be the luxurious furnishings of the party; is that right? 

Mr. Buakestee. That is right. There is nothing on rugs, draperies, 
furniture, at all. 

Mr. Curris of Nebraska. You understand, I am not advocating a 
but the fact remains they are, as the term 


. : . 
Sprend OT st lective taxes 


5 


Imp hi ies ee 


Mr. Bia LEE. The word “electric’? seems to be magnified. Any- 
th that is electric is taken in. Even an electric hedge trimmer was 


putin the lasttime. I donot think there are many made. 

The Cuatrman. Mr. Mason will inquire. 

Mr. Mason. Did I understand you to say that the sales of these 
units had fallen from 28 million to 21 million, or something like that ? 

Mr. Buakester. Yes, sir. 

Mr. Mason. That isa 25-percent drop in sales. 

Mr. BLaKeEs rer. It is. 

Mr. Mason. Do you ascribe that drop largely to this excise tax that 
was added onto the cost ? 

Mr. Buaxester. That is right. 

Mr. Mason. That isall, Mr. Chairman. 
The Crairman. Thank you. 
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I move that a letter from the Honorable Frances P. Bolton, of Ohio, 
and the brief of the General Federation of Women’s Clubs, which was 
furnished to the members, be incorporated into the record this eve- 
ning in lieu of personal appearance. If there is no objection, and I 
— 


r none, it is so ordered. 


(The statement referred to is as follows :) 





CONGRESS OF THE UNITED STATES, 
House oF REPRESENTATIVES, 
Washingion, D. C., July 27, 1953 
Re excise tax on home driers and ironers. 
Hon. DaNreL A. REED, 
Chairman, Wauvs and Means Committee. 
House of Representatives, Washington, D. C 

My Drar CHAIRMAN: As I am unable to appear before your committee, I 
am taking the liberty of asking that this may be considered as testimony and 
included in the hearings 

Whatever justification may have existed for the imposition of this excise 
in the revenue bill during the last Congress, I am convinced (both from my own 
examination of the problem and from the opinions expressed by many of my 
constituents) that actual experience with the operations of this tax has dem- 
onstrated its unsoundness in at least one particular: this tax has worked an 
exceptional hardship upon millions of housewives and working mothers It 
is to this aspect of the tax to which I address mysel 

In any family where there are children, whether the woman is employed 
or remains at home, the problem of getting the family laundry washed, dried, 
and ironed it a mother’s major preoccupation. There is nothing luxurious 
about having to do the family washing, drying, and ironing. Any appliance 
which can eliminate this drudgery of the home is worth having. 

We of the Congress ought to be willing to make it easier for mothers and 
housewives to own these laborsaving devices, 

I think it is significant that of the 18% million women in the 1951 labor force, 
there were more than 5% million working mothers with children under 18 








years of age. More than 2 million of these workil mothers had children 
ounger than school age Working mothers simply cannot hold down a job, 
maintain a home, and raise a family without having access to household 


laundry equipment 

The excise tax has made it diffienlIt for our women to obtain ironers and 
driers because, as I understand it, the cost of these two appliances has been 
increased by an additional $20 to $25 

I recognize that there never has been a tax which did not work some hard 

hip, some unfairness on some segment of the population. Unfortunately, that 
sti nature of taxes 

But I would remind you, Mr. Chairman, that your committee, in the exercise 
‘ ts constitutional prerogative to impose taxes, has always been zealous to 
redress wrongs and to ameliorate hardships. 

Your committee has always refused to recommend to the Congress that an 
excise tax he placed on Washing machines. This was true even in World War II 

Your committee has refused to impose an excise tax on sewing machines and 
vacuum cleaners because, I believe, it recognized that these appliances were 

ndispensable tools of the home, without which the housewife would be literally 
crippled in accomplishing her tasks. 

If we can now eliminate this excise tax from ironers and driers, we shail 
enable the housewife and mother to have access to two additional, indispensable 
tools required for today’s living. 

No Member of this House, Mr. Chairman, is more deeply concerned than I 
ver the necessity of achieving a balanced budget. However, I have searched 

vy conscience and have concluded that there is not only reason but a very 
sound justification for the elimination of this excise tax on household ironers 
and driers. 

Trusting that this testimony will prove useful to your distmguished committee 
in its consideration of H. R. 2963, I am, 

Sincerely yours, 
FRANCES P. BOLTON. 
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Excise TAXES ON Necessary Home LAUNDRY EQUIPMENT—STATEMENT BY MRS. 
Oscar A. AHLGREN, PRESIDENT, GENERAL FEDERATION OF WOMEN’S CLUBS 


| Mr. Chairman, I am Mrs. Oscar A. Ahlgren, president of the General Federa- 


tion of Women’s Clubs, which has a membership of five and one-half million 

nen in the United States, with a voting membership of 815,000. The General 
Federation supports or opposes legislation only after it has been given authority 
to do so through resolutions adopted at national conventions, 

All except emergency resolutions are mailed in the call to convention to mem 
ber clubs 6 weeks before the national meeting. This enables them to take action 
and, if desired, instruct their delegates 

The reason I am appearing here today is because the General Federation of 
Women’s Clubs passed a resolution in convention under the heading of Federal 
Excise Taxes which says: 

Resolved, That the General Federation of Women’s Clubs in convention as- 
* * * favors substantial reductions in wartime excise taxes levied by 
the Federal Government.” 

The General Federation of Women’s Club is also on record by resolutions which 

ill for greater economy in Government and also for the maintenance of sufficient 


sembled 


national defenses. 
The General Federation of Women’s Clubs feels that in considering ways and 
ns to reduce Government spending we must safeguard the American stand 
ard of living. 
On my recent trip to Germany, I was convinced that one reason for the failure 
of democracy to take firm roots there resulted from the fact that German women 
e slaves to their kitchens and that the German kitchen lacks modern equipment. 
Under the American way of life such equipment as electric and gas washers, 
dryers, ironers and refrigerators are necessities—first, perhaps, because we as a 
nation believe in making life easier by labor saving devices. Second, the reason 
(and perhaps right now the most vital one) we consider modern equipment so 





liat it is no longer possible to hire domestic help. Many women 
iv must do their own washing and ironing. ‘There is also the economic neces- 
sity today that women must work outside the home to help provide the necessary 


funds to rear the family and provide for proper education, medical care, food 

clothing. American life is built around the use of modern appliances. 
Let me say here, as a mother, that I am convinced that any mother of small 
children does not want to go outside the home tc work, but she does so that her 


children may have the same opportunities as children of more fortunate people 
economically. 

During World War II excise taxes were placed upon many items, including 
electric and gas clothes dryers and ironers, That war has been over 10 years 


b the excise tax on these items remains. Even more women now must do 
their own work, and more women must work outside the home now for eco- 
nomic reasons than 10 years ago. The hired girl has become the vanishing 
American. Tragically enough, this excise tax upon modern landury equipment 
hurts those people most who can afford it least. I refer to those young people 


who have families and the mothers who must work outside the home to augment 
the family budget. 

There can be very little effect upon the national income as reflected by the ex- 
cise tax revenue on the sale of electric and gas ironers and dryers, in terms of 

| the billions of dollars needed to make up the national budget. However, the 

additional $25 tax added to the price of this equipment, all too often, means the 
difference of a family having or not having the necessary ironer and dryer. The 
fact that they cannot have this modern equipment means that American women 
must also be slaves for their families because of the drudgery of the work in- 
volved—hanging clothes on the line, waiting for them to dry, dampening in 
order to be ironed in the old fashioned way with an iron. 

The General Federation of Women’s Clubs, therefore, urges you gentlemen to 
use every possible consideration to find a way to remove these exorbitant taxes 
from necessary home laundry equipment. 

; For 62 years the General Federation of Women’s Clubs has worked for the 
health and welfare of our people. We think, as you make possible the use of 
modern laundry equipment by families of moderate means, you are upholding 
the real American tradition for good living. 
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The Cuarrman. The next witness will speak on the tobacco taxes. 
We will next hear from Mr. F. M. Parkinson, executive director, Na 
tio! il Tobac co J ax Research ( souncil, Ine., Richmond, Va. 

We are glad to have you here. Will you give your name and th 


capacity in which you appear? 


STATEMENT OF FENTON M. PARKINSON, EXECUTIVE DIRECTOR, 
NATIONAL TOBACCO TAX RESEARCH COUNCIL 


. ; ‘aa ; — 
Mr. Parkinson. I am executive director of the National Tobacco 

T: Research Cx This et a x widliarenen aed cee f+] 
iX lvesea l : OUuUNnCI1I IS Chal red under the laws of the 


District of Columbia and has been in existence since 1949. It was 
created for the purpose of engaging in factual studies dealing with 


the taxation of tovacco products in the Un ted States, with a view 
toward promoting the application of fair and reasonable taxes on such 


products, wherever governmental authorit were already deriving 
or proposing to derive revenues by such methods as excises or other 
tax Mh l 1 is therefore concerned not only with the 

matter of Federal taxes, but of State and local taxes as well. 
1) its research endeavol and informat} i] services, the coune)| 


ipporte | DY volun tary contributions from the tobacco leaf crow 
ers’ associations, from the warehousemen who constitute an important 
factor in the handling of tobacco as it moves from the farm toward 
dustrial uses, from the tobacco manufacturers, and from related 
groups, including wholesalers and retailers. 
ata : 


The council has no ax te OI ind for any particu ar seoment of the 
tobacco industry, believing as it does that a reasonable and just tax 
policy accrues to the benefit of the ultimate consumer as well as to 
all who go before him. Conversely, the council is equally convinced 
that unreasonable « lis tory tax policies when applied to a 
particular commodity p oduce adverse results not only to the interests 
of the final consumer but to all who go befor him. 

Even though you, the members of this committee, are thoroughl5 


Lil ot 
familiar with Federal tax policies, I should lke to remind you that 


i 
the rates of taxation on cigarettes have been su cessively in reased 
over a peri d of more than 50 years. Since IYOv the rate has bee 
nereased on seve fferent occasions. The rate today is $4 per 1,0! 

cigarettes or nearly 4 times the earlier rate of $1 per 1,000. 


At no time during this period has there ever been a downward 
revision. This situation is most unique for the reason that in th 
ease of virtually every other Federal internal revenue measure, 
whether in excise or other tax forms, tax rates have moved both ways. 
In the case of cigarettes, tax revisions have been appled in only one 
direction and that direction has been upward. 


The respected Ways and Means Committee of the House of Rep 
resentatives has spent many hours, I should say weeks or months, 


in the last 15 or 20 years, liste ning to te timony on the question of ciga- 
rette tax pol y. And I would not, in conscience, trespass unduly 


4 


upon your time in rehearsing the history of former arguments re 
questing relief from the heavy tax burden which has been placed 


upon cigarettes. j 
This Congress and this administration have made clear to the 
le their intention to look into the matter of our Federa! 


tax policies. This intention, publicly expressed, is most heartening 
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Implicit in the announcement of the Ways and Means Committee to 
conduct these hearings is the idea that inequities may exist in the 
present Revenue Code. Implicit also, I am sure, is the desire of this 
committee to work toward such revisions as will insure greate1 equity 

d justice in those tax provis ions which, for one reason or another 
ver the years, may have produced inequities or injus tices. 

R Che council appears here, not as a petitioner for preferent al treat- 
ent in the taxation of cigarettes, but simp rly to offer for vour con- 
deration certain facts pert aining to cigarette taxes, wh h facts, we 
‘lieves, fully support our petition for relief on grounds of equity. 
These are the facts: 

One, the cigarette smokers of the United States, who today number 

pward of 45 million citizens, are being required to one an unfair 

ire ot the revenue needs ot the Federal Governn ent. i is year 
these citizens will pay around $1.6 billion into tl . Federal Treasury 

der the cigarette excise tax. They will not, of ourse, pay it as a 
ct tax since the Revenue code implifie s the ex lle bL1on prob] mw DY 
quiring the fifty-odd cigarette manufacturers to collect the tax 

efore the cigarettes leave the factory. 

Second, this Federal excise of $1.6 billion on cigarettes is about $14 
llion more than the amount the manufacturers will receive for the 
arettes as they leave the factory, exclusive of the Federal excise 

Stated differently, these cigarettes will bring the manufacturers 
ibout $3,186 million of which $1,600 million will be Federal tax. 

Deducting the Federal tax leaves a balance of $1,586 million. The 


is therefore more than 100 percent on the value of the cigarettes 


he time they are ready to enter into distribution channels 
lt does not poem reasonable that a manufacturers’ excise tax of 
percent should be imposed on any commodity having such widespread 
age 1n tht American 1 domestic economy. Rates of that magnitude 


LOO 


ire gel erally 1 Imposed | to discour: ive or CO} itrol the use of a commodity. 
A tually, no such purpose ul iderlies the 1 leotouaiti nm of the Federal 
warette tax. 
It has historically been a revenue measure, first adopted by the Con- 
oress 59 years ago to help defray the costs of 7 War Between the 


~ 


States. Because it provided an easy method of increasing revenue, 

virtues have been exploited in sto every emergency since then, 
An ever-increasing tax system which reduces taxes on other subjects 
vhen conditions warrant such reduction must sometime rea the 


point of discrimination and produce injury to those who art y affe ted 
Dy the tax. 

Third, there are more than 532,000 tobacco farms in the United 
States. Most of the families on these farms depend almost entir« ly 
upon the growing of tobacco for their livelihood. These are not the 
owners of great tobacco plantations. The average acreage devoted to 
tobacco per farm is less than 31% acres. More than 50 percent of the 
obacco produced by these firinirs goes into the manufacture of 

garettes which are consumed in the United States. For this part 
of their erop the farmers receive about $720 million. In contrast with 
the farmers’ value of $720 million, the United States Treasury will 
exact $1.6 billion in cigarette excises. This is more than twice the 
unoUu nt received | Vv the peop yale who grow the tobacco leaf from which 
@ ¢ igare ttes were proce ts 
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Fourth, this tobacco is processed into the 400 billion cigarettes or 
20 billion packages which enter into our domestic consumption. At 
this point the cigarettes have a value of $1,586 million. And at this 
point the Federal Government imposes its excise tax in the amount of 
31,600 million. By virtue of this excise the price of cigarettes is more 
than doubled as the cigarettes move into the channels of distribution. 

Fifth, the distributors who move these 400 billion cigarettes into 
every village and hamlet throughout the United States will jointly 
receive as a gross markup approximately $614 million. The Federal 
excise tax in terms of this gross markup is in the ratio of $2.61 in tax 
for each $1 in distributors’ gross markup. 

Sixth, let us add up the shares received by the several segments of 
private industry from the farmer through the distributor. To the 
farmer, $720 million: to the manufacturer, $866 million (excluding 
the cost of the leaf par | to the farmer) ; and to the wholesaler and re- 
tailer, $614 million. This gives us a composite total of $2,200 million 
gross values received by the several segments of private industry. 

On this basis the cigarettes could be sold at retail for 11 cents per 
package. That they do not is due to the fact that the Federal tax 
of 8 cents per package automatically advances the price to 19 cents. 
But that is not all. Before these cigarettes reach the consumer, 41 
State governments and the District of Columbia levy their own cig- 
arette excise taxes for State-revenue purposes. In ade = mn, about 300 
municipal governments Lani oeaaelatea the United States are also taxing 
cigarettes, 

Since 1921 the States have one by one gone into the cigarette-tax 
field so that today we have rates in the States ranging from 2 cents to 
8 cents per package. In this connection I hardly need remind the 
members of this committee that some of the most vexing and serious 
problems in American taxation arise from the fact that the Congress 
and the State assemblies exercise dual taxing prerogatives on a wide 
range of tax subjects. These overlapping powers have often been used 
in such manner as to produce gross injustices. 

Since the entrance of the States into the cigarette-excise-t ax field, 
the Congress has on three occasions fineeaaed the rate: in 1940, in 
1942, and in 1951. ‘Twenty-six States were taxing cigarettes in 1940 
and 41 States were taxing cigarettes in 1951. 

Prior to the States’ invasion of this field, the Federal rate was $3 

er 1,000 or 6 cents per package on ps mp We now have an 8- 
cent Federal tax and an average State tax of 314 cents in the 41 taxing 
States. The combined Federal and average State tax in these States 


is 1114 cents or SY cents per package more than the 6-cent Federal 
rate Shick ned ‘vailed prior to the enactment of the first State cigarette 
tax. (In 1 State the combined Federal and State tax is 16 cents per 


package.) One eee cigarettes sell today at retail in 41 States 
for an average of $11.40, of which amount $5.75 is represented in 
excise taxes—$4 by the Federal Government and $1.75 by the State 
governments 

There are those who would say that cigarette-tax policy finds suffi- 
cient justification in the fact that cigarette consumption has not been 
adversely affected. ‘Those who argue thus often cite figures to show 
an ever-increasing volume of cigarette production and a constantly 
rising per capita consumption figure. A point which is not brought 
out in these arguments is that the increase in volume of consumption 
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as come about for a variety of reasons, among which may be noted 

r growing population, the wider use of cigarettes by women, and a 
\ astly improved level of American living. 

Who will say that taxes are an unimportant factor in determining 
consumer prices for cigarettes? That the public demand for ciga- 
rettes is influenced by price and hence by taxes imposed on cigarettes 

demonstrable. Two illustrations are offered. The Treasury De- 

artment Tax Advisory Staff Report = 1950 disclosed that in the 
ecession which followed World War I cigarette production in the 
United States dropped 10 percent. Durive the depression of the 
irties the industry suffered a curtaUled production of 14 percent. 

The economic impact of these two reversals upon leaf-tobacco 
growers Was pronounced. Prtices of cigarette-type leaf tobacco 
plummeted from 44 cents per pound in 1919 to less than 22 cents per 
pound in 1921. With the depression of the thirties, leaf-tobacco 
prices dropped to less than 9 cents per pound and the average price 
from 1930 through 1933 was slightly under 12 cents per pound. 

From the foregoing facts it is immaterial whether one argues that 
the demand for cigarettes is influenced more by the general level of 
the national economy than by the price factor. The bald fact remains 
that a downward turn in the business cycle has in the past and can 

the future spell disaster for that considerable segment of our agri- 
cultural economy whose livelihood derives from tobacco culture. 

To the extent that disproportionately heavy taxes are imposed on 

garettes, one cannot escape the conclusion that such taxes have in 
the past been contributory to the evils which befell tobacco-leaf 
growers, once in the twenties and again in the thirties. A less than 
major business recession could well set in motion forces which would 
repeat for the tobacco growers of the Nation the sad experiences of 
the past. 

We recommend a downward revision of the Federal excise on ciga- 
rettes to $3 per thousand or 6 ¢ —- per package. That rate, tegether 
with the State excise average of ¢ » cents per pac kage would make a 
ombined Federal and State rate of OY, cents per package or $4.75 per 
thousand. 

On this basis cigarettes could sell for an evarge of $9.75 per thou- 
sand or 1914 cents per pack. Under these conditions the combined 
Federal and State tax would represent 48.7 percent of the consumer’s 
price, whereas it now represents 53.4 percent. That is still a rela- 
tively heavy burden but one in which all segments of the industry 
would feel more comfortable even if they could not rejoice. 

In considering proposals for the tax relief we are aware that your 
committee must also consider consequential Treasury revenue losses. 
We might appear to be asking for a reduction of the rate from $4 to 
$5 per thousand but, as you gentlemen know, the present law impos- 
ng a rate of four dollars provides for a return to the $3.50 rate as 

April 1, 1954. Hence, we do not regard our petition as asking 
for anything more than a reduction of 50 cents per thousand; that is, 
i reduction from $3.50 to $3 per thousand. This is a reduction of 1 
cent per package on the rate due to prevail after April 1, 1954. 

A reduction of the rate from $3.50 to $3 would, on its face, cost the 
Federal Treasury approximately $200 million on the basis of the 
present volume of tax-paid cigarettes. Actually, however, with the 
387746—53—pt. 4 6 
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increasing use of cigarettes at the rate of around 5 percent annually, 
loss would be more than recouped within a period of 38 months. 
In other words, by virtue of an added consumption increment at th 
rate of 5 percent annually, a 6-cent-pel package rate imposed today 
would, by the end of 38 months, be yielding an annual revenue equa! 
to the current yield of a 7-cent rate. 
lo develop this point more clearly, we may note that in the first 
full calendas year following the ¢ stablishment of the first 6-cent pel 
package rate, the yield of this tax was $151 million. That was in 1920 
Poday a 6-cent rate would produce $1.2 billion or 8 times as much. 
In 1940 the rate was increased b) one-half cent per ar and this 
-cent increase was calculated t » yield $44 million in additional! 
revenues. Actually, the collections an lounte d to $84 million additional 
the year following the increase. Without any increase in the rate, 


li 
] 
i] 


the yleid wo ild have been at least $36 million higher due to growl 
cigarette volume. Cigarette consumption in the United States has 
more than doubled nee 1940. 

Our friends across the Canadian border lat ly y discovered that their 

garette-taxX policy Was not In the interest of either their agricultural 
or industrial economy or of then Federal Treasury, and according!) 
the rates were revised downward. The Canadian Government offi 
claily al nounced an increase of 14 percent in cigarette consumptio 
Within a year after its reduction in the tax. 

In the United States cigarette-tax policy has followed a course of 
tax and revenue expe _ l oe In times of emergent need the Congress 
has conviently “up een he rates to augment the Treasury. But tax 
expediency can lead to tax eaniniition. Since 1910 six increases have 
been made in the ¢ ee tax. The current rate is about 4 times th 
rate prevailing prior to 1910. Not once in this period of more than 
3 years has there been any reduction whatsoever in the cigarette 
excise rate. Tt he increases of 1917 and 1919 were ordered under the 
emergency of World War I. The increases of 1940 and 1942 arose 
from the revenue needs of World War LI. The increase of 1951 was 
enone by the Korean situation. 

T) E ederal Treasury has been the beneficiary of revenues derived 
feonan: the cigarette excise far be yond the expectancies at the time as 

f which the rates were increased. This fact alone, we believe, should 


have great weight with the committee of Congress which has indicated 
its desire to effect ameliorative adjustments in the revenue laws. 

A policy of charging “what the traffic will bear” in matters of taxa- 
tion can be defended in times of grave urgency or national emer 
gency. Such a policy cannot be defended when the emergency has 
passed. We believe that the case for cigarettes merits corrective a 
tion by a downward revision in the rate. 

I should like to offer 1 or 2 comparisons as a statistical demonstra- 
tion of the magnitude of the present Federal tax on cigarettes. Pas 
senger automobiles are sub je cted to an excise of 10 percent of manufa: 


turer’s sales price. The cigarette manufacturer’s net sales price (be- 
fore the excise tax) today averages about $3.96 per thousand. The 
Federal excise of $4 per thousand makes the tax more than 100 percent 


on manufacturer’s price. By analogy then, the price of an automobile 
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(The data referred to follow :) 





APPENDIx I, EFFECT ON FEDERAL REVENUES IF CIGARETTE ExcIsE Is REDUCED From 
$3.50 To $3 Per 1,000 (From 7 CeNTs To 6 CENTS PER PACKAGE) 


1953 taxable volume estimated at 20 billion packages: 


A 
Yield on 1953 production at 7 cents per pack_- endcdbewods Sa; S00, COG, 800 
Yield on 1953 production at 6 cents per pack_--_- ntemncnae 1,200,000, 000 
Apparent loss with 1-cent reduction____-_---__-__--. ian 200, 000, 000 
$ ; 


The apparent loss of $200 million in consequence of a reduction from 7 cents t 
6 cents per package is largely theoretical since the total volume of taxable cig 
arettes shows a progressively upward trend; hence, any given rate will in su 
ceeding years produce revenues not previously realized. 

We here assume an annual increase in taxable volume of 5 percent. Under 
these conditions, the pattern of the tax base would be as follows: 


B 
xat Inere Incre 
Cak : rs Y el 0 6 eons te 
k 53 (pack sie abt aie ver I 
105 2 yw) O00. OO $1, 200, 000, 000 
54 2 100, GOO, OOO 1, 000, 000, OOF 1, 260, 000, COO HO. OW 
195 22 ), OOD, OOF 2, 050, 000, OOK 1, 523, 000, 006 l i 
198 23, 152, 500, 000 3. 152, 500, 000 1, 389, 150, 000 189. 150. 0 
19 24, 310, 125, 000 4,31 125, 000 1, 458, 607, 500 258, 607 
Yield on 1953 production at 6 cents per pack__--_---------~_~_-- $1, 200, 000, 000 
Yield on 1957 production at 6 cents per pack_.----_---~------ 1, 458, 000, 000 
1957 yield over 1953 yield_____- dedbosisasctanipticceg capniainnes Cement 258, 607, 500 
Apparent loss with 1 cent reduction (see A) —~-------..-----~-~-~- 200, 000, 000 
Amount by which apparent loss is more than recouped by 1957 
in consequence of increased volume of taxable production____ 58, 607, 500 


COMMENTS ON FOREGOING ANALYSIS 


1. A reduction in the rate from 7 cents to 6 cents is a reduction of one-seventh 
or 14.8-plus percent. 

2. If taxable production remained constant in succeeding years there would 
be an annual revenue loss of 14.28-plus percent in revenues. This loss on the 
basis of 1953 taxable production would amount to $200 million. 

3. A 5-percent increase in taxable production, however, would minimize th 
apparent loss in each succeeding year following the rate reduction. Thus: 


In the first succeeding year the loss would be__------------------ $140, 000, 000 
In the second succeeding year the loss would be__---------~-~- a 97, 000, V0 
In the third succeeding year the loss would be__--__-----__----. 10, 850, 000 


In the fourth succeeding year the loss would disappear and the 

revenue yield would exceed the theoretical loss by a net gain | 

I I cata ag a a le i ca - 58,607,500 | 

4. So that by the end of the fourth year following the effective date of the 
rate reduction the yield from the lower rate (6 cents) would exceed the yieid 
from previously obtained higher rate (7 cents) by $58,607,500 (the difference 
between $1,400,000,000 and $1,458,607,500). 

The Cuarrman. Thank you very much for the information you 
have presented. Mr. Simpson will inquire. 

Mr. Simpson. Mr. Parkinson, who is the Nationa. Tobacco Tax 
Research Council? How is it composed ? 
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Mr. Parkinson. As stated in the second paragraph of my testimony, 
the council is sup ported by volunt: ur'y contributions from the tobacco- 
eaf growers associations, from the warehousemen, who constitute an 
mportant factor in the handling of tobacco as it moves from the farm 
to industrial uses, from the tobacco manufacturers and from related 
groups including wholesalers and retailers. 

Mr. Srwpson. And the duties of the association you have described 

Well, including research endeavors and informational services, 
night ¢ 

Mr. Parkinson. That is correct, 

Mr. Siupson. Who are the tobacco manufacturers that provide you 

th voluntary funds and how much do they provide! What pro- 
portion of your income comes from them? 

Mr. Parkinson. I should say approximately 50 a recent. 

Mr. Stmpson. And the other comes from wholesalers and retailers? 

Mr. Parxtnson. Wholesalers, retailers, seiuiiaaiaies farm 
rroups. 

Mr. Stiupson. Then you have no particular interest in any segment 
f the group ? 

Mr. Parkinson. None whatever. They are merely contributors, 
Vir. Simpson. 

Mr. Srapson. And when you ask for a reduction in the tax, whose 
nterest do you have at heart there ? 

Mr. Parkinson. Everyone’s interest at heart. The farmers, the 
crowers of tobacco, the warehousemen, every segment of the industry. 

Mr. Sturpson. And the public in mind, too? 

Mr. Parxrnson. The consumers. 

Mr. Stwpson. The consumers are quite important. You would like 
them to buy cigarettes as cheaply as they could; would you? 

Mr. Parxtnson. Yes, indeed. 

Mr. Stupson. Any kind of cigarettes ? 

Mr. Parkinson. Any kind of cigarettes. 

Mr. Simpson. Economy brands of cigarettes ? 

Mr. Parkinson. Any kind of cigarettes they would choose to buy; 
ves, sir. 

Mr. Stmpson. Have you made factual studies with respect to the 
economy-brand cigarette versus the standard-brand cigarette ? 

Mr. Parkinson. We have not. 

Mr. Simpson. I have just observed that is a strange situation. That 
has been one of the problems the big companies have been fighting for 
some years before this committee. 

Mr. Parkinson. The council represents manufacturers of economy 
cigarettes and manufacturers of the so-called popular brands of ciga- 
rettes. Neither has asked the council for the study on this subject. 
We are not in the position to make any statement regarding that 
subject. 

Mr. Stwpson. Do you say that a reduction of 1 cent per package 
would amount to $200 million per year loss of revenue, produced by 
the normal increase in cigarettes ? 

Mr. Parkinson. That is right. 

Mr. Srmmpson. And is 1 cent per package the equivalent of 50 cents 
on that three and a half to $3; is that what that amounts to? 

Mr. Parkinson. That is correct. 
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Mr. Simpson. You are assuming and accepting, then, the belief that 

e law scheduled to expire in April will expire ¢ 

Mr. Parkinson. Our testimony is based on that, Mr. Simpson. 

Mr. Simpson. If it should not expire, if it should not be permitted 
to expire, if this committee and the Congress determine that we do 
need continued large amounts of money to balance the budget, do you 
still urge this reduction ¢ 

Mr. Parkinson. Yes, sir. 

Mr. Srarpson. Even though the tobacco excise taxes do provide a 

substantial amount of money to the Treasury ? 
[r. Parkinson. Yes, sir. 

Mr. Suarson. How do you justify that? 

Mr. Parkinson. I justify that for the reason that over a period of 
21 years the Federal excise tax remained static at 6 cents per package, 
$3 per thousand. Due to the increase in the usage of the product, the 
revenue yield skyrocketed to figures undreamed of by either the in- 

or the Congress. I feel, and those of us in the industry feel, 

garettes carry a just burden of taxes even at the 6-cent rate, 

t the normal increase in consumption of a product as the years 
go by will more than justify the request to reduce the tax to the 6-cent 
level. 

At this rate now, foing back to - 7 cents per thousand as it should 
by law on the ist of April, next year, and asking for the 1-cent reduc- 
tion beyond that, toe figures will ba on those last 2 pages that in 
31% years we will come back to the revenue now being yielded on the 
current rate 

Mr. Srvrson. Do you find there is any sales resistance with respect 
to cigarettes in the face of any tax? 

Mr. Parkinson. At the present, no. But that does not say that 
continued excise taxes at an exorbitant rate will not reduce con- 
sul \ption. We have not proved that yet. 

Mr. Stimpson. You are increasing your sales each year? 

Mr. Parkinson. So far, yes. 

Mr. Simpson. It is easy money to the Federal Government. 

Mr. Parkinson. It’sure is. 

Mr. Simpson. Why should we not continue getting it if the public 

not object and your sales go on increasing, unless you are en- 
deavoring to make still more money for the big ¢ ompanies ¢ 

Mr. Parkinson. In the interest of fairness, Mr. Simpson, do you 
think it is fair to tax a product like cigarettes as you do, compared to 
other products that are being taxed at the rates they are being pomee 

Mr. Srmpson. Of course I am asking the question, but I think 
is most unfair to tax cigarettes as they are taxed. I think the con- 
sumer should be taken into mind and given the benefit of the manu- 
facturer who wants to sell his product cheaper. 

Mr. Parkinson. That is the way we feel about the situation and 
that is the reason we want the reduction. 

Mr. Sreson. But I pose the question of where we need the money 
to balance the budget, where the public is not objecting to the tax, and 
they are not, the people that are most closely associated with the trade, 
the people making the big money, the farmer, the warehouseman, the 
company, who are protected under a support price, which means that 
every taxpayer is helping him get a higher price for his tobacco, and 
the warehouse who deals in it. I do not know of any consumers 
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who are contributing to your group for fighting this tax. It seems 
(o me you are touching, in asking for a tax reduction at this time, a 
ime when the public are not complaining about it, on the matter at 

very poor time. 
Mr. Parkinson. I think the reason for that, Mr. Simpson, is the 
fact that the public does not generally realize the amount of taxes 
hey are paying on cigarettes. 
Mr. Stpson. That is no secret. 
Mr. Parxrnson. I think it was very conclusively proved about a 
year ago when a survey was made by contac ting the man on the street 
nd asking him how much the tax was, and it was disclosed that some- 
thing like 75 or 80 percent of them did not know, and following a 
broadeast program apprising the people of the amount of Federal 
taxes paid on cigarettes and a resurvey was made, that jumped up to 
ibout 43 percent who were cognizant of the amount of Federal taxes. 

Mr. Stmpson. I respectfully suggest you have not the slightest idea 
ow much tax is included in that suit of clothes you have on. 

Mr. Parkinson. I know there are about 121 hidden taxes on it. 

Mr. Simpson. You are an expert in the idea. You have that idea 
that most people do not know. 

Mr. Parkinson. Most people do not know. 

Mr. Stmpson. My point is that they continue to buy more and more 
cigarettes each year, and yet you are asking us in a time of emergency, 
you the great cigarette trade, are asking us to give relief to your in- 
dustry. It is extremely poor taste, I think. 

Mr. Parkinson. We are asking you, Mr. Simpson, for a reasonable 
tax. 

Mr. Stmpson. The public is the best judge on that. You are mak- 
ng money up and down the line. You are increasing sales every year. 
The public is not complaining, and you call it an unreasonable tax. 

Mr. Parxtnson. Everybody is making money. But that still does 
not excuse the fact that you, as the Federal Government, are imposing 
a tax more than a hundred percent of the cost of manufacturing the 
product. 

Mr. Stmpson. You are the interested party making this case. The 
public is not. They are paying it and buying more and more of them. 
It is a selfish approach as I see it, from your employers. As far as I 
am concerned, unless they come in with a better case than this, I have 
no disposition to encourage any reduction. When the emergency is 
over, all right, when we can give reduction in the lines where the neces- 
sities of life are. People are testifying here today about household 
appliances and all those things that they need, asking tax relief. 
Would you give this in advance of them ? 

Mr. Parxtnson. I don’t know anything about their business. 
simply know that the cigarettes are taxed exorbit: intly. 

Mr. Srurson. Of course that is your contention, not the public’ s. 
Mr. Parkinson. The face of it is not a contention, Mr. Simpson, it 

is a fact. 

Mr. Srmpson. But the public does not apparently think so. They 
buy more and more each year. 

Mr. Mason. Would the gentleman yield? 

Mr. Stmpson, I will be happy to. 

Mr. Mason. The difference, as I see it, is this: Cigarette manufac- 
turers and so forth are collectors of a tax, just like the manufacturers 
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of any kind of household appliance. But these peor in collecting 
the tax are increasing their sales every year while the other people 
in collecting their tax are cutting their sales every year. And because 
of that, they are suffering while the c igarette manufacturers are not 
suffering as long as their sales are increasing. 

Mr. Simpson. Thank you for the contribution. That is true. Of 
course there is always the possibility that if you should take off Fed- 
eral tax, the States will add it on. Does that not exist? 

Mr. Parkinson. I didn’t understand. 

Mr. Simpson. If the Federal Government should take off taxes, the 
States will increase theirs. 

Mr. Parkinson. That is possible. That is probable. 

Mr. Simpson. So to the extent they simply take the place of a Fed- 
eral tax which is reduced, we are hurting the Federal revenues but are 
making it easier for the States to get some additional money from 
cigarettes. Of course, we cannot interfere with what their policies are. 

I have no further questions. 

The Cuarman. Are there any other questions? Mr. Eberharter 
will inquire. 

Mr. Ekpernarrer. Mr. Parkinson, are the facilities for the manufac- 
ture of cigarettes suflicient to supply the demand for cigarettes at 
present ¢ 

Mr. Parkrnson. The facilities? 

Mr. Exeruarrer. Yes. 

Mr. Parkinson. I should say yes. 

Mr. Eseruarter. So they are not in need of any capital for expan- 
sion purposes in order to meet the demand for cigarettes ? 

Mr. Parkinson. You are getting into questions there that are deal- 
ing with intimate details of manufacturers’ business that I know noth- 
ing of. I could not answer anything pertaining to the manufacturers’ 
business at all, nor any intimate details pertaining to any other seg- 
ments of the industry who contribute to the counc “il, 

Mr. Enernartrer. Perhaps, Mr. Parkinson, you think that question 
is irrelevant. But if you had been present here for the past 3 or 4 
weeks, you would have heard many witnesses say they are unable to 
obtain capital to expand their businesses and make growing businesses 
out of them. But that is not the case with the c igarette companies. 

Mr. Parkinson. That I don’t know. That I haven’t the least idea 
about. 

Eperuarter. Many of the representatives of businesses, both 
small and large, have appeared before us and said that they are being 
hurt very much in their sales and in their profits by reason of these 
excise taxes. Would you say that is also true of the cigarette business? 

Mr. Parkinson. The sales figures will not substantiate a claim that 
it is hurting us. Our claim is based purely on a sense of fairness. 

Mr. Epernarrer. Well, do you think, of course, that the price of a 
product and the price of cigarettes is a factor in the volume of sales? 

Mr. Parkinson. So far it is not. 

Mr. Esernarrer. It is not a factor in the volume of sales of cigar- 
ettes. So if a pack of cigarettes is 22 cents or 25 cents a pack, it would 
not make any difference whatsoever in the number of cigarettes you 
sell ? 

Mr. Parkinson. Cigarettes sell for 25 cents a pack in some places. 
In Louisiana they sell for 28 cents a package. 
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Mr. Esernarter. We will use that illustration. If they are 25 cents 
a pack or 28 cents a pack, according to what you said, it would make 
no difference whatsoever in the volume of sales. 

Mr. Parkinson. So far, no. 

Mr. Esernarrer. Therefore, it would make no difference whatso- 
ever in the volume of profit that the cigarette manufacturers reap 

from the sale of cigarettes. 

Mr. Parkinson. Their profits I have no idea about. The Council 
deals with the tax objectively. 

Mr. Eseruarrer. I think it is a very important consideration for 
the committee to keep in mind as to whether or not a company is being 
forced out of business by reason of the tax policies that are recom- 
mended by this committee, or whether they are making big profits. 
Do you not think that is a contribution we should have in mind 2 

Mr. Parkinson. I should say that is one of the contributions you 
should have in mind, yes. 

Mr. Esernarrer. But you are not prepared to help us out on that 
question at all. Who should we call on, then, to get the information 
on that so we can use that as a factor? 

Mr. Parktnson. Well, I would say that the only way you can get 
any detailed information, or intimate information, from any of the 
manufacturers would be to call on the manufacturers themselves. 
We have no access to any of their records of any kind. 

Mr. Stmpson. I wish the big companies would come in. They 
have never volunteered to come, and we have thus far refrained from 
actually calling them in. 

Mr. Esernarrer. Then you are representing the retailers? 

Mr. Parxrnson. The retailers, the wholesalers, the growers groups, 
distributors. We do not actually represent them, per se. They con- 
tribute to the work of the council, all of the segments of the industry. 

Mr. Esernarter. They make contributions, though ? 

Mr. Parkinson, All of them; yes. 

Mr. Esernarter. Do you have a yearly budget of how much money 
is required for this research work ¢ 

Mr. Parxtnson. Whatever it takes to run the council. 

Mr. Esernarter. Do you collect in advance or after it is spent? 

Mr. Parxrnson. No, we collect it in advance. 

Mr. Parxtnson. Then you have some idea of the budget, do you 
not? You have some idea of the amount of the budget that is re- 
quired for this research work you are doing? 

Mr. Parkinson, Certainly. 

Mr. Esernarter. The budget for research work is not quite as ex- 
tensive as the budget for cigarette advertising, is it ? 

Mr. Parkinson. What was that? 

Mr. Esernarter. I say your budget for expenditures for research 
work is not quite as large as the budget of the manufacturers for ad- 
vertising ¢ 

Mr. Paxrnson. No, sir. 

Mr. Exsernarrer. It is not? 

Mr. Parkinson. No, it is not. 

Mr. Epsrruarter. There is a considerable degree of difference, is 
there not? 

Well, it does not make any difference in the volume of sales, in the 
volume of profit, and to the consumer. That is the gist of your 
testimony ? 
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Mr. Parkinson. If I could get the consumers here before you, I 
think you would find an entirely different picture than you think 
exists as far as consumers are concerned with respect to the amount 
of tax they pay on cigarettes. They would appeal for a more equitable 
tax just as I am doing tonight. That I am sure of. But I cannot 
bring those 160 million people in here to talk to you. 

Mr. Enernarrer. Well, you did not say in here that you repre- 
sented the consumers 

Mr. Parkrnson. No, I did not. 

Mr. Esernarrer. We did not expect you to testify in their behalf. 

Mr. Parkinson. Naturally our ap peal would be in behalf of the 
consumers as well as all segments of the industry, because we have 
their problem at heart just the same. 

Mr. Exernarrer. Thank you. 

Mr. Curris of Nebraska. Mr. Chairman. 

The Cuamman. Mr. Curtis 

Mr. Curris of Nebraska. I noticed in your paper you referred to 
conditions in the 1930's, 

Mr. Parkinson. Mr. Curtis, you flatter me in asking me a question 
of that kind that deals with economics with which I am not too 
familiar. I think as a nation we are going to probably face some- 
thing that is inevitable, and that is in the way of a readjustment. It 
certainly is a fact that if peace should come to the world and we do 
not have to continue putting out all of our money toward armament 
and defense, that a lot of industries will go out of business, and it will 
cut down on the national pure! lasing power. | think if the sre is such 
retrenchment in national purchasing power, the tobacco industry 
will feel it is as qui ckly or more quickly than any other industry in 
existence. It will affect the farmers, the warehousemen, the manu- 
facturers, the wholesalers, and the retailers, because the consumer in 
that position, not having the amount of money to spend that he had 
. that time, will have to count his pennies, so to speak, and 

\aybe curtail some of his habits. Where cigarettes are costing them 
25 cents and 28 cents a pack under those conditions, I think a lot of 
hem will quit smoking. They did it in Canada. Exorbitant taxes 
up there cut down the consumption. It was evidenced by the fact that 
immediately following the reduction in the Federal tax by the Govern- 
ment in Canada, a 15-percent increase in consumption was evidenced. 

Mr. Curris of Nebraska. Have the prices of cigarettes been raised 
recently ¢ 

Mr. Parkinson. They were raised approximately a cent a package 
for the first time in several years. I don’t know the exact number of 
years. But the revision of prices upward on cigarettes has been very 

pasmodic all through the years. As a matter of fact, the price of 
cigarettes about 25 years ago was $8 a thousand and the price just 
before the last increase was $8.05 a thousand. 

Mr. Curtis of Nebraska. But it has increased since controls went 
off ? 

Mr. Parkinson. It increased immediately after controls were re- 
linquished. The manufacturers pleaded with the Government for 
price increases long before the controls went off. They were not 
granted the privilege of so doing, and in the face of increased cost, 
they took advantage of the situation to levy or to add an additional 
cent to the package cost. 
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Mr. Curris of Nebraska. They have felt that their prices should 
come up ¢ 

Mr. Parxrnson. Definitely. 

Mr. Curtis of Nebraska. Are you able to state if the tax is reduced 
whether or not the price of cigarettes will be reduced 2 

Mr. Parkinson. Lam not able to state that. 

Mr. Curtis of Ne braska. That is all, Mr. Chairman. 

Mr. Parkinson. I could notsay 

Mr. Mason. Mr .Chairman ? 

Che CHatrmMan. Mr. Mason will inauire. 

Mr. M ASON, If HH. R. | were passed, | nele Sam Nem let me have, 
person: —_ something like $300 or more to sp nd on myself and my 
family, instead of ae taking it at that 10 or 11 percent that is in Mr. 
Rhode’s bill. And i had S250 or S300 more each vear to spend on 
myself or my family, a if I were a smoker, would I not use part of 
that money to increase m) smoking 

Mr. Parkinson. I am sure you would. 

Mr. Mason. ‘Then. so far as the « conomy of the Nation is econ erned, 
what is the difference whether Uncle Sam takes that dollar and spends 

t for defense, or whether he leaves that dollar with me to spend for 
the many things that [ want and need, and which my family needs, 
It would be the same reflection in the production, only it would be a 
production of different things rather than war materials, would it 
not ¢ 

Mr. Parxrnson. If you had $300 more to spend, by virtue of a 
decrease in your person: | jncome taxes, and you h: ad not curtailed your 

00 te for cigarettes in the meantime, you wouldn’t imerease the 
sumption of cigarettes by virtue of the fact that you got an extra 
hu ndred dollars unless perhaps you were not in an income bracket 
hat 47h you to smoke all you wanted to smoke beforehand. 

Mr. Mason. Yes: I understand that. But I am talking about the 
Lverage ‘tel: I just used myself as an example, and that is what 
it would mean to me if we passed that bill. I am always insisting 
that a dollar spent by the consumer will have just as great an effect 
upon our production economy as a dollar spent by Uncle Sam. It 
only means a difference in what that dollar is spent for. That is all, 
Mr. Chairman. 

The CHarrMan. We thank you very much for your testimony. 

Mr. Parkinson. Thank vov, gentlemen. 

(The following Na was received from Mr. Parkinson subsequent 
to his appearance -) 

NATIONAL Tosacco TAx RESEARCH CoUNCIL, INC., 
RicHMOND 19, VA., August 19, 1953. 
Hon. DANIEL REED, 
Chairman, Ways and Means Committee, 
House of Representatives, Washington 25, D. C. 

My Drar MR. Reep: Since my appearance before your committee on July 29 
to represent this organization in its petition for a reduction of the Federal 
excise tax on cigarettes to $3 per 1,000, I have been somewhat troubled in mind 
over the questions which were put to me by certain members of the committee 
then present. 

Before proceeding with a discussion of this matter, I should like to express 
to you my deep appreciation for the obviously fair manner in which you pre- 
sided at the hearing and to assure that nothing I have to say is intended to be 
critical of those who put questions to me. 

You will recall that at this particular hearing there were beside yourself 
only four members present. The formal statement which I read and left with 
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the committee speaks for itself as to the merits of our appeal for a tax reduction 
The facts therein stated will, I am sure, stand the test of inquiry. With regard 
to the questioning that followed the reading of my statement, I should like to 
make the following observations: 

(1) It was my understanding that the purpose of the instant hearings was 
aimed to the correction of inequities in the internal revenue laws. The state- 
ment of the council was prepared wholly with that in mind. Questions were 
addressed to me by members of the committee, however, which were predicated 
on the assumption that no Federal taxes could be reduced at the present time 
Recalling your valiant efforts of some weeks ago to effect a reduction in the 
excess-profits tax and the fate of that proposal, I would not have had the 
temerity to appear before the committee urging a peremptory reduction in the 
cigarette tax. As I have said, our proposal was hinged on the palpable inequity 
of the present cigarette excise tax in the light of other excise tax provisions 
and contemplated a correction of this inequity at such time as the Congress 
was of a mind to comb out the inequities generally. 

2) During my interrogating, questions were asked regarding the merit or 
riety of a request for a tax reduction on cigarettes in the face of the fact 
the demand for cigarettes by the Nation’s citizens shows an ever-increasing 

i did not deem it necessary, nor do I think the public in general would 

it imperative to adduce evidence to prove outright catastrophe to tax 

1 order to establish that a given tax provision is in need of correction 

[us be demonstrated that the cigarette excise tax in its present form 

threatens to put the tobacco farmers out of business, or to render insolvent the 

processors and distributors of cigarettes, or to undermine the budget of th 
averuge American family in order to present a meritorious case? 

In the formal statement of the council no attempt was made to show suc! 
baleful intluences of the present tax Irom the testimony of petitioners for 
relief in the case of certain other excise taxes, one notes from the record that 
such claims were made. Yet if unbiased inquiry is made into the causes of the 
declining fortunes of some of the interests affected, it will doubtless be found 
that tax policy is not the controlling factor. It is easy enough for some busi 
nessmen to lay at the door of tax policy the blame for economic misfortunes 
only remotely attributable to taxation. 

(3) One other question was asked me to which I am afraid my response was 
not as apt as it might have been. One of the members of the committee noted 
that the public had not appeared before the committee to petition for a reduction 
in the cigarette excise tax. 1 should have said in answer to this line of inquiry 
that the council was speaking on behalf of the general public interest in its 
petition for rate reduction. The American public which pays billions of dollars 
in excise taxes of one sort or another has very little knowledge of the burden 
of any given excise tax for the simple reason that such taxes are concealed and 
are just a part of the purchase price of the commodity by the time the com- 
modity reaches the final consumer. A very burdensome tax, such as is the 
cigurette tax, is not registered in the mind of the consuming public. Moreover 
because cigarettes represent a commodity of relatively low unit price, an 
excessive tax which adds only several cents to the consumer outlay at a given 
time is not regarded as being as oppressive as a relatively low tax on a com 
modity whose unit sales price runs into hundreds or thousands of dollars. Th¢ 
inequity of an excessive tax on a low-priced commodity is not mitigated because 
the consuming public fails to appreciate its magnitude 

I write you at this length only with a view toward clarifying the responses, 
some of which I now regard as having been inadequate. At such time as the 
comlnittee sits again to consider the merits of the various proposals which have 
been made for excise tax reductions, I would express the hope that you might 
see fit to give the committee the benefit of the views which I have here expressed 

With best wishes, I am, 

Sincerely yours, 
F’. M. PARKINSON, 
Eeecutive Director 


The CHarrman. The next witness is Mr. Carl Carlson, on behalf of 
the Cigar Manufacturers Association of America, New York City. 

Mr. Carlson, will you give your name and the capacity in which you 
appear ? 
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STATEMENT OF CARL CARLSON, VICE PRESIDENT, CIGAR MANU- 
FACTURERS ASSOCIATION OF AMERICA, NEW YORK CITY 


Mr. Cartson. Mr, Chairman and gentlemen of the committee, my 

ame is Carl Carlson, and I am an executive officer of Garcia y Vega, 

Inc., manufacturers of cigars since 1882. I am also a vice president of 

ie Cigar Manufacturers Association of America, a trade association, 

itional in scope, and whose members produce in unit and dollar 
me well over 80 percent of the total production of cigars. 

(ur association appeared before your committee in 1947 and in 
1950 seeking a vo tion and revision of excise taxes on cigars. It 
gain appeared in 1951 in opposition to an increase i the tax rates 

cigars proposed by the then Secretary of the Treasury. Your 
mmittee was so impressed with the adverse conditions prevailing in 

e cigar ndibinn that in 1950 it recommended a substantial reduction 

cigar excise-tax rates, and in 1951 rejected the recommendation 
f the Secretary of the Treasury for increased taxes. 

Wh, 


- F } . . . 
en we ap peared here on each of those previous occasions, We 


ted that conditions in the cigar industry were bad. They are still 
|. As revealed by a recent report of the Federal Trade Commission, 
e rate of return, after taxes, on sto¢ kholders’ investments has steadily 
lined since 1947. For a 102 percent rate of return in 1947 it 
dropped to 5.6 percent in 1951. The 9 reporting companies whose com- 
posite rate of return is reflected in these reports produced more than 
ne-half of the industry’s entire output, so that it is a fair conclusion 
it these 9 companies represent the largest of the 1 1.763 cigar manu- 
turers in the continental United States. More significantly, the 
«leral Trade Commission survey reveals that of the nine reporting 
ompanies, the smaller ones have been hardest hit during these post- 
wr years. The 5 smallest of these 9 reporting companies with a 
eturn of only 4.5 percent in 1949, their best year, dropped to 3.1 per- 
nt and 2.9 percent respectively in mene 1951. It must follow that 
he rest of the cigar industry which is not included in this report 
d which are predominantly small cigar manufacturers experienced 
mitar unec send rate of return on their investments. 
A further evidence of the depressed plight of the cigar industry, 
the 10.000 or more cigar manufacturers in business in the continental 
ed States in 1926, the Commissioner of Internal Revenue reports 
at only 1,763 remained by the end of 1951. A study of this report 
ints up that the mort: ality rate has been greatest among the smaller 
wnufacturers, that is, those with sales of less than $50,000 per year. 
Of these smaller manufacturers of whom there were over 3,000 in 
business in 1941, the year immedi: itely prior to the enactment of the 
tax measure for which we now seek relief. almost half had been forced 
o close their factories by the end of 1951. 
When we were here in 1947 and again in 1950 we did not plead 
or outright repeal of excise taxes on cigars. We do not now ask 
wr outright repeal, but renew our request for an easing of the in- 
“yuitable and burdensome excise tax which for so many years has 
ampered our industry and prevented it from adjusting itself to a 
peacetime economy. When Secretary Morgenthau ap ypeared yefore 
your committee in March of 1942 seeking additional wartime revenues, 
ie requested $13 millions annually in addition to the prewar return 


t 
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of approximately $13 millions, in effect doubling the then existing 
tax revenue from the cigar industry. Instead of an additional $13 
millions per year in war revenue, that wartime tax schedule of 1942 
has yielded more than $30 millions additional revenue during each of 
the postwar years. Thus, instead of approximately $26 millions per 
year in revenue requested from this industry, we have ben paying 
_s ‘e than $43 millions per year since the end of the war. Instead 

f doubling the prewar revenues, the wartime tax schedule has more 
than tripled them. 

We cannot adjust our price structure to the present economy if we 
must continue to pay oppre ‘ssive taxes. We do not ask to go back to 
the tax schedule which yielded approximatel $13 millions in 1941. 
We ask merely that we be not compelled to pay more than was re- 
quested, an additional wartime revenue by Secretary Morgenthau in 
1942. We are willing to pay the $26 millions annually which we 
should and would have been paying if the Treasury’s mathematical 
error had not been made back in 1942 by a hastily drawn inept tax 
schedule. 

When your committee voted a tax reduction in 1950, it said: 

The rate reduction provided for cigars, in your committee's bill, will increase 
cigar sales relative to other tobacco products or at least aid the cigar industry 
in maintaining its present relative position. 


Gentlemen, the reasons which compelled you to take that action in 
oe still prevail today. Thus in 1952 the revenue collected on cigars 
a percent greater than it was in 1941, although the number of 


cigars sold in 1952 was only 3 percent more than 1941. During the 
same casei our cigar leaf-tobacco costs increased 169 percent and 


our labor rates 188 percent. These rising costs of materials and labor, 
coupled with an excessive tax burden, continue to squeeze the indus- 
tr y’s narrow ms irgins, pre venting any adjustment i in its price structure. 

‘Further evidence of the de ‘pressed condition of the cigar industry 
is indic ated by the long-term downtrend in the per capita consumption 
of cigars. The United States Department of Agriculture recently 
released figures for the years since 1920 and stated: 

* * * during the past three decades, cigar consumption has not kept pace with 
the population growth. 

These figures reveal that although cigar per capita consumption 
recovered slightly during the past 4 years, it was nevertheless lower 
in 1952 than it had been in any prewar year except the depression 
years of 1932 and 1933. 

We submit, gentlemen, that a reduction in cigar excise taxes is Im- 
perative and unless relief is granted promptly the damage to the eco- 
nomic stability of the industry, as well as to its future, will be irrep- 
arable. 

Before I conclude, I should like briefly to point out the inequity of 
the present tax schedule. It was enacted without regard to the eco- 
nomic needs of this industry. It is an unrealistic schedule, disregard- 
ing the pricing practices of the industry, with the result that the tax 
rates now imposed bear no relationship to the retail price of a cigar. 
For example, the 3-for-25-cents cigar is taxed at a rate of 12 percent; 
the 20-cent cigar at 714 percent; and the popular-priced 10-cent cigar 
at 10 percent. 

We have devised, we believe, a more equitable form of taxation 
which has received the endorsement of the farmers, the leaf packers, 
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the manufacturers, the distributors, the retailers, and the suppliers of 

w materials, and which we submit for your consideration. You will 
find our proposed tax schedule attached to the summary now before 
you and it will also be incorporated in the brief, which I understand 
ve will be permitted to file with the clerk on or before August 6. 

May I assume Wwe have the committee’s approval to so do? 

Mr. Simpson (presiding). You have. 

(The summary and brief referred to follow :) 


sn INDUsTRY’s Story AT A GLANCE—CIGAR MANUFACTURERS ASSOCIATION OF 


AMERICA, New York, N. Y. 
1. THE PRESENT TAX ON CIGARS IS EXCESSIVE 


(a) It has exacted revenues vastly in excess of that anticipated when enacted 
as a wartime measure in 1942. 


(b) The Secretary of the Treasury in 1942, estimated his proposed revision 
would yield additional revenue of approximately $18 million annually; 
bling of the prewar revenue. Instead of doubling it has resulted in a tripling of 

» industry’s tax burden—yielding approximately $48 million annually instead 
f the $26 million anticipated. 


a dou- 


HE CIGAR INDUSTRY'S HEAVY TAX LOAD HAS DEPRESSED ITS 
UNECONOMIC LEVELS 


The rate of return on stockholders’ investments in the cigar industry have 
ined steadily since 1947, according to the Federal Trade Commission. From 
0.2 percent in 1947 to 5.6 percent in 1951 with the greatest burden falling on th 
maller companies whose best year, 1949, showed a return on 
ly 4.5 percent. 


invested capital of 
And this has since declined to 2.9 percent in 1951. 


SMALL BUSINESS IN THE CIGAR INDUSTRY HAS BEEN HARDEST HIT 
Of more than 10,000 cigar manufacturers in business in 1926, only 1,763 re 
ained by the end of 1951. In 1941 there were over 3,000 cigar mant 
hose sales were less than $50,000 annually. But by 
half of them were forced to close thei! 


ifacturers 
the end of 1951 nearly 
factories (Internal Revenue Bureau). 

4, THE CIGAR INDUSTRY CANNOT ADEQUATELY ADJUST ITSELF TO PRESENT CONDITIONS 
WITHOUT A LESSENING OF THE TAX LOAD 


Greater sales are required to obtain a fair return on invested capital. 
cost of materials, labor, transportation, ete., continue to 
narrow margibs. 


Rising 
squeeze the already 
Increased sales are impossible without a tax reduction. 


5. TAX REVENUE HAS INCREASED MORE THAN ANY OTHER MAJOR COST 
CIGAR 


ELEMENT IN A 


Compared with 1941, tobacco increased 169 percent in 1952; labor rates in- 
reased 138 percent, and revenue taxes increased 241 percent Despite thes 
tremendous increases, the cigar industry has been unable because of consumer 
resistance to adjust its prices with the result that net 
shed to uneconomic levels. 


earnings have dimin- 


6. THE CIGAR INDUSTRY IS NOT KEEPING PACE WITH UNITED STATES ECONOMY 

Comparing 1952 with 1941 consumer’s dollar expenditures for cigars in- 
creased 96 percent while expenditures for durable goods increased 174 percent, 
and nondurable goods 170 percent. Disposable 
United States rose 155 percent. 
not expended for cigars. 


income of consumers in the 


But a proportionate share of this income wa 


7. PRESENT TAX STRUCTURE HAS RESULTED IN SERIOUS DISLOCATIONS 


The present tax schedule now in effect is inequitable and has resulted in serious 
dislocations between price brackets. It has little relationship to the retail price 
of the product. The tax rates ranging from 4 percent to 25 percent. 
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8. A NEW TAX SCHEDULE IS NECESSARY 


Our proposal distributes the tax burden equitably and should yield approxi- 
mately the revenue anticipated by the Government when the present tax law was 
e nacted It will permit greater flexibility in pricing of cigars since the tax 
ri is approximately the same throughout all classes and the tax breaks are just 


normal retail price groupings. 
£ 


tar schedule proposed by Cigar Manufacturers Association of 
imerica 


schedule 


Mr. Cartson. Our proposed schedule will provide greater flexi- 

bility in the pric ing of oul p oduct and is the nearest approach to an 
ad valorem tax without imposing drastic changes in the industry’s 
pricing practices. It provides a natural grouping of prices in each 
tax bracket. For example, the 2-for-5- and 3-for-10-cent cigars are 
taxed alike. The 5- and 6-cent cigars are included in a single tax 
class. ‘These tradit ional competitive price groupings are recognized 
and maintained throughout our entire proposed schedule. 
May I therefore, on behalf of the thousands of tobacco farmers in 
ie States of New York, Connecticut, Pennsylvania, Massachusetts, 
Florida, Georgia, Wisconsin, tr and Minnesota, their families, 
their r employees, the thousands of leaf pac ‘kers, the thousands of to- 
bac oo distributor’, and the hundre aves thousands of independent retail 
tobacco merchants, the cigar manufacturers, and their thousands of 
employees urge your serious consideration of our prayer for relief 
from the burden of a wartime-imposed taxload which has stifled and 
impeded the recovery ofa depressed industry. 

Mr. Simpson. For the committee I thank you, Mr. Carlson, for your 
appearance. [ recollect the case made by your industry back in 1950 
and 1951, at which time efforts were made to increase the then high tax 
on cigars, and the effectiveness of your arguments which persuaded the 
committee in 1951 not to grant the increase requested, I call attention 
to the fact that we did that at a time we were desperately seeking more 
money. We recognized your industry was one which could not stand 
more taxes. Unlike the subject of the previous witness, you are ap- 


t 
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earing before us representing what might be termed a hardship 
‘ase, applying to the industry. 

Mr. Cartson. That is the way we see it. 

Mr. Sumpson. And you are asking relief from a tax burden which 
s, as you see it, affecting the volume and sale of your product and 
lecreasing or affecting Federal revenues adversely by that very fact, 
ire you not? 

Mr. Cartson. Yes, sir. 

Mr. Stmpson. I call attention that the other witness’ testimony was 

t the other way. As Mr. Eberharter developed, he and I together, 

seems as though the higher the taxes go, the sales continue increasing. 
You are unlike that, then, in that respect, are you ? 

Mr. Carison. I don’t like to be in the position of taking sides on an 
sue, but one thing is very clear, Mr. Simpson: We feel that ours is a 

pressed industry, We have a product which is extremely sensitive 
} price increase. The industry has been most modest in price ad- 

nces purely because it has not shown steady growth over the years, 

d we are practically in a squeeze between increased labor costs, in- 
creased materials costs, plus what we feel is not only an excessive 
tax rate, under present-day conditions in the light of our understand- 

ng back some years ago, that it would not yield as much to the Gov- 

rnment as it has, and frankly we do not know what direction to 
move in. 

Mr. Srareson. I always thought when we had a limited amount of 

oney to play with by way of possible excise-tax reductions that those 

dustries which are unhappily hardest hit and are represented in a 
hardship area should be given an advantage of tax reduction first. 

Mr. Eberharter, any questions? 

Mr. Exeruarrer. Your proposal would bring in, according to your 
stimate, about $26 million ¢ 

Mr. Cartson. Approximately so, sir. 

Mr. Evernarrer. On cigars? 

Mr. Cartson. That is correct, sir. 

Mr. Eseruarrter. ‘That would be what the Secretary of the Treasury 
asked for in 1951. 

Mr. Cartson. Yes, sir. 

Mr. Esernarrer. That was 1950. 

Mr. Cartson. That was 1942. 

Mr. Esernarter. That is right. Your memorandum here, Cigar 
Industry’s Story at a Glance, is covered by your statement, is it not, 
the items in the memorandum ¢ 

Mr. Caruson. Yes, sir; that is a brief summary of the presentation. 

Mr. Esernarrer. Do you want that in the record, too? 

Mr. Cartson. That is for purposes of your convenience at the mo- 
ment. It is the statement that I made just now that we would want 
in the record. 

Mr. Esernarrer. This schedule that you present here is the sug- 
gested schedule of the industry. 

Mr. Carison. That is correct, sir. We are submitting a brief for 
the record which will include the schedule. 

Mr. Epernarter. Do you think the sales of cigars will increase if 
prices are reduced? Do you intend to reduce the prices if taxes are 
reduced ? 
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Mr. Cartson. Mr. Eberharter, it is difficult for me sitting here as a 
representative of the industry as a whole to indicate what any individ- 
ual manufacturer might do, price-structure-wise. The point I would 
like to make, however, is that with the suggested new schedule that 
we propose, the manufacturer would have more opportunity for move- 
ment up and down, pricewise, without jumping from one tax bracket 
to another which, in itself, pyramids the costs. We feel that given 
an opportunity to operate within the schedule which we propose the 
industry would have a greater opportunity to increase its sales, which 
in turn would accrue benefits to the Government as well. 

Mr. Esernarrer. The representative of the cigarette industry and 
those connected with it said that price at present is not a factor in the 
volume of sales of cigarettes, but you feel the price is a factor in the 
volume of sales of cigars ¢ 

Mr. Cartson. We very much do feel that it is. 

Mr. Esernarrer. Emphatically so? 

Mr. Carson. Yes, sir. 

Mr. Esernarrer. Thank you. 

Mr. Curtis of Nebraska. You make reference to the fact that the 
tax-rate schedule is out of step with the pricing practices in the in- 
dustry. On whom does that irregularity fall? Does it make it awk- 
ward for the retailer, consumer, or the manufacturer ? 

Mr. Cartson. Actually, sir, it reflects itself all the way down the 
line. Asan example, the present tax schedule—well, let me put it this 
way: You have certain traditional pricing in cigars. One manufac- 
turer may isolate himself to manufacture cigars retailing at 5 cents. 
Another manufacturer may be known to manufacture cigars in the 
2-for-15-cents bracket and another at 10 cents and so on, and he is 
identified with that price bracket. Let us assume that he is con 
fronted, which he actually is, with increased materials and labor costs, 
and finds it necessary to advance prices to offset. those increased costs: 
The schedule that we offer as a proposal now would give him a greate: 
opportunity to move without adding to it a new tax bracket which, in 
itself, would run him up into a higher bracket. If I may have per- 
mission to do so, I would like to point out some of the difficulties that 
cigar manufacturers have encountered as a result of the haphazard 
incidents of the present schedule of cigar taxes. 

Mr. Simpson. You have that permission, if you want to extend 
your remarks in the record. 

Mr. Caruson. It is all right for us. Let us assume we had a 2 for 
15 cents cigar which because of an increase in the materials and 
labor costs amounting to $4 per thousand cigars must be raised to a 
proper price. The proper price of that cigar would be three for a 
quarter. This would mean an increase in the wholesale list price of 
$5 per thousand. However, such an increase would shift the cigar 
from present class D to class E, costing an additional $3 in tax. Now 
what happens? After trade discounts we would only get $4.40 out of 
that $5, but we would have to pay the Treasury $3 out of it, leaving 
only $1.40. Since $1.40 does not cover the $4 cost price increase, the 
retail price would have to be set at 9 cents instead of three for a 
quarter. This new schedule which we propose, we feel, would offer 
the opportunity for movement without getting into a new tax bracket 
which would, in itself, increase the cost that much more. 

Mr. Srwpson. Mr. Sadlak will inquire. 
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Mr. Sapvaxk. I think the word Mr. Carlson is looking for is flexi- 
bility. That is what he means and what he is pleading for before 
this committee. I noted in your statement that from 1947 to 1950 
you were then suffer ing a hi rds hip because of the tax, and the situa- 
tion instead of bettering itself has become worsened, as you have 
stated on page « 3 at the bottom of the paragri aph ; that it was never- 
theless lower in 1952 than it had been in any prewar years except the 
depression years of 1932 and 1933. 

Mr. Caruson. That is correct. 

Mr. Sapiak. Being in the business and in the trade you should 
know. Whatever happened to the 5-cent cigar that we always said 
this country needed? Did the taxes bring it up to that 6-cent cigar 
that you are talking about, or did it bring it up higher than that, and 
then completely go out of existence ? 

Mr. Carson, I think when the statement was made by Thomas 
Marshall, if I recall correctly, there were 5-cent cigars available. I 
believe that cigars are higher priced today by virtue of taxes, general 
economic conditions, which have caused all commodities to increase in 
price. I should like to point out, however, that the price of cigars at 
the retail level or the advance in the price ‘of cigars at the retail level 
does not even approximate the advance in price of many other com- 
modities. 

Mr. SaptakK. [ am tremendously impressed with your statement that 
so many small cigar manufacturers have gone out of business. It is 
attributable to the fact that we have had this tax. That is your con- 
clusion, is it not? 

Mr. Carison. We feel that the tax is a large part of it. I don’t 
think that it would be fair for me to sit ia and say it was the sole 
season, because yeu have normal business mortalities ‘under any set of 
circumstances. But we do feel that the tax works a hardship on the 
industry, and some reason must be attributed to the fact that there 
are today less than 2,000 factories as compared with some 10,000 in 
1926. 

Mr. Sapviak. In other words, it is a contributing factor. 

Mr. Caruson. We feel it is largely a contr ibuting factor; yes, sir. 

Mr. Sapiak. That is all the questions I have. 

Mr. Simpson. We thank you, Mr. Carlson. 

‘The committee will stand adjourned. 

(Whereupon, at 9:10 p. m., the committee was recessed. ) 
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THURSDAY, JULY 30, 1953 
Hovse or Representatives, 
CoMMITTEE ON Ways ann MEANS, 
Washington, D. C. 

The committee met, pursuant to recess, at 7 p. m., in the Ways and 
Means Committee room, Hon. Noah M. Mason presiding. 

Mr. Mason. The meeting will come to order. 

The chairman advises me that he is awaiting the President’s mes- 
age on the debt linsitation, and he cannot leave to be here until that 
message comes in. He has asked me to start the hearings, because 

have about 2 hours and a half, and we have an executive meeting 
after that. 

It is not a very nice showing for the witnesses to come here and 
give their testimony and statements without a good attendance of the 

mmittee members, but unfortunately this day has been a hectic day 
from start to finish. 

In the first place, I am fighting a terrible summer cold. so naturally 

vould be a hectic day for me. But it has been a hectic day for all 

committee members, and nothing can be done about it. 

We have topic 40 for tonight’s session, excise-tax rates, continued. 
We are having night sessions every day for 2 weeks on this same 

biect, to try to cover it. 

rhe first witness is Mr. Ernest Carleton Nickerson, vice president, 
passenger service, the New York Central Railroad Co., for the As- 
ociation of American Railroads—excise taxes on transportation. 

Is Mr. Nickerson here? 

Mr. Nickerson. Yes, sir. 

Mr. Mason. Will you take the chair, Mr. Nickerson, and give your 
name and address to the reporter? 


STATEMENT OF ERNEST CARLETON NICKERSON, VICE PRESIDENT, 
NEW YORK CENTRAL RAILROAD CO., APPEARING FOR THE 
ASSOCIATION OF AMERICAN RAILROADS 


Mr. Nickerson. My name is Ernest C. Nickerson. I am vice presi- 
dent, passenger services, of the New York Central system. 

I am here on behalf of the Association of American Railroads, which 
represents 95 percent of the railroad industry. I am here to urge 
upon you the discontinuance and elimination of the 15 percent trans- 
portation tax on persons, 

I intend to be brief, because I recognize the necessity for such. 

Mr. Mason. We will be grateful if you will hit the high spots and 
just file your statement for our benefit. 
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Mr. Nickerson. That is what I will do. I have here a copy of my 
statement which I would like to have incorporated in the record. 

Mr. Mason. Without objection, it will be incorporated. 

(Mr. Nickerson’s prepared statement is as follows :) 


STATEMENT OF ERNEST C. NICKERSON, REPRESENTING ASSOCIATION OF AMERICAN 
RAILROADS, ON ITEM 40, Excise TAXES 


Mr. Chairman and gentlemen, my name is Ernest C. Nickerson and I am 
vice president, passenger service of the New York Central Railroad Co. with 
offices at 466 Lexington Avenue, New York, N. Y. 

I am appearing here on behalf of the Association of American Railroads. 
That association is a voluntary nonprofit organization including among its mem- 
bership practically all of the class I railroads of the United States. Its mem 
bership comprises railroads having approximately 95 percent of the railroad 
mileage and approximately the same percentage of the gross revenues of all of 
the railroad carriers of the country. 


TRANSPORTATION TAX ON PERSONS 


My appearance at this hearing is to urge, on behalf of the railroad industry, 
the repeal of the excise tax on the transportation of persons. This tax is now 
at the rate of 15 percent and is imposed by section 3649 of the Internal Revenue 
Code. 

This is the second time in the 20th century that the traveling public has been 
required to pay a tax for using railroad service. The first time the tax was 
imposed was a wartime measure in 1917 and it was repealed in 1921. The Revenue 
Act of 1941 again levied a tax on the transportation of persons, at the rate of 
5 percent, effective October 10, 1941. The rate was increased to 10 percent 
on November 1, 1942, by section 609 of the Revenue Act of 1942, and to 15 
percent on April 1, 1944, by section 302 of the Revenue Act of 1943. The tax 
has remained at the same 15 percent rate since that date. 


TAX IMPOSED TO DISCOURAGE TRAVEL 


During the World War II period, in response to the policy established by the 
Government through the Office of Defense Transportation, the railroads used 
every effort to discourage unnecessary travel so as to assure adequate transporta 
tion facilities for the Armed Forces and persons engaged in essential services 
Surely everyone remembers the development of the slogan “Is This Trip 
Necessary?” This joint government and railroad effort to discourage all but 
essential travel was a splendid example of the subordination of private interests 
in favor of the national interest. The heavy tax on transportation charges 
imposed by the Government was considered a most important part of this 
plan to discourage civilian travel. 

When the war emergency period ended, military and essential travel declined 
precipitately, thereby releasing sufficient rail facilities for normal travel. The 
railroads had every reason to expect that, after the war emergency came to 
an end and equipment was available to handle normal civilian travel, the tax 
on transportation which was imposed to discourage and reduce civilian travel 
would be removed. In line with this expectation was the large-scale program of 
new passenger car purchases instituted by the railroads in the early postwar 
period, in anticipation of building up their civilian passenger traffic. Certainly 
the railroads did not expect that one of the most important Government deter 
rents to travel on railroads would be continued after the reason therefor had long 
expired. Nevertheless, although some 8 years have gone by since the end of 
the war, this regressive tax continues in effect and is still effectively doing 
the job it was designed to do—namely, to discourage travel on public trans- 
portation facilities. 

The rail passenger industry in this country has a net investment attributable 
to passenger facilities of over $5% billion. Yet according to the Interstate Com- 
merce Commission figures the railroads had a computed deficit in the year 1952 
of $643 million on operations from passenger trains, express, baggage, and postal 
services 

One important thing that must be done to eliminate the crippling financial 
losses from passenger services is to increase passenger traffic. But here the rail- 
roads are seriously impeded by the continuance of the tax on the transportation 
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f persons. This levy—largely designed as a deterrent to travel and still effec- 
tively operating as one—is having serious adverse consequences on the railroad 
passenger transportation industry in this country. 

The depressed condition of this rail passenger industry is even more shocking 
when one considers that while total intercity travel is at its highest point in 
history, intercity railroad passenger travel is declining. A most important 
factor contributing to this condition is the 15 percent tax. Unless prompt action 
is taken to remove this tax which serves as a brake on normal civilian travel the 
continued depressed condition of the rail passenger industry may have a most 
important adverse effect upon the entire transportation industry in this country 
ind upon the entire national economy as well. 


TAX IS DISCRIMINATORY 


It is important to remember that this tax is discriminatory since it applies only 
common carrier transportation. Private carriage therefore escapes this tax. 
rhe traveler often takes the obvious alternative when faced with utilizing rail 
mmon carrier service and paying this heavy tax or utilizing private means of 
insportation and thus escaping the tax. Since a part of the traveling public 
y avoid the tax by using private means of transportation we have a further 
rimination against the low-income groups who are unable to provide their 
wn private transportation facilities. 
‘his discrimination is a serious matter. Four out of every ten families in the 
United States do not own private means of transportation, and about two out of 
ee families earning less than $3,000 per year are without private means of 
ransportation. This is particularly significant since about half of the families 
the country are in this latter group. These families are therefore generally 
mpelled to use public transportation services subject to tax. They have no 
oice but to pay the tax regardless of whether the purpose of the trip be 
ition or dire necessity. 
Former Secretary of the Treasury, Hon. John W. Snyder, in his statement to 
Ways and Means Committee on February 3, 1950, pointed out the discrimi- 


tory nature of this tax and also pointed out that the benelits from eliminating 
tax would be widely distributed “among business and consumers.” 
[ would like to tell this committee a little about the growth of intercity travel 
this country and the diversion of travel from public carriage to private 
riage. Then I would like to show the actual depressed condition of the rail 
senger transportation industry. The purpose of all of this will be to show 
that while total intercity travel is increasing, railroad travel has been de- 
ning and the problem is becoming more serious day by day. Railroads are a 
mass transportation medium. They are geared to handle a large volume of 
business; they have the facilities and equipment to do that. 


TAX DRIVES INTERCITY TRAVEL FROM COMMON CARRIERS TO PRIVATE CARRIAGE 


In order to show what has happened in this field of intercity travel I would 
ke to make some comparisons between the year 1946, the first full postwar year, 
ind the year 1952. For that purpose I call your attention to the chart marked 
Exhibit A.” 

From this chart you will note that total intercity travel (exclusive of com- 
nutation) increased from some 345 billion passenger-miles in 1946 to over 453 
llion in 1952, an increase of some 31 percent. Let us look, however, at what 
happened to travel by common carrier as compared with travel by private carrier. 

In 1946 common carriers of all types handled some 90.3 billion passenger-miles 
ut of a total of 345 billion, or some 26 percent. In 1952 the common-carrier 
isiness dropped to about 62.4 billion passenger-miles, a drop of 31 percent. 
More importantly, however, the common carriers handled less than 14 percent of 
the total intercity traffic in 1952 as compared with 26 percent in 1946. 

It is thus readily apparent that the business formerly being handled by the 
ommon carriers is being driven to private carriage. There can be no question 
but that the discriminatory nature of this tax which applies only to common 
‘arriage and not to private carriage, is a most important factor in this trend. 
The picture is even more alarming when we examine into what has happened 
n the rail-passenger situation. For that purpose again I would like to make 
some further comparisons between 1946 and 1952 using figures for the class I 
railroads of the country, and I call your attention to chart marked “Exhibit B.” 

In 1946 the railroads handled some 39 billion coach-passenger-miles and 19.8 

billion pullman-passenger-miles, or a total of 58.8 billion passenger-miles. 
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In 1952 this total had dropped to 29.3 billion passenger-miles, a decrease of 50 
percent. The coach business had dropped to 19.8 billion passenger-miles or a 
decrease of 49 percent, and the pullman business has dropped to 9.5 billion 
paussenger-miles or a decrease of 52 percent. This decline in business is n 
confined to any particular company or section of the country. I refer you to 
exhibit C attached which shows a comparison of passenger-miles and passenger 
revenues for the years 1946 and 1952 for the 10 principal passenger-carrying 
railroads of the country. 

This downward trend in business is even more obvious when the decade from 
1942 to 1952 is examined. The attached chart, exhibit D, shows the revenus 
passenger-miles for each of the years better than the mere recitation of numbers 
The line shows that business has declined sharply from the peak year of 1944 
and since 1946 the total volume has been substantially below that of 1942. 

Through the month of April 1953 there has been a further sharp decrease of 
9 percent in rail-revenue passenger-miles from 1952, indicating that this down 
ward trend has not been stopped and that action to reverse this trend is more 
important new than ever before. 


TAX IS DEPRESSING RAIL-PASSENGER TRANSPORTATION INDUSTRY 


The rail-passenger industry of this country has a net investment in passenger 
service facilities of over $5% billion. Since 1945 railroads have not only re 
ceived no return on this investment but have sustained staggering losses each 
year running into hundreds of millions of dollars. In 1946 the deficit from 
passenger-service operations amounted to $140 million. By 1952 this deficit had 
risen to $643 million. And all of this during a period of unparalleled prosperity 
in this country. Attached is exhibit E showing the deficit from passenger-train 
operations, by years, since 1946. Exhibit F attached shows the net income or 
deficit in the years 1946 and 1952 for 10 principal passenger-carrying railroads 
in the country. 

To bring the matter a little bit more into focus I refer you to exhibit G. This 
chart shows a comparison of expenses and revenues from passenger-service 
operations for the years 1946 and 1952 and also shows the net result. It indicates 
that the railroads are being caught in the squeeze of declining revenues and 
increasing costs, 

You will notice that the expenses went from a total of $1.8 billion in 1946 to a 
total of $2.1 billion in 1952. At the same time the revenue from passenger serv 
ices declined from $1.7 billion in 1946 to about $1.5 billion in 1952. With the 
increase in the sprend between expenses and income the natural result followed ; 
a loss in 1952 from all passenger services of $643 million. 

If you wil! refer to exhibit H you will perhaps get some idea of the increasing 
costs of railroad labor alone. You will notice that while the average number of 
employees decreased some 3.5 percent from 1942 to 1952, the total compensatio 
for labor increased over S2 percent. In this same period the average hourly rate 
of compensation increased some 121 percent. In contrast with these heavy 
increases in labor costs between these same years, the average revenue per pas 
senger-mile increased only 39.5 percent. 

A comparison of the average revenue per passenger-mile with the expense of 
providing passenger services, the wholesale price index and the consumers price 
index is shown as exhibit 1. You will notice the latter three indexes have soared 
far above the index for the average revenue per passenger-mile. It is no wonder 
then that the rail-passenzer operations have resulted in deficits. What industr 
could long survive the onslaught of increasing costs, decreasing revenues, and 
decreasing volume, no matter how efficiently operated? In view of this situa 
tion this discriminatory passenger tax which serves to curtail the volume of 
traffic should be repealed. 

The Treasury Department in its report entitled “Federal Excise Taxes on 
Transportation,” released on December 19, 1947, stated in part: 

“The prewar history of railroad rates indicates that coach travel is rather 
sensitive to changes in passenger fares. Accordingly, under normal conditions, 
the profits of railroads may be affected substantially by the existence of the tax 
Recause of large fixed costs a small decrease in passenger revenue can have an 
important effect on profits from passenger operations. Since railroads are aga 
showing deficits on passenger operations, any reduction in traffic resulting from 
the tax would add to their difficulties.” 

All of this is particularly important since we are talking about the largest 
single mass-transportation system in the country and the effect that continued 
passenger losses nay have upon our national transportation policy of developing 
and preserving adequate rail facilities to meet the needs of commerce and the 
national defense. It might be noted that during the 45 months between Decem- 












| 


















GENERAL REVENUE REVISION 2257 


ber 1941 and August 1945, the railroads handled 98 percent of all military travel 
in organized groups of 40 or more. 

We must be able to preserve our volume of traffic. A 1-percent recovery of 
business from private transportation would produce about 4 billion passenger- 
miles for railroads. It would only take some 7 percent of intercity traffic going 

y private means of transportation today to restore to the railroads their 1946 
volume. We think that a big step forward in enabling us to obtuin this higher 
volume would be to remove the discriminatory 15-percent tax, 

Despite the losses sustained in passenger services the railroads have sought 
constantly to improve and modernize their equipment and facilities. Thus be- 
tween the years 1946 anod 1952, the railroads of this country asquired over 5,000 
passenger-train cars at a cost of about $500 million. During approximately this 
same period the railroads of this country have acquired for passenger service 
about 3,200 diesel locomotive units at a cost of an additional $500 million. Many 
more hundreds of millions of dollars have been spent and are being spent by the 
railreads in modernizing and improving and replacing equipment and facilities 

r passenger services. 

The passenger-carrying railroads of this country cannot continue indefinitely 
to make these large expenditures in the face of continuing and mounting losses 
from operations. The effect of a curtailment of expenditures by railroads in 
this field cannot avoid being felt all over the country and will of necessity have 
in adverse effect upon the economy. 


RAILROADS MORE MODERN AND EFFICIENT THAN EVER 


Che railroads of America are operating far more efficiently today than at any 
me in their history. You will find just three of these efficiency factors set out 
the chart marked “Exhibit J... There are more cars per train, train speeds 
ire higher, and miles per locomotive-day are at the greatest point ever. 
Acquisition of new equipment and motive power are not all that the railroads 
have done. New passenger stations embodying modern design and comfort have 
been constructed in many parts of the country. In other cities stations are being 
mstructed and modernized. One such project alone now in progress will 
st over $27 million. 
important improvements in other areas have also been made. The diesel loco- 
iotive has meant a cleaner and smoother ride for the traveling public. ‘lo serve 
ur customers faster improved-type reservation systems have been installed, 
Only a few months ago an experiment with a completely new and different type 
ticket-office and reservation system was started in Pittsburgh, Pa., and Cleveland, 
Ohio; schedules have been improved; there are de luxe trains in service between 
e principal cities of the country: through cars from coast to coast are now part 
of the regular service; improvements have been made in shop facilities to enable 
the railroads to maintain their equipment in top condition more economically. 
Even though railroad fares have been kept at levels far below the increased 
costs to railroads or the general increase in the price levels, important expert- 
ments are in progress in various areas of the country in providing transportation 
t even lower costs to the traveling public. We now have in effect in some areas 
the family plan which enables a family to travel with their children without any 
extra charge for children under 12 or for only one-half fare for the children be- 
tween 12 and 16. Thus savings of even more than 50 percent are available de- 
pending upon the number of children in the group. Group-plan fares involving 
3 or more adults are in effect in some areas permitting important savings of 25 
percent to the traveler when traveling in groups of 3 or more. Similarly, reduc- 
tions have been made in the charges for off-hour suburban travel. More recently 
2 eastern carriers have experimentally reduced rates by 3314 percent between 
Cincinnati, Ohio, and Detroit, Mich., and intermediate points, in this effort to 
stimulate new travel as well as to regain part of the large volume of business now 
going by private means. There is, however, an economic limit to which railroads 
can go in this area of price concessions. 


RAILROADS HAVE CAPACITY TO ILANDLE LARGER VOLUME 


The Interstate Commerce Commission in its annual report for 1952 reported 
that about 28 percent of the seating capacity of the railroads of this country is 
being used. Accordingly there is an unused seating capacity of about 72 percent. 
This certainly shows that increased volume is one of the most important answers 
to this passenger-service problem. Since the capacity already exists an increase 
of volume would produce greater revenue without any material increase in costs, 
thereby helping substantially to reduce the large losses now being sustained. 
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CONCLUSION 


The continuation of the 15-percent tax on transportation is discrimimatory 
and regressive. It is seriously depressing one of the industries most essential for 
the commerce and national defense of this country. Prompt action in the repeal 
of this tax will go a long way in assisting this industry to overcome the stagger- 
ing losses which are currently being sustained. Railroads are already doing 
everything within their power to deal with this problem. Governmental brakes 
on their efforts should be removed. 
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EXHIBIT C.—Revenue passenger-miles and passenger-revenue 





Revenue p°ssenger miles Passenger revenue 
mil +} 1 
' - 
1946 1952 +4e 1952 
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H 2 ( 4 f 
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Exuisit E.—Class I Railroads of the United States—Passenger service 
net railway operating income 


[Deficit] 
Milliona of 
Year: dollars 


1946 
lca 
1948__ 

1949 

1950 ' 


=o 
2 The railroads’ passenger-service revenues in 1950 were augmented by about $107 millien 
of retroactive mail pay applicable to prior years. 
? Preliminary. 


Seurce: Monthly Comment on Transportation Statistics of the Interstate Commerce 
Commission. 


Exnipit F.—Passenger scrvice net railway operating income 
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Source: Records of the Interstate Commerce Commission, 
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EMPLOYEES, COMPENSATION, AVERAGE STRAIGHT TIME HOURLY RATE, 
REVENUE PER PASSENGER MILE 
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IMPROVEMENTS IN PASSENGER TRAIN PERFORMANCE 
CLASS | RAILWAYS 
YEARS 1942 AND 1952 


AVERAGE TRAIN SPEED MILES PER 
CARS PER TRAIN (MILES PER HOUR) LOCOMOTIVE DAY 


° 


aay 1942 Laeee 1952 SOURCE: RECOROS OF THE INTERSTATE COMMERCE COMMISSION 


Mr. Nickerson. I shall now be very brief, in your interest, and 
I will endeavor to give you the 9 principal reasons why we feel that 
the 15-percent transportation tax on persons should be eliminated. 

Reason No. 1: This is a tax on a depressed business. The volume 
of passenger traflic is declining. I would like to refer you to an 
exhibit which I think you will find before you there, which is marked 

“Exhibit No. 1” in red in the up per right-hand corner. If you will 
look at that exhibit, you will notice that the revenue passenger- = 
of the railroads, exhibit 1, in 1952 compared with 1946 showed : 
decrease of 49 percent in coaches, and 52 percent in pullmans. 

I would like to refer you now to exhibit 2, which is before you, 
marked “Exhibit No. 2” in red, which shows that passenger revenue 
in 1952 was 28 percent below that of 1946. 

I would like to add that in 1953, to date, the passenger traffic is 
running at the rate of about 9 percent below last year. Traffic is 
still dwindling. 

To show further that this is a depressed business, the railroads 
from their passenger operations are sustaining very substantial de- 
ficits. If you will please refer to exhibits 3 and 4, which are before 
you, you will notice there that the railroads’ deficit in 1946 from pas- 
senger service operations was $140 million. By 1952 it had risen to 
$643 million. 

If you will refer, please, to exhibit 5, which is before you, you will 
see that this passenger deficit is not peculiar to any particular section 
of the country, but 1s general throughout the country 

Reason No. 2 why we think this tax should be eliminated: 

This tax is discriminatory as between common and private carriage 
of persons. 

Will you please refer to exhibit 6, which is before you. This exhibit 
shows that intercity passenger- miles—in other words, passenger 








GENERAL REVENUE REVISION 2263 






travel—in 1952 compared with 1946 shows a decrease in common- 
arrier traffic of 31 percent. During the same period you will notice 
that traffic by private carriers incre: ased 54 percent. 

Mr. Mason. What do you mean by “private carrier”? 

Mr. Nickerson. The private carriers, intercity, of passengers, is 
principally the private automobile. 

This, I think you will agree, is a very sad situation. As shown in 
this exhibit, the total intercity travel rose 31 percent jn 1952 over 
1946, to an alltime peak, and during that same period railroad traffic 

eclined 50 percent and railroad travel is still dwindling. 

Reason No. 3: This 15-percent transportation tax on persons is dis- 
riminatory as between persons, particularly against those people who 

re unable to provide their own private transportation facilities. 
That is particularly significant when you realize that 4 out of every 10 
families in the United States do not own an automobile. 

It is also particularly startling when you realize that about 2 out of 
every 3 families earning less than $3,000 per year do not own an 
\utomobile, and that class of family constitute about one-half the 
families in the country. Those people, when they want to travel, 
inless they can travel with some friend of theirs who owns an auto- 
obile, have to use common-carrier transportation and pay the 15- 

percent tax. 

Reason No. Me The railroad industry has a tremendous investment 

passenger facilities, and has been continuously improving them. 
The rs nilronds? investment in passenger-service facilities is over $514 

llion. Great improvements have been made since 1946. Over 5,000 
ussenger train cars have been added to service at a cost of about half 

i billion dollars. Over 3,200 diesel locomotive units, at a cost of about 
nother half billion dollars, and hundreds of millions have been spent 
m other facilities. 

In spite of that fact, in 1952 the deficit from passenger-service op- 
rations was $643 million. 

Certainly with decreasing revenue and increasing deficit, it raises 
. very serious question regarding future e xpenditures. 

Reason No. 5: The railroads are improving their efficiency of pas- 
senger operation. If you will please refer to exhibit. 7, you will 
otice there that the cars per train increased ton 9.2 cars in 1942 to 
10.4 in 1952. You will notice the train speed, as measured in miles 
per hour, increased from 35.7 miles per hour in 1942 to 38.3 in 1952. 
That speed includes allowance for terminal time, which makes it as 
low as it is. 

You will notice that the miles per locomotive day increased from 
207 to 266. 

Reason No. 6—and I call this particularly to your attention: The 
price for rail transportation has risen far less than the increase in 
prices of things generally, as well as far less than the increase in rail- 
road costs, lars gely because of competition of private transportation on 
which the 15-percent tax is not collectible. 

I refer you to exhibit 8. You will notice that the lower line here 
shows the average revenue per passenger-mile from 1939 to 1952, and 
you will see that that is at the bottom of all the lines. wholesale prices, 
onsumer prices, and total expense of passenger service. 

To summarize that briefly, comparing 1952 with 1942, average reve- 
nue per passenger-mile has increased 3914 percent. T he average price 


















































































































































































































2264 GENERAL REVENUE REVISION 


of things which people buy, consumer prices, has increased 64 percent ; 
wholesale pric " ™ ave increased 77 percent. 

a you = pl ase refer to exhibit 9, the third column in that ex- 
hibit, you will see that the average straight-time hourly rates paid 
in the re ideal industry have increased 121 percent. 

I want to point out to you that, in spite of the fact that our fares 
today are at a relatively depressed basis, we are now having to go 
ahead, principally in order to meet private transportat ion compe tition, 
and further reduce those depressed rates. 

The eastern roads recently inaugurated what is called the family 
plan. In other words, there is no charge for a child under 12, half- 
fare for a child 12 to 16, provided they are accompanied by an adult 
at full fare—aimed right at the group movement in the automobile 
That results in decreases in fares, decrease in cost to the customer of 
as much as 50 percent. 

Some of the roads have gone ahead in the last year with a group 
plan. In other words, where 3 or more people travel together, they 
get a 25-percent reduction. 

Because of the competition of the private automobile, which do not 
pay this tax, some of the eastern roads, effective June 15, reduced the 
fares between Detroit, Toledo, and Cincinnati 33 percent. 

Bear in mind, these are reductions on an already relatively de- 
pressed fare, and it is reductions which are having to be made princi- 
ps illy to meet pr ivate carrier competit ion. 

Reason No. 7: The continuing decline in rail revenues is apt to 
mean less rail plant available in times of national emergency. We 
all know that during World War IT, the railroads handled 98 percent 
of the organized group military travel. 

To cite just 1 case of what is happening on the railroad with which 
I am associated, the New York Central Railroad, in the last 12 months 
we have taken, because of declining business, 300 passenger train cars 
out of service and retired them. 

Reason No. 8: The 15-percent tax, which was an important part of 
the plan during World War II to discourage civilian common-carrier 
travel, is still helping to accomplish that purpose. 

I refer you back to exhibit 6, which you have before you, and you 
will recall there it shows that, comparing 1952 with 1946, common- 
carrier travel decreased 31 percent while private-carrier travel in- 
creased 54 percent. 

Reason No. 9: This 15-percent tax, as a factor affecting rail 
revenues, affects expenditures for equipment and facilities, the amount 
of service provided, and employment. 

I want to illustrate that situation to you by what is going on in the 
railroad that I am associated with, the New York Central. I men- 
tioned to you a moment ago that in the last 12 months, because of 
dwindling passenger revenue, we have taken 300 passenger service cars 
out of operation. Today, compared with a year ago, we are operating 
2 million passenger train miles less than we were a year ago. Because 
of dw indling passenger revenue since January 1, 1953, we have dis- 
continued 32 passenger trains. We now have in hearing before public 
utilities commissions or ready for filing before such commissions, the 
discontinuance of 33 additional trains, and we have under study for 
discontinuance an additional 119 passenger trains, or an aggregate 
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\f 184 passenger trains. That is principally because of dwindling 
yassenger revenues. 

I would like to urge upon you, in closing, that the continuation of 

15-percent tax on tr ansportation is dis criminatory and is regres- 
ve, it is seriously depressing 1 of the industries most essenti: il for 
ie commerce and the national defense of this country; and that 
ympt action in the repeal of this tax will goa long way toward help- 

e this industry to overcome these losses which are being sustained in 

ssenger services. 

The railroads, as I have shown you, are doing everything they can 
o deal with this prob lem. We believe that the government: al brakes 

| their efforts should be removed. 

[ want tothank you. I hope your cold is better. 

Mr. Mason. Mr. Nickerson, you have made a very brief but very 

ictical state ment on this problem of yours, and I think it should at 
ast convince the members of this committee that the railroads need 
ne oor So far as I am concerned, I did not need that before 

u start ‘d. 

Do you cue any questions ? 

Mr. Curtis of Nebraska. That tax is 15 percent now. 

Mr. Nickerson. Yes, sir. 

Mr. Curtis of Nebraska. What is the tax on freight ? 

Mr. Nickerson. Three percent. 

Mr. Curtis of Nebraska. I am sorry you did not stress as your 

rst request the removal of the tax on freight. 

Mr. Nickerson. We have a witness who is following me regarding 

.e freight tax. 

Mr. Curtis of Nebraska. That is the most unjust thing. The in- 

— who lives, say, a thousand miles from the terminal market 

perhaps 10 times as much tax to market a load of hogs or a 
ae of wheat as the person who lives 100 miles. It cannot be 
efended. 

I notice in your list of railroads you have a very fine western rail- 

oad listed, the Union Pacific. Was there any reason why you left out 
he Burlington ¢ 

Mr. Nickerson. No; there was no reason for that. They are sus- 
taining a deficit from their passenger oper: ations. In fact, I might 
dd that I believe every railroad in the United States is showing a 
leficit in net railway operating income from their passenger service 
operations. 

We just took example railroads. We would have had to list a tre- 
mendous number. We would have had to include the Burlington as 
well as many others which are not included here. 

Mr. Mason. Mr. Sadlak, any questions ¢ 

Mr. Sapuak. No; thank you. 

Mir. Mason. We thank you, Mr. Nickerson, for your statement. 

Mr. Nickerson. Thank you very much, gentlemen. 

Mr. Curtis of Nebraska (presiding). Mr. W. Mason King, will you 
‘ome forward, please? 

Will you please give your name, address, and for whom you appear, 
o. the reporter, and then you may proceed with your statement. 


; 
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STATEMENT OF W. MASON KING, VICE PRESIDENT, SOUTHERN 
RAILWAY SYSTEM, WASHINGTON, D. C., APPEARING ON BEHALF 
OF THE ASSOCIATION OF AMERICAN RAILROADS 


Mr. Kino. My name is W. Mason King. I am vice president of the 
Southern Railway system, with headquarters in Washington, D. C. 
As such, I am in charge of the traffic department of that railway 
system, and my responsibilities include the pricing and sale of our 
transportation service. 

I am here representing the Association of American Railroads, 
which, as has been said, comprises about 95 percent of the railroad 
mileage of the country; and those railroads members of that associa- 
tion take in about 95 percent of the gross rail revenues of the country. 

There has been placed before you a written statement, which I ask 
that you make a part of the record. 

Mr. Curtis of Nebraska. Without objection, it will be received 
in full. 

(Mr. King’s prepared statement is as follows:) 


STATEMENT OF W. MASON KING, REPRESENTING ASSOCIATION OF AMERICAN RaAII- 
ROADS, IN Re Toric 40, Excise TAXES—TAX ON TRANSPORTATION OF PROPERTY 


My name is W. Mason King. I am vice president of Southern Railway system 
with headquarters at Washington, D. C. I am in charge of the traffic depart- 
ment for Southern and my responsibilities include the pricing and sale of our 
transportation service. 

My appeurance here today is on behalf of the Association of American Rail- 
roads, which is a voluntary nonprotit, organization, including among its mem- 
bership practically all of the class I railroads of the United States, that is, 
those having annual operating revenues of $1 million or more. Its membership 
comprises railroads having approximately 95 percent of the railroad mileage 
and approximately the same percentage of the gross revenues of all the rail 
carriers of the country. 

We believe that of all of the emergency excise taxes now provided by the 
Internal Revenue Code none is more inequitable or bears more heavily on the 
economy than the excise tax on the transportation of property. This is perhaps 
best demonstrated by the fact that this was one of the last emergency excise 
taxes added to the code during World War II. It was imposed in that extreme 
emergency only after a full year of active hostilities after Pearl Harbor. It 
should be repealed immediately for the following reasons: 

1. It adversely affects the national defense effort. 
2. It is readily avoided at the expense of the railroads and other public 
carriers. 
3. It discriminates between long and short hauls as well as between public 
and private carriage. 
TAX IS DISCRIMINATORY 


The excise tax on the transportation of property is discriminatory at two 
vital points. The discrimination in favor of private carriage arises frem the 
fact that it is possible to avoid and escape the tax entirely by performing 
your own transportation service. It is not surprising, therefore, that this tax 
has been an important factor in the tremendous increase in the private carriage 
of commodities in this country since the termination of hostilities in World 
War II. 

Business is run for profit. Farmers, merchants, and manufacturers are not 
to be criticized for increasing their profits by avoiding this tax. This has been 
done, is being done, and will continue to be done in ever increasing volume as 
long as this tax remains in effect. A saving of 2 percent of the gross cost of 
transportation is frequently a controlling factor in the determination of how 
shipments shall move at every level of the economy from the small operator to the 
large concern where very large sums are expended annually for transportation 
service, 
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TAX IS COSTLY 


The charges imposed on and collected from shippers by common carrier through 
the excise tax on the transportation of property have increased steadily and now 
pproach the level of $400 million annually. There is no such net benefit to the 
Federal revenues, however, since substantially all of the tax collected represents 
a deductible expense on the tax returns of the shippers. The increased cost of 
this tax to our shippers results from the normal growth of the economy plus 
ncreased charges for transportation service made necessary by the increased cost 
of the operation. It is clear, however, that the increased gross collections from 
the tax have not kept up with increases in the overall volume of movement. The 
eakage is represented in substantial part by the growth of private carriage. 

The extent of the leakage is apparent when we consider the fact that with 
the absolute volume of the movement of goods expanding with the economy 
ver the last 5 years, and while common-carrier rates for the movement of goods 
have increased just a little more than 75 percent, collections from the tax have 
ncreased less than 25 percent. In other words, where we could have expected 
n increase of more than 75 percent in collections from this tax, the actual in- 
rease has been less than 25 percent. 

Thus the difference between the increased rates for the carriage of goods and 
he increase in the tax receipts plainly shows that a huge volume of business 
has been driven away from the common carriers. It is not surprising, therefore, 
that more than one-third of the large trucks on the crowded highways today 
re operated by the shippers for their own account in a service not subject to 
the excise tax on the transportation of property. The volume of private carriage 
by truck will grow ever larger so long as we continue to have this avoidable and 
rtificial surcharge on the common-carrier rates for the movement of goods. 


AVOIDING THE TAX 


All a businessman needs to do to avoid this tax is to operate a truck for his 
wn account. Prudent businessmen will readily adopt this procedure where 
t is to their overall cost advantage. As individuals, these businessmen are not 

be criticized, but the overall effect on the economy and the national defense 
s very serious. 

Every time another businessman decides to avoid this tax by diverting his 

hipments from the railroads by operating his own truck, or fleet of trucks, just 
that many heavy vehicles are added to the overburdened highway system of the 
country already in critical condition from a safety standpoint, and urgently 
demanding the expenditure of colossal sums for maintenance of existing roads 
quite apart from ever mounting demands for additional highway facilities to be 
financed from the Public Treasury. 

But even if the roads are built, it is the firm conviction of the Interstate Com- 
merce Commission, and of others informed on the transportation situation in this 
country, that there is no substitute for adequate rail transportation. The 
Congress has recognized this fact again and again in declaring its policy of 
maintaining an adequate rail-transportation service in the interest of the na- 
tional defense, the postal service, and the national economy. 

The effect of driving shipments away from the railroads through a discrimina- 
tory and avoidable excise tax is simply to make certain that required rail 
transportation service will not be available when it is needed. There is no 
other possible result. It is not possible, even if we were foolish enough to make 
the attempt, to keep in operation indefinitely a transportation system that is not 
being used. When shipments which would otherwise move by rail are driven 
from the rail carriers by this excise tax, the facilities which would otherwise 
be used to perform this service disappear or never come into being, and when 
the need comes, as it always has in wartime, the transportation facilities simply 
will not be there. 

Once a shipper has made a substantial investment in his own transportation 
equipment there is no assurance that the repeal of this tax will return his 
shipments to the common carriers. We urgently need this tax repealed at once 
in order to avoid losing, perhaps permanently, substantial additional traffic. 
Whereas the railroads formerly carried virtually all of the intercity freight, the 
situation today is fiercely competitive and the railroad proportion has been re- 
duced to less than 60 percent of the total. 
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DANGER TO NATIONAL DEFENSE 


The seriousness of this problem should be clearly understood. It is demon- 
strated by a comparison of the situation of the American railroads today with 
the situation of the roads in 1939. In 1939 the railroads carried 333,438,412.026- 
ton miles of freight. These figures increased by years to a peak in 1944 as 
follows: 


1639... 33, 438, 412. 026 | 1942__.____..___.._.. 687, 983, 503, 000 
POO kk _-. 373, 253, 197, 000 | 1943__ ‘ i ---~ 727, 075, 495, 000 


1962 nn occ $76; 872, 001; 0007 19H 737, 246, 444, 000 


an increase of 121.1 percent over the period. This increase made it possible for 
the railroads to carry 90 percent of all war freight during World War II. 

During this period expansion of existing railroad facilities was restricted be- 
cause the rail industry was necessarily included along with other industry in a 
priorities program under which available materials and manpower were strictly 
rationed between competing demands of the most urgent nature. It is obvious, 
therefore, and must be remembered, that the railroads could not have carried 
the war freight in World War II if they had not had unused capacity in 1939 
and prior years. There is not a comparable unused capacity on the railroads 
today. 

During the thirties the railroads had on hand facilities acquired over the 
period since the beginning of the century, during a great part of which the rail- 
roads had a virtual monopoly of the transportation business. When traffic fell 
off during the thirties, the railroads had no incentive to discard unused equip- 
ment and facilities. They were not paying substantial Federal income taxes 
because they did not have income. 

‘or whatever reason, it is a well recogn'zed fact that the railroads did have 
an excess of capacity over the demand for service in the late thirties and at the 
beginning of World War II. 


NO EXCESS CAPACITY TODAY 


This situation is in striking contrast with the situation on the railroads today. 
Perhaps the most important reason is the revolution that has occurred in the 
type of motive power used. The railroad industry is discarding steam power as 
rapidly as it can and is converting to diesel power. The percentage of rail 
freight transportation performed by diesel power in recent years has been: 
1950, 38.6 percent; 1951, 47.1 percent; 1952, 59.5 percent. It is apparent that 
this percentage is increasing rapidly. It will continue to increase. Coincident 
with the adoption of diese] power, there is a very substantial incentive to retire 
and dispose of unused steam facilities. With tax rates at 52 percent for most 
railroads, there is a very substantial penalty for failure to dispose of unused 
facilities. 

The new power requirements are extremely expensive and have been met on 
a minimum basis. As a result, there is no excess of diesel power on the rail- 
roads of the United States today. Consequently, if the national defense as a 
result of all-out war should require an increase in freight movement com- 
parable to that between 1939 and 1943, the railroads would be faced with 
a nearly impossible task. This has been recognized time and again in official 
reports by the Interstate Commerce Commission and more particularly by the 
Defense Transport Administration, 

Under these circumstances, it is impossible to justify an excise tax which 
drives freight traffic away from the rail carriers, the backbone of the freight 
transportation industry of the Nation, and thereby to discourage the acquisition 
of needed additional facilities and indeed to cause existing facilities to be dis- 
carded through lack of use. During World War II petroleum and other short- 
ages severely restricted highway movement and forced traffic on the railroads, 
There is no doubt that such shortages would recur in any future comparable 
emergency. Therefore, the substitute private carrier truck cannot be relied on to 
continue to carry the load in time of war. 

The ton-miles of freight transportation that can be produced by rail with a 
given quantity of diesel fuel oil is more than 400 percent greater than the ton- 
miles of freight transportation that can be produced by truck with the same 
amount of fuel oil or gasoline. The disparity in manpower utilization is even 
greater. A freight train crew of 5 can move the same volume of freight that 
would require an absolute minimum of 300 truckdrivers calculated on the basis 
of only 1 driver for each truck. This is why rail facilities must be available. 
This tax restricts the availability of rail facilities. It should be repealed. 
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LONG HAUL DISCRIMINATION 


The excise tax on the transportation of property also discriminates between 
ong haul and short haul movements. Shippers remote from their markets must 
be prepared to bear the normal cost of the additional transportation involved in 
bringing their products to their customers. This considerable burden is un- 
fairly compounded when the transportation charge is artificially increased by an 
excise tax calculated on the basis of a percentege of the gross transportation 
charge. On a shipment involving transportation charges of $500 the added 
burden of $15 may make the diiYerence in whether the shipment is made at 

|, for it may determine whether the commodity can be sold in what may be 
ts only available market. The discrimination here is very real and undoubtedly 

ery member of the committee has become thoroughly familiar with this problem 
rough frequent petitions for repeal of this tax. 

rhe tax also discriminates aguinst shippers near the Canadian border. On 
repaid shipments from a point in Canada to a point in the United States the 

x does not apply. On such a shipment of lumber with a freight bill of 
$1,000 a direct saving of $30 can be made by purchasing the lumber in Canada. 

is is a serious discrimination against American lumber producers and all other 

merican industries located near the Canadian border. 


COLLECTION COSTLY TO CARRIERS 


The excise tax on transportation is collected by the carriers and comes into 
e Treasury with perhaps as little collection effort as any receipts that the 
easury enjoys. But this does not mean that the cost of the operation is not 
ne somewhere. It is obvious, of course, that the cost of collection is largely 
rne by the carriers. This is a very serious burden. It amounts to an addi- 
tional tax on the carriers as opposed to other businesses not required to collect 
d account for so substantial an amount of revenue for the Government. This 
lded cost must find its way into our rate structure and is reflected in the in- 
eased charges which the Interstate Commerce Commission has authorized the 
lroads to make for their services. Our shippers tell us again and again that 
s tax represents an enormous burden on their operations, producing an 
creasing restriction on business expansion and growth. 


CONGRESSIONAL POLICY 


The Federal Government is not unmindful of the situation with respect to 
iilroads. A study entitled “Capacity and Capital Requirements of the Railroad 
lustry” was prepared by the Bureau of Tradsport Economics of the Interstate 
Commerce Commissicn and was published September 26, 1952. The study 
iches the conclusion that the railroad industry is seriously deficient with re- 
gard to service requirements in the year “195X" under war conditions, 
fhe continuance of the tax is inconsistent with the congressional transportation 
policy as enunciated in the Interstate Commerce Act. The Interstate Commerce 
Commission is charged with the development of a national transportation system 
adequate to meet the needs of commerce, defense, and postal service. The Com- 
ssion, so charged with giving effect to congressional policy by sound regulation 
f the industry, has criticized the transportation tax as in derogation of that 
licy and as unduly burdensome on the carriers. 62d Annual Report of the 
terstate Commerce Comm. (1948, p. 9; 68d Annual Report of the Interstate 
Commerce Comm. (1949), p. 12; 64th Annual Report of the Interstate Commerce 
Comm. (1950), p. 19; 65th Annuai Report of the Interstate Commerce Comm. 
1951), p. 17; 66th Annual Report of the Interstate Commerce Comm. (1952), 
pp. 49, 53.) 
CONCLUSION 


The railroads make this appearance and statement in the earnest hope and 
expectation that the committee will recommend to Congress the repeal of this 
discriminatory, avoidable tax. The tax produces important revenue but its im- 
pact on the econonry is critical. In an all-out emergency it can be borne and is 
productive. Its continuance in a competitive economy cannot be justified even by 
the most urgent revenue needs. It should be repealed now and should never be 
mposed except in the most extreme emergencies when normal competitive forces 
are not operative. 


Mr. Kina. I would like to make a general statement in further 
support of our views that the tax on the transportation of property 
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has a most severe and detrimental effect on the economy of the coun- 
try, including not only the railroads but other common carriers of 
goods for industry and agriculture alike. 

One of the last taxes to be imposed, and then only sometime after 
Pearl Harbor, the impact of the tax is being felt more and more by all 
segments of our economy. That it should be repealed immediately 
is our belief. 

In my position, I have a first-hand opportunity to observe the ad- 
verse effect of this tax upon industry and upon our economy. Our 
first and most immediate objection arises from the fact that the tax 
is an avoidable one, shippers only having to purchase and operate their 
own trucks to avoid its payment. 

I might say here that that opportunity rests largely with the larger 
shippers and larger organizations who are able to provide their own 
private carriage, that being carriage which they provide for them- 
selves compared with common carriage. 

The smaller industry or the smaller shipper who is not in position 
to supply his own carriage, must pay the tax, and to that extent it 
must be considered discriminatory. 

It is a well-known fact that more and more our large industries, 
however, are operating their own large fleets of trucks. In my capac 
ity as an official of a large railway system, many times I have been 

told that the saving of the 8 percent tax through the performance of 

private carriage of goods is the deciding factor as to whether industry 
will perform its own transportation service or use common carrier 
services, 

One may think that 3 percent is a relatively small amount to have 
such a severe impact upon the mode of transportation. Actually, how 
ever, if a fleet of trucks can be operated even at a break-even point, 
many industries would no doubt be persuaded to perform their own 
transportation service simply to save the 3 percent tax. Indeed, there 
is no doubt that many of our common and contract carrier truckers 
would be glad to make 3 percent on each dollar of revenue. 

For the year 1952, the operating ratio of all the motor carriers, both 
common and contract, reporting to the Interstate Commerce Commis- 
sion, operated with an operating ratio of 95.5 percent. That was before 
taxes. In other words, the total expenses before taxes ate up 951, 
cents out of each dollar. 

If you will bear this figure in mind, you can readily see that the 8 
perce nt transportation tax will soon make itself felt in the mode of 
carriage of goods. 

There is much support for the statement that in excess of 35 percent 
of all the trucks now operating on our highways intercity are private 
fleet vehicles transporting | goods and esc: iping the 3 percent excise tax. 

Our experience is that more and more industries are turning to this 
form of transportation, transporting their own raw materials and 
manufactued goods, and that this type of pivate carriage is due in 
large measure to the 3 percent excise tax. 

Of course, we have no means of determining what the tax avoidance 
through private carriage amounts to, but the Interstate Commerce 
Commission’s Bureau of Transportation Economics and Statistics in 
1951 estimated that the total intercity highway ton-miles amounted to 
approximately 133 billion, of which the private and unregulated— 
that is, the trucks that are exempt from the Commission’s s rule because 
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of handling foreign products, and so forth—and the private carriage 
trucks, performed approximately 61 billion ton-miles. 

The late ICC Commissioner John L. Rogers, testifying in connec- 
tion with S. Res. 50, 81st Congress, at page 1134, estimated that private 
carriage represented 78.6 percent of all unregulated transportation. 
The Interstate Commerce Commission for the same year, 1951, com- 
puted the weighted average revenue of contract and common carrier 
trucklines to be 5,16 cents per ton-mile. 

It is certainly reasonable to assume that the tonnage moving in 
private carriage would have borne an even higher revenue, because it 
is only natural for the shippers to handle their highest rated traffic 
in their own truck fleets, leaving the lower rated traffic to be handled 
y for-hire carriage. 

But if we use the 5.16 per ton-mile figure and Commissioner Rogers’ 
estimate of private carriage in 1951, revenue on traffic handled by 
private carriers would have amounted to the staggering total of $2.5 
billion, approximately, on which a 3 percent tax would have produced 
an amount of approximately $75 million. 

Next, compare this $2.5 billion figure with the freight revenues 
collected by all of the Nation’s class I railroads in 1951, or $8,634 
million. 

So you can see immediately what a tremendous effect and impact 
the loss of that high-class tonnage had on the revenues of the Nation’s 
railroads. 

Of course, we make no claim that the imposition of the tax was 
entirely responsible for the loss of all this business, but it is obvious 
that it was a great influence in the choice of the type of transportation, 
and that the railroads would have had a good chance to get a large 
portion of this tonnage on their rails. 

When we bear in mind that it is the tonnage that pays the highest 
revenue and on which the railroads could have made their greatest 
net revenue, it can readily be seen what a serious loss that revenue 
paid to private carriage meant to the railroads in 1951. 

The 1952 figures, if they were available, would no doubt look even 
worse from the railroads? point of view, and unless the tax is re- 
pealed, the loss will increase as the years go by. 

I would like to talk to you just a moment about the matter of safety 
on our highways. We all know that our highway system is over- 
crowded ; that there is a great demand from every side that the Fed- 
eral Government spend huge sums of money to provide more and bet- 
ter highways, and in large measure for the benefit of trucklines. The 
avoidance of the tax by private fleet operators encourages the in- 
creased use of trucks, thereby adding to the demands for expenditure 
by the Federal Government for highways and for their maintenance. 

Now, I want to emphasize the discrimination that the tax creates 
between long and short hauls. I can emphasize this by pointing out 
that the tax on the freight rate of $1 per 100 pounds is 3 cents; whereas 
at a rate of 10 cents it is only 3 mills. This situation tends to build 
an economic wall around each poomee er and each buyer, the result 
being long-haul traffic tends to disappear and free trade is very vitally 
interfered with. 

The tax does not apply on traffic from Canada to the United States, 
a discrimination against shippers in this country. A buyer in New 
York can purchase goods in Montreal and escape the tax; whereas if 
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he goes to Chicago or Memphis or Hartford, Conn., he must pay the 
tax. 

You might consider the effect of the tax upon the farmer, who sees 
3 cents added to each one dollar’s cost of his freight bill in transport 
ing his products to the market, thereby reducing his opportunity for 
profit and adding resistance to the sale of his products. 

Remember that the 3-percent tax is not only imposed on farm prod 
ucts, but is likewise imposed on all materials, machinery, supplies, 
and fertilizers, and so forth, that the farmer may use. 

Some have said that the tax as now prescribed by law is discrimina- 
tory in that the tax on coal is held at 4 cents per ton whereas the tax 
on all other commodities is increased as the freight rates increase, the 
4 cents per ton on coal being static. 

For my part, I think that the tax on coal has been too high and 
should be immediately removed. In my experience, I know of cases 
where an industry’s determination to use natural gas instead of coal 
rests on the difference of a few cents per ton in the delivered price of 
coal. The 4 cents per ton tax on coal could well throw the weight in 
favor of natural gas, thus depriving mine operators, mine labor, the 
railroads, and their labor, of participation in the business, and at the 
same time enabling industry to avoid payment of the tax because there 
is no tax on the transportation of natural gas. 

My written statement covers somewhat in detail, and I will go but 
briefly here into, the need of protection of the railroads because of 
their importance in time of national defense. 

The Interstate Commerce Commission and all other bodies and in- 
dividuals who have reason to know about such things, readily agre 
that the rail carriers are the backbone of transportation in the country 
In time of war we must carry the major portion of the Nation’s goods, 
both war materials and civilian goods, and the railroads cannot be 
expected to remain in a healthy and strong position if they are going 
to be forced, by the imposition of a tax of this sort, to lose their best 
revenue traffic and be required to handle what is left, the low-class 
traffic on which they cannot make the money that could be made on the 
high-class traffic. 

I might say that the collection of this tax by the railroads is some 
what a burden, and the expense, just as all other expenses, must finally 
find its way into the rate structure. It thus becomes an added burden 
to the commerce of the country in the payment of additional freight 
charges. Any accounting expense that the railroads could save by the 
repeal of this tax would finally show up in net income, and would 
thus tend to increase the income taxes of the rail carriers. 

The railroads’ view with respect to this tax does not differ from 
other groups. We have no selfish motive here. The National Indus- 
trial Traffic League, representing the major shippers of the country, 
has heretofore appeared before you asking that the tax be repealed. | 
have no doubt that it is just as burdensome and onerous to the common 
and contract carrier trucklines, to steamship lines, and others on 
whose transportation the tax must be paid, as it is to the railroads. 
Perhaps representatives of those groups will appear before you in 
behalf of the repeal of this tax. 

The Interstate Commerce Commission, in its last 5 reports, ending 
with its 66th annual report, has stated that it is its view that the 
transporation tax is burdensome and discriminatory, and has re- 
peatedly suggested its repeal. 
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The railroads make this appearance and this statement in the earnest 

hope and expectation that this committee will recommend to Congress 
the repeal of this onerous, discriminatory, and avoidable tax. It 
perhaps was justified in time of war. It certainly is not justified in 
time of peace, when the economy has reached a competitive situation 
where the railroads must compete for every pound of freight they 
‘an get. It adds immeasurably to the cost of living. It is our definite 
view and our hope that the tax will be repealed now, and that it will 
never again be imposed except in the most extreme emergency when 
normal competitive forces are not operating. 

I thank you. 

Mr. Curtis of Nebraska. How much revenue is received from this 
tax ¢ 

Mr. Kina. I saw the figures today for 1952. In 1952, it passed the 
$400 million figure. It has been running close to $400 million. I 
believe in 1952 it was about $401 million. 

Mr. Curtis of Nebraska. In the last analysis, the shippers have to 
pay that. 

Mr. Kixc. The shippers pay it, yes, sir; either pay it or escape it 
by performing their own transportation. 

They also may escape part of it by changing their source of supply 
ind buying at nearby points and avoiding transportation in that way, 
ind thereby reduce the tax, but at the same time seriously interfere 
with the free flow of commerce. 

Mr. Curtis of Nebraska. Mr. Kean? 

Mr. Kean. If the shippers paid $400 million in tax, how much do 
you think the general public paid in additional cost in their goods 
because of thistax? $800 million ? 

Mr. Kina. I expect there is a considerable markup, sir ; yes, sir. 

Mr. Curtis of Nebraska. Mr. Mason ? 

Mr. Mason. For Mr. King’s benefit, with the present chairman 
prejudiced in favor of your cause, and with one member of this com- 
mittee prejudiced in favor of taking the tax off on the transportation 
of persons, perhaps your problem “will receive at least sympathetic 
consideration. 

Mr. Kine. Thank you, sir. 

Mr. Sapiak. Before Mr. King leaves—Mr. King, on page 10 of your 
statement, under “Congressional policy,” in the cone luding sentence 
of that paragraph what should the date be? It is “195x” in the 
statement. 

Mr. Kine. That is a year of all-out war conditions. It is any year 
of all-out war. That is what that was intended to signify. 

Mr. Saptak. Any year. That “195x” means any year? I still do 
not follow you. 

Mr. Kine. Under all-out war conditions. In other words, that we 
would not have railroad service available sufficient to provide the need 
under wartime conditions, whether it be 1956 or 1957 or 1958. 

Mr. Sapvak. I follow it now. Thank you very much. 

As I looked at it, I thought it specified that the survey indicated a 
particular year. It was not clear to me. It could have been any 
year, either 1951, 1952, or 195% 

Mr. Kine. If I had had more time, I would have liked to discuss the 
need for more transportation to take care of wartime conditions if they 
should come. That subject is discussed in detail in the report. 
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Mr. Curtis of Nebraska. We thank you very much for your ap- 
pearance here. 

Mr. Kine. Thank you, Mr. Chairman. 

Mr. Curtis of Nebraska. Mr. John A. Elbe. 

You may give your name and address, and for whom you appear, to 
the reporter, and proceed with your statement. 


STATEMENT OF JOHN A. ELBE, CHAIRMAN, TAX COMMITTEE, NEW 
YORK STATE SAFE DEPOSIT ASSOCIATION 


Mr. Ever. Mr. Chairman and gentlemen, my name is John A. Elbe. 
I am vice president and cashier of the Lincoln Savings Bank of Brook- 
lyn. I appear before you this evening as chairman of the committee 
on taxation of the New York State Safe Deposit Association. You 
have before you my prepared statement, but with your permission, it 
is brief and I should like to read it. 

Mr. Curtis of Nebraska. All right. 

Mr. Ever. The New York State Safe Deposit Association is a non- 
profit organization which, in addition to its membership throughout 
New York State, has members in 39 other States of the Union, the 
District of Columbia, Hawaii, Puerto Rico, and 9 foreign countries. 

Our association is the oldest and largest in the country, and truly 
representative of the safe deposit business throughout the land. We, 
therefore, speak in behalf of the industry as a whole. 

The business of safe deposit is conducted by se pars ately organized 
safe deposit companies and also banks and financial institutions of 
various types which maintain and operate safe de ‘posit de ‘partments. 
The number of boxes which these companies and institutions have 
rented to their customers ranges from a few hundred in the smaller 
vaults to the ten thousands in the larger companies. There are few 
of the latter, but a great many of the smaller and the in-between size 
vaults. 

In many instances these safe deposit vaults operate at a loss. Boxes 
throughout the oe produce rentals from $2 to $8 per annum for 
the average sizes. Only about 10 percent of the boxes bring a higher 
rent and they can be obtained, as a general rule, at only the larger 
companies, 

It is inherent in people to protect or seek protection for their valu- 
ables and property. This goes back to the early days of civilization 
when man guarded and fought for the protection of his possessions. 

Today, people’s valuable possessions consist of United States sav- 
ings bonds, a deed to a home or a farm, or a lease to property, insur- 
ance policies, birth and marriage certificates, service records, wills, 
jewelry, income-tax records, securities, and other valuables, These 
play a vital role in their daily life and business, and it is natural that 
they want to keep them safe from harm, loss, or destruction. They 
look, therefore, to the safety of the safe- deposit box. 

The safe-deposit box is an absolute necessity to modern living today. 
It is by no means a luxury. Safe-deposit boxes are the natural and 
proper places for citizens to keep their securities and valuable papers. 
Safe-deposit companies and banks doing a safe-deposit busines guard 
and protect a large portion of the monetary wealth of the Nation. 

The settlement of estates is greatly facilitated when executors and 
administrators are able to produce, in a very short time, the papers 
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and documents relating to the estate and this is quickly accomplished 
when they are kept and protected, as they are, in a safe-deposit box. 

The safe-deposit industry, through its advertising and dealing with 
the public, encourages citizens to be thrifty and to be careful in the 
protection of their possessions. They should not be penalized by a 
tax for doing this. The 20-percent tax has discouraged many from 
availing themselves of the benefit of a safe-deposit box. It has caused 
them to place their savings bonds and other valuables in jeopardy. 

There are numerous cases where this 20-percent wartime tax on 
the rental paid for safe-deposit protection has been the very reason 
for persons surrendering boxes and placing the contents in bureau 
drawers, under mattresses, et cetera. ‘There are also many known 
instances where Government savings bonds purchased during the 
various drives and placed in safe-de posit boxes for protection have 
later been redeemed and the boxes surrendered because of the 20-percent 
tax has been found to largely offset the interest return on the bonds. 

The citizens of our country need this protection more so today than 
ever before because more own savings bonds and more and more are 
becoming home owners. Then, too, crime and theft are on the in- 
crease and there is a greater need for protection of securities, valu- 
ibles, and important papers. Surely this Government does not want 
to discourage its citizens in their efforts and desire to be thrifty and 

areful. And surely the amount of revenue the Government gets 
theeaih this tax does not warrant encouraging the citizens to take a 
step backward in their thrift and safety habits. 

The excise tax on the rental of safe-depos it boxes was originally 
imposed in 1932, 21 years ago, as an emergency tax. ‘The rate set at 
that time was 10 percent which rate it has remained ever since. The 
amount of revenue it produced in 1952, according to figures issued 
by the Treasury Department, was approximately $10,500,000 for the 
entire country. This is a very small item of revenue when compared 
to the total Government budget, and only one-tenth of the amount the 
Government will give up through the repeal of the 20-percent tax 
on theater admissions, which measure your committee just very re- 
cently saw fit to approve. There is no question that the motion- 
picture industry needs and deserves this relief, but so do the approxi- 
mately 12 million persons who rent safe-deposit boxes. 

The vast majority of boxes are rented by people of modest means 
for protective purposes, not as a luxury. Of the approximately 12 
million renters, by far the greater number, according to estimates, 
pav rent averaging a little more than $4 a year. This proves that 
only a comparatively small percent are rented by persons who have 
substantial amounts of stocks and bonds to protect. 

In recent years State and Federal savings and loan associations 
were granted the right to engage in the sa fe-deposit business. They 
show a growth in this new business, which is natural of course, be- 
cause they have in most instances extended this facility in new areas 
where safe deposit service was not av: salable heretofore. But a re- 
cent survey among our members shows that 25 percent of those report- 
ing have lost up to 28 percent of their renters since the peak was 
reached shortly after the Second World War. These members are 
located in 21 States. It is our firm belief that the removal of the 20- 
percent tax will induce more people to again use safe deposit boxes 
and others to become renters, and we earnestly request that it be 
repealed. 
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In conclusion, I should like to reemphasize these points: 

(1) The safe deposit industry is necessary to both business and the 
citizens of the country. 

(2) It houses and protects a large portion of the monetary wealth 
of the Nation, particularly that of the citizens of small means. 

(3) Protecting one’s property should not be classed as a luxury, 
and a tax on such protection is a penalty. 

(4) Persons who rent safe deposit boxes are careful, thrifty people. 
They should not be penalized by a tax because they practice thrift. 

(5) The tax falls on 12,000,000 persons mostly in the low-income 
group. 

(6) The majority of these persons pay slightly more than $4 a year 
as rent and are therefore not in the wealthy class. 

(7) The tax is in every sense a nuisance tax, involving a great deal 
of time and labor in collecting it for the Government. Furthermore, 
a large portion of the tax is tefunded through the allowance on in- 
come tax if it is paid in connection with the safekeeping of bonds or 
other securities. 

(8) It produces only slightly more than $10,500,000 a year from 
the entire country, a comparatively small sum when velshed to the 
total Government budget. 

(9) It is only one-tenth the amount of the tax on theater admissions, 
a h you have seen fit to repeal. 

(10) It has been an unwarrantable burden on millions of citizens 
of small means for too many years, and would be a great relief to them 
if it were repealed. 

Mr. Chairman and gentlemen, I should like to stress that our in- 
dustry is a small but important one. It is suffering from a decline 
in the number of boxes rented. To repeal the 20 percent tax, in its 
entirety, will help us as well as our customers, the citizens of the Nation. 
We, therefore, respectfully request you to give every consideration 
to the repeal of the 20 percent tax in full. 

I sincerely appreciate the opportunity you have given me to appear 
before you. 

Mr. Curtis of Nebraska. Do you have any questions, Mr. Eber- 
harter ¢ 

Mr. Exsernarter. No. 

Mr. Curtis of Nebraska. Mr. Byrnes? Mr. Sadlak? 

Mr. Sapiak. Mr. Chairman, I have just this one question. 

Mr. Elbe, would you settle for anything less than taking off the 
entire 20 percent ? 

Mr. Exze. You will always settle for something, of course, but I 
think the entire 20 percent ought to be taken off. It is an unwarranted 
tax. Weappeal to you to remove the tax in its entirely. I know there 
have been two bills before you here, one for removal of the tax in its 
entirety and the other to reduce it to 10 percent. We urge you sin- 
cerely to make the full removal, if you will repeal. 

Mr. Curtis of Nebraska. We thank you for your appearance here 
and for the helpful information you have given the committee. 

Mr. Exse. Thank you very much, Mr. “Chairman. 

Mr. Curtis of Nebraska. Mr. Walter B. Gerould? You may give 
your name and address and for whom you appear to the reporter, ‘and 
then proceed with your statement. 
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STATEMENT OF WALTER B. GEROULD, SECRETARY-TREASURER OF 
ATHLETIC GOODS MANUFACTURERS ASSOCIATION, CHICOPEE, 
MASS. 


Mr. Gerovtp. Mr. Chairman and gentlemen, my name is Walter B. 
Gerould of Chicopee, Mass. I am vice president and controller of 
A. G. Spalding & Bros., Inc., and also secretary-treasurer of the Ath- 
letic Goods Manufacturers Association. 

I am speaking for the members of that association, and also for 
the members of the Golfball Manufacturers Association and the Na- 
tional Association of Golf Club Manufacturers with respect to the 
manufacturers excise tax on certain articles of athletic equipment. 

We have prepared a brief for presentation to you gentlemen of the 
House Ways and Means Committee setting forth the position of our 
ndustry on excise taxes. Copies of this brief have been filed with 
the clerk of your committee. Our intention was formally to present 
the brief tonight. However, in view of the problems of the day that 
ave been presented to your committee we feel it in the best interests 
»f the country and its Government to conserve your time for more im- 
mediate and pressing problems. Accordingly we will not encroach 
upon your time to make this presentation. We do request that our 
brief be incorporated in the record for consideration in your deliber- 
ations and on future tax policies which we understand will take place 
at the next session of Congress. I will Seconneny conclude our pre- 
sentation by giving the ¢ onclusions of our brief : 

It is respect fully requested that, in developing a permanent basis 
of taxation for the future, the present manufacturer’s excise tax of 

5 percent on articles of colf, table tennis, badminton, squash, and 
ski ec juipment (the det: ils of each item are listed in schedule A at- 
tached) be repealed, because : 

. It is plainly evident from the history of the excise taxes during 
che — 36 years, that no uniform base of taxation has been used. 

The House Ways and Means Committee, through extensive re- 
search and study, in 1938 was of the opinion an excise tax on athletic 

goods was unfair and discriminatory. The Senate concurred and the 
e “tng 1x was repealed in June of 1938. 

The 1941 act was used as a means of alloc ating critical war ma- 
anak The Congress has passed the controlled materials plan to 
cover any war emergency, hence the need for an excise tax no longer 
exists. 

4. The growth of unit sales of athletic equipment has not kept pace 
with the growth in population. These products should not be bur- 
dened with a manufacturer’s excise tax of 15 percent, which be- 
comes pyramided through normal business markup to a point where 
the dollar amount of tax is doubled when the article is sold at retail. 

There are many industries making products with far greater vol- 
ume than athletic goods, which are not taxed. This is discriminatory 
— unfair. 

The present yield from the sporting goods excise tax is low and is 
al creasing. 

In the 1950 fiscal year, the total yield was $19 million; in the 1951 
fiscal year the total yield was $15.8 million; in the 1952 fiscal year 
the total yield was $13.6 million. 
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Those amounts for an industry the size of ours is of substantial im- 
port ince to us. 

The most recent figures available for the current year as reported 
are as follows: From July 1 1951, to March 3 1952, the total yield 
was $11.3 million. From July 1, 1959. to March 31, 1953, the total 
yield was $8.1 million, or a decrease of $3.2 million from last year. 

In view of the conclusions outlined bone and the low yield of the 
tax, we respectfully request that the present manufacturers’ excise 
tax of 15 percent be repealed. 

We thank you gentlemen for the opportunity of appearing before 
you. 

Mr. Curtis of Nebraska. We appreciate your appearance here. 

May I ask if the mixup which existed a few years ago with respect 
to the exemption of athletic goods sold to schools, calling for all the 
refunds has been cleared up. 

Mr. Geroup. Entirely so. The items upon which the tax still re 
mains are in the main not purchased by schools or governmental 
bodies. 

Mr. Curtis of Nebraska. But we did narrow the base for the tax 
at that time, did we not 

Mr. Gerouip. That is correct. 

Mr. Curtis of Nebraska. That may have something to do with the 
decline in revenue. 

Mr. Greroutp. It has something to do with it, yes; but this year 
compared to last, the tax base was ; the same. 

Mr. Curtis of Nebraska. Mr. Byrnes? Mr. Eberharter? Mr. 
Sadtak ?¢ 

Mr. Sapiak. He made a fine presentation, Mr. Chairman. I started 
to read this brief, but I did not get very far. I was trying to listen 
to Mr. Gerould’s summarization and look at the brief at the same 
time. It looks like I will have to put in a little more time on it. 

Mr. Curtis of Nebraska. We thank you very much for the informa- 
tion you have given the committee. 

Mr. Grroutp. Thank you. 

(Mr. Gerould’s prepared paper follows:) 


TBSTIMONY ON EXCISE TAXES ON ATHLETIC EQUIPMENT BY WALTER B. GEROULD, VICE 
PRESIDENT AND CONTROLLER, A. G. SPALDING & Bros., INC. ; SECRETARY-TREASURER, 
ATHLETIC GoOpS MANUFACTURERS’ ASSOCIATION 


My name is Walter B. Gerould of Chicopee, Mass. I am vice president and 
controller of A. G. Spalding & Bros., Inc., and also secretary-treasurer of the 
Athletic Goods Manufacturers Association. I am speaking for the members of 
that association, and also for the members of the Golf Ball Manufacturers 
Association and the National Association of Golf Club Manufacturers, with 
respect to the manufacturers’ excise tax on certain articles of athletic equip- 
ment. This is listed under “Item No. 40, excise-tax rates” of the schedule of 
topics of the House Ways and Means Committee. 


PRESENT TAX 


Section 484 of the 1951 Revenue Act amends code section 3406 (A) (1) to 
increase the manufacturers’ excise tax from 10 to 15 percent (except that on 
and after April 1, 1954, the rate shall be 10 percent) on certain articles of ath- 
letic playground equipment. 

The members of these three associations are manufacturers of such equip 
ment as badminton, golf, tennis, table tennis, squash, and skis, the details of 
which are outlined in schedule A attached. 
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OUR PRESIDENT’S VIEWS ON EXCISE TAXES 


The need of relief on excise taxes has been called to the attention of Con- 
gress by President Eisenhower and President Truman. 

In President Eisenhower’s message to Congress 0n May 20, 1953, he stated: 

“(4) The wide variety of existing excise-tax rates makes little economic 
sense and leads to improper discrimination between industries and among con- 
sumers. Specific proposals for a modified system of excise taxation will be in- 
cluded in the recommendations for tax revisions that will be submitted to the 
Congress next January. 

“The reduction in excise taxes which would take place next April 1 under 
present law should be rescinded pending the development of a better system of 
excise taxation.” 

In President Truman’s message to Congress of January 23, 1950, he stated: 

“The excise taxes are still at substantially their wartime levels. Some are 
depressing certain lines of business. Some burden consumption and fall with 
particular weight on low-income groups. Still others add to the cost of living 
by increasing business costs.” 


HISTORY OF EXCISE TAX 


We will review the history of the manufacturers’ excise tax on the articles 
we manufacture. 

19f?.—These articles, along with many others, were first taxed in the 1917 
War Revenue Act. A 5-percent tax was first proposed and the conferees finally 
agreed upon a tax of 3 percent. 

1918.—During the war, athletic equipment, along with many other articles, 
were classified as “luxuries’’—although our industry never agreed—and the rate 
of tax was increased from 3 to 10 percent. 

1921.—The war over, the House bill reduced the rate to 5 percent, the Senate 
favored elimination of the tax. The conferees eliminated the tax and our prod- 
ucts were not taxed during the next 11 years. 

1932.—In 1932 another tax bill was drawn up, proposing an excise tax on many 
items. The Senate Finance Committee, in reporting on the bill (I. R. B., p. 
504), stated: 

“The bill, as it passed the House, contains a large number of special excise 
taxes. Many of these taxes will produce very little revenue, involve difficulties 
of administration, and fall within the type frequently designated ‘nuisance 
taxes.’ Your committee is of the opinion that it would be much sounder to select 
a smaller group of commodities, impose rates which will raise the required rev- 
enues, and eliminate many of the minor taxes proposed by the House bill.” 

However, the bill was passed and the 1932 act imposed a tax on athletic goods 
of 10 percent at the manufacturer’s level. 

1934.—Another review of excise taxes was made in 1934. In its report the 
Senate Finance Committee stated, “Our excise system is burdensome and discrimi- 
natory,” and, on account of administrative difliculties and inequities, reeom- 
mended the elimination of several excises ; however, no definite action was taken. 

19388.—A subcommittee of the Ways and Means Committee made a thorough 
study of the entire field of internal revenue, starting in November of 1937 and 
ending in January of 1938. Their recommendation included: 

“It is recommended that the following excise taxes shall not be effective after 
June 30,1938 * * * sporting goods” (recommendation No. 60, p. 81). 

The Senate Finance Committee concurred with the House, and the excise tax 
on athletic equipment was repealed in June 1938. 

1941.—Section 551, Revenue Act of 1940 (code sec. 3406 (a) (1)), reenacted a 
10-percent manufacturer’s excise tax on certain articles of athletic and sporting 
goods. At that time the statement was made that this tax was reenacted to 
prevent war-needed materials from being diverted to civilian goods. This is 
confirmed by testimony of Mr. Leon Henderson before the House Ways and 
Means Committee hearing on revenue revision of 1951 (March 7, 1951, p. 1804) 
which was as follows: 

“When I suggested excise taxes on products competing with defense in 1941, 
I made it abundantly clear that selective excises had a limited and only sup- 
plementary use. We needed every support we could get then. There was no 
enabling legislation or a well-developed priorities and allocation system or CMP 
system for materials controls such as exists today. The feeble priority system 
had broken down. Direct cutbacks and cutoffs in the uses of critical materials 
were many moons away. There was no rationing power or rent control. 
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“In general, the role of selective excises as a dampener on inflation has been 
overemphasized. Not because it is not important, which it is. But the executive 
department proponents seem to have felt that if enormous excises could be 
applied to automobiles and household electrical appliances, the Nation could 
rest undisturbed by fears of inflation.” 

1951.—The House Ways and Means Committee held hearings in 1950 on various 
taxes but the entire program changed, due to the Korean situation which de- 
veloped in June of 1950. 

Additional hearings were held in 1951 by the Ways and Means Committee of 
the House, and the Senate Finance Committee. Section 484 of the 1951 Revenue 
Act revised the code section 3496 (a) (1) in that certain types of athletic equip- 
ment purchased principally by schools (free of excise tax because they are 
political subdivisions of a State and as such can claim tax exemption) were 
eliminated from this section; however, the rate of tax on the remaining items 
was increased from 10 to 15 percent, except that on and after April 1, 1954, the 
tax will be 10 percent. 


THERE IS NO UNIFORMITY IN PRESENT EXCISE TAXES 


The practice of imposing excise taxes is discriminatory in that it is selective 
Necessities and some luxuries are now taxed. Others escape taxation. Some are 
taxed at the retail level, others are taxed at the manufacturer’s level. 

Those excises enacted in 1941 were for the purpose of conserving materials for 
war use. There is no necessity now of conserving materials for defense. 

It is unfair to tax products of certain producers while excluding products of 
other producers. 

It is not according to the American tradition to require people who purchase 
eertain goods to pay a share of the Government cost, while those who purchase 
other goods pay nothing. 


PRESENT TAX LAW WILL WORK HARDSHIP ON INDUSTRY 


The present provisions of the excise tax on sporting goods provide that on and 
after April 1, 1954, the present rate of 15 percent shall be reduced to 10 percent. 
This particular date so far as the athletic-goods industry is concerned is most 
unfortunate in that spring shipments are made to the dealers of golf professionals 
from January 1 through March 31. If the provisions of the present law are 
still permitted to stand without change, all of the customers of our industry 
will defer their spring shipments until after April 1 to get the advantage of what 
price changes may come from the reduction in the excise tax, thereby forcing 
the manufacturer to hold large quantities of merchandise that otherwise would 
be shipped, in his inventory until after the date of the excise-tax change. 

A parallel situation to this occurred in Canada. In 1952 the budget was not 
brought down by the Canadian Parliament until about the middle of April. All 
manufacturers there were obliged to hold all of the spring shipments pending the 
presentation of the budget, whereas in 1953 the budget was brought down in 
February and shipments were made at the normal time called for by ordinary 
procedure in the industry. 


ATHLETIC EQUIPMENT IS NOT A LUXURY 


In 1917 when the excise-tax base was extended from the so-called nuisance 
taxes on tobacco, liquor, etc., it was felt luxuries should be taxed. It is highly 
debatable as to what articles are now luxuries—36 years later. 

As manufacturers of such equipment as tennis, golf, table tennis, badminton, 
squash, and skis we feel our equipment plays a very important part in the every- 
day life of men, women, and children of the country. It is used for relaxation 
and recreation, and sports today play a very important part in the American 
economy. 

During World War I and World War [I and the present Korean situation, 
Government funds were expended for athletics and recreation. Games and con- 
tests were used extensively in the conditioning and physical training of personne! 
and also in the rehabilitation program. 

The athletic-goods industry is willing to pay its share of the taxload; however, 
ic does not feel it should be singled out from other industries whose products 
are not taxed. 

Some people have the mistaken idea golf is a luxury. Perhaps it was in 1917, 
when there were some 800 golf courses and practically all of them private. There 
are 10 percent less golf courses today than in 1929. Only about 60 percent of the 
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5,000 golf courses in this country are private courses—the remainder are munici- 
pal and fee courses. Golf is a major sport in many schools and colleges. Several 
of the larger colleges have their own courses with full-time golf instructors. 


INDUSTRY UNIT SALES OF ATHLETIC EQUIPMENT SUBJECT TO PRESENT 15-PERCENT TAX 
SHOWS VERY LITTLE INCREASE IN PAST 20 YEARS 


The latest United States Department of Commerce Census Report is for the 
1947 year. The previous report was for the 1939 year and prior to that reports 
vere made for the years 1937, 1935, and 1931. The details of these reports, 
howing unit sales as well as dollar value, are listed in schedule B attached. 

The year 1947 was the first year after the war when such critical materials as 
ubber, steel, and other metals were available for civilian production. Therefore, 
roduction of articles using steel and rubber was higher than normal 

As an example, on golf—a total of 3,868,000 clubs were produced in 1947, 
hich compares with 4,134,378 in 19381; and 2,407,000 dozen golf balls were 

produced in 1947, as compared with 2,298,000 dozen in 1931. Remember—1947 
as the first year since 1941 that natural rubber was available for golf balls, yet 
he increase Was small. 

On tennis—no comparisons are available between 1947 and 1931. However, 
he dollar value in 1947 was $4,456,000, and in 1931 it was $4,296,378. 

‘he fact these lines of merchandise have been singled out as “luxuries” and 
iliscriminately taxed has retarded the growth of these sports. 


AN EXCISE TAX AT MANUFACTURER'S LEVEL IS “PYRAMIDED” 


4 manufacturer’s excise tax becomes a part of the selling price of a finished 
rroduct—just the same as material, labor, and overhead—and the jobber, dis- 

ibutor, and retailer determine their selling prices upon their costs. The 

istomary trade markups are taken—the jobber up 3314 on his cost to give a 
25-percent gross profit on his selling price, and the retailer up 66% on his cost 
to give a 40-percent gross profit on his selling price. 

An excise tax of 15 percent at manufacturer's level remains a tax at 15 
percent of the retail price, if the standard markups of the industry are fol- 
owed. However, the dollar amount would just about double, because of the 
standard markup. 

or example, a manufacturer’s cost of an article is $1. He adds 15 percent 
xcise tax, so his selling price to a jobber becomes $1.15. The jobber marks 
ip his $1.15 cost by 33% percent, or $0.38, which gives him a gross profit of 25 
ercent on the jobber’s selling price of $1.53 to the retailer. The retailer adds 
6634 to this $1.53 cost to give him a gross profit of 40 percent on his selling 
price of $2.55 to the consumer. 

The original $0.15 excise tax paid by the manufacturer is stepped up by one- 
third, or $0.05, by the jobber; then the $0.20 is stepped up by two-thirds by 
the retailer, or $0.13, so the consumer pays $0.33 on what was originally a 
manufacturer’s excise tax of $0.15. 


CONCLUSION 


It is respectfully requested that, in developing a permanent basis of taxation 
for the future, the present manufacturer’s excise tax of 15 percent on articles 
f golf, tennis, table tennis, badminton, squash, and ski equipment (the details 
of each item are listed in schedule A attached) be repealed, because: 

1. It is plainly evident from the history of excise taxes during the past 
36 years, that no uniform base of taxation has been used. 

2. The House Ways and Means Committee, through extensive research and 
study, in 1938 was of the opinion an excise tax on athletic goods was unfair 
and discriminatory. The Senate concurred and the existing tax was repealed 
in June of 1938. 

3. The 1941 act was used as a means of allocating critical war materials. 
The Congress has passed the controlled materials plan to cover any war emer- 
gency, hence the need for an excise tax no longer exists. 

4. The growth of unit sales of athletic equipment has not kept pace with 
the growth in population. These products should not be burdened with a 
manufacturer’s excise tax of 15 percent, which becomes pyramided through 
normal business markup to a point where the dollar amount of tax is doubled 
when the article is sold at retail. 


37746—53—pt. 4——9 
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5. There are many industries making products with far greater volume than 
athletic goods, which are not taxed. This is discriminatory and unfair. 

6. The present yield from the sporting-goods excise tax is low and is de 
creasing. 

In the 1950 fiscal year, the total yield was $19,000,000. 

In the 1951 fiscal year, the total yield was $15,800,000 

In the 1952 fiscal year, the total yield was $13,000,000. 

The most recent figures available for the current year as reported are as 
follows: 

From July 1, 1951, to March 31, 1952, $11,300,000. 

From July 1, 1952, to March 31, 1953, $8,100,000. 

In view of the conclusions outlined above and the low yield of the tax, we 
respectively request that the present manufacturers’ excise tax of 15 percent be 
repealed. 

SCHEDULE A 


The following articles of badminton, golf, tennis, table tennis, squash, and ski 
equipment are now subject to the 15-percent manufacturer’s excise tax under 
section 484 of the 1951 Revenue Act, code section 3406 (a) (1): 

Badminton : Nets, rackets, racket frames, strings, shuttlecock, standards, 

Golf: Bags, balls, clubs. 

Tennis: Nets, rackets, racket frames, strings, balls 

Table tennis: Nets, paddles, balls, tables 

Squash: Rackets, racket frames, balls, strings 


Ski: Skis, ski poles. 


SCHEDULE B UNITED STATES DEPAR 1} r OF COMMERCE CENSUS REPORT, INDUSTRY 


The last census report of manufacturers made by the Bureau of Census is for 
the 1947 vear. This was the first year after the war, when many critical materials 
such as rubber, steel, and so forth, were available for the production of athletic 
goods. Prior to that year, census reports are available for the years 1939, 1937, 
1955, and 1931. 

The following figures show the production in units and dollar value of golf 
and tennis. Figures are not available on table tennis, badminton, and squash, 
but the yearly production of these items is small 


Golf 
{ lf 
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Tennis 
B I r Racket f 1es 
Year - Total value 
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1947 : 671,000 | $2, 461, 00 402, 000 | $1,183,000 | 313, 000 $812,000 | $4, 456, 000 
1939 wih 608, 54 1, 449, 681 686, Ye 1, 421, 439 252, 54¢ 676, 917 | 3, 547, 037 
1937 ee 597, 694 1, 697, 898 504, 247 O86, 257 228, 462 | 674, 340 3, 358, 495 
1935 520, 872 1, 263, 588 367, 551 | 897,619 | 169, 529 | 473, 963 2, 635, 170 
1¥. ( (*) () (?) @) (‘) 4, 296, 378 
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Breakdown not available. 


Mr. Curtis of Nebraska. Mr. Rowland Jones, Jr. 

Mr. Lucas. Mr. Chairman, Mr. Jones is unable to be here this 
evening, and he would like me to present his statement, if it is agree- 
able. 





ee 
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Mr. Curtis of Nebraska. Your name, please ‘ 

Mr. Lucas. My name is James C, Lucas, 1625 I Street, NW.. Wash 
ngton. ITama member of the staff of the American Retail Associa- 
tion. 

Mr. Curtis of Nebraska. On I Street, here in Washington ¢ 

Mr. Lucas. Yes, sir; that is correct. 

Mr. Curtis of Nebraska. You want to present Mr. Jones’ statement 

his behalf ? 

Mr. Lucas. Yes, sir: and I shall be brief and touch only the high 
spots, if I may. . 
~Mr. Curtis of Nebraska. Would you like to have the entire state 

ent received in the record ? 

Mr. Lucas. I should like that, if you please. 

Mr. Curtis of Nebraska. Without objection it is so ordered, and 

uu may proceed. 


STATEMENT OF JAMES C. LUCAS, MEMBER, AMERICAN RETAIL 
FEDERATION, WASHINGTON, D. C. 


Mr. Lucas. My name is James C. Lucas, and I am a member of the 

staff of the American Retail Federation, which maintains offices at 

I Street here in Washington. The organization is a federation 

of 25 national retail-trade associations and 33 statewide associations 
of retailers, representing in all more than 600,000 retail outlets. 

Mr. Chairman, I have included with Mr. Jones’ statement the names 

of these associations which I will not take the time to read if I may 
include them in the record. 

Mr. Curtis of Nebraska. Without objection it is so ordered. 

Mr. Lucas. Retailers believe that our American economy and Amet 
can standard of living are hung upon the successful production and 
ile of the categories of goods which our people are not compelled to 
iy and that the difference between full production and full employ 

ment on the one hand and fifteen or twenty million unemployed on 
e other depends upon the efficient distribution of goods and service 
eyond the necessities of life. Indeed, the barest necessities of lif 
ould not be supp yhied to all our people were it not for the job: and the 
urchasing power created through the production and sale of the 
goods some call luxuries. They are the pluses in life which make 
people work harder to secure. 
It is unrealistic, we think, to single out special categories of goods 


for unfair peacetime taxation—whether the goods selected are luxu 


es or necessities and many now taxed are not luxuries today by any 
defe nsible standard—the fact remains that all types of goods repre- 
sent new wealth, furnish jobs in many facets of the economy, add to 
the total national income and increase the receipts of the Treasury. 
Ss ch t axes constitute a tribute which must be paid | before the voods 
‘h the consumer, a tribute which cuts purchasing power by raising 
‘retail price, thus decreasing the total consumption and cutting the 
LX: nl le income and profits clear back to the point of origin of the goods 
ind its components, to say nothing of decreasing the number of jobs 
vailable. 
As for jobs and these present taxes are causing un lemp loyment— 
* Jobs of workers in furs, jewelry, luggage, cosmetics, along with 


~ 


workers in the manufacturers excise-taxed industries are just a 
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important to those workers, and to the entire economy, as those in the 
untaxed lines. 

To sum up, the wartime excisé-taxes, both retail and manufactur. 
ing, are now barriers to an expanding economy. They reduced pro- 
duction and consumption during wartime as they were intended to do. 
They are still having that effect today to a constantly increasing 
gree and at a time when the use of labor and materials should be stim 
ulated and expanded, not curbed. 

The effect of the discriminatory retail excise taxes on the sales of 
taxed items is very clearly shown if we compare the retail excise-tax 
collections, which are an accurate measure of the sales of these items 
with other economic data over a period of years. 

Taking 1945 as a starting point, since the 20 percent rates went 
into effect April 1, 1944, we note the following trends since that time: 

National income has increased by 59 percent. Personal income has 
increased by 57 percent. Retail sales have increased by 116 percent. 

The consumers price index of the Bureau of Labor Statistics has 
gone up 47 percent. The population of the United States has in 
creased by 12 percent. 

But during this same period retail excise tax collections have in 
creased by only 12 percent. 

If these oppressive and unfair taxes had not been levied upon the 
sales of tte furs, toilet preparations, and luggage, it is a fair 


assumption that the sales of these items would have kept i in some sort 

of relationship with personal income, retail sales, and retail prices. 
On the basis of sound economics, these discriminatory excise taxes 

should be eliminated from the Federal tax structure as soon as possible. 


Mr. Chairman, it is generally known that the N vational Association 
of Manufacturers is conducting a strong campaign in support of its 
proposal calling for a national manufacturers sales tax on the end 
products of all manufacturers excepting only food. 

The 58 National and State retail associations which are members 
of the American Retail Federation are opposed to this proposal for 
reasons which have already been presented to this committee. 

That presentation, I might add, was made on March 15, 1951. 

Mr. Curtis of Nebraska. At the present time we have selective ex- 
cise taxes; do we not? 

Mr. Lucas. That is correct, sir. 

Mr. Curtis of Nebraska. You are opposed to those and are asking 
for the repeal of them? 

Mr. Lucas. That is correct. 

Mr. Curtis of Nebraska. Do you favor any excise taxes for the 
Federal Government? 

Mr. Lucas. There are some traditional taxes which for many, many 
years have been ingrained into the tax structure here in this country 
and I think there is justification for those. 

Mr. Curtis of Nebraska. What are those? 

Mr. Lucas. I am thinking particularly of the excise taxes on ciga- 
rettes, liquor, narcotics, and that kind of cence ot 

Mr. Curtis of Nebraska. You mentioned the NAM proposal. 
have not read it, but is that a proposal for a manufacturers tax? 

Mr. Lucas. That is correct. 

Mr. Curtis of Nebraska. Do you agree with the contention about 
the pyramiding? 





GENERAL REVENUE REVISION 2285 


Mr. Lucas. We ae sir. 

Mr. Curtis of Nebraska. Are you able to state a position on retail 

x, general in nature? 

Mr. Lucas. The retail industry has not crystalized a definite posi- 
tion with respect to.a broad base sales tax. There 2re some segments 
of the retail industry which feel that if the time should come when 

: Federal Government would decide that some sort of tax of a broad 

ise character is necessary, a retail sales tax would be the lesser of 

o evils as contrasted with a manufacturer’s excise tax at the manu- 
facturing end. 

Mr. Curtis of Nebraska. Any questions, Mr. Eberharter ? 

Mr. Eeeruarrer. Mr. Lucas, there isn’t much difference between a 

inufacturer’s sales tax and a retail sales tax so far as the objections 

t are concerned, except the pyramiding feature ? 

Mr. Lucas. One other objection, sir, is the fact that the taxes when 

ey are levied at the manufacturer’s end go into the cost of the mer- 

handise, and that means financing. 

Mr.Enernarter. We include that in the pyramiding. I always did, 

yhow. 

Mr. Lucas. We think of that as an additional point. Maybe it isn’t. 
We have always thought of it as an additional factor. 

Mr. Esernarrer. In other words, a person or a firm that handles 

erennnane always figures its profits on the amount of money it 

sts to handle it, to invest in it. In other words, if your markup is 

) percent, it is on whatever you pay for the item including the tax. 

Mr. Lucas. That is the pyramiding feature, but the other factor 

that when the merchant buys the goods, the tax is already in the 
goods, in the cost of the goods. Therefore, he is obliged to spend 
more money and have more money invested in his stock, in his in- 
ventory than would otherwise be the case. 

Mr. Esernarrer. That is about the only difference between the two 

sofar as objections are concerned, is it not ? 

Mr. Lucas. Those are the two principal objections, but they are 

ery important objections, we think. 

Mr. Enernarrer. I agree with you very much. 

The CHAIRMAN. Have you completed your statement ? 

Mr. Lucas. I have, sir. 

The Cuamman. Thank you. I apologize for not being here, but 

was absolutely necessary for me to be away. I will read your 
statement. 

Mr. Lucas. Thank you, Mr. Chairman. 

(Mr. Jones’ prepared statement follows :) 


STATEMENT OF ROWLAND JONES, JR., PRESIDENT, AMERICAN RETAIL FEDERATION 


My name is Rowland Jones, Jr. I am president of the American Retail Fed- 
ration, an organization with offices at 1625 I Street NY., Washington, D. C. 
‘he American Retail Federation is a federation of 25 national retail trade asso- 

tions, and 33 statewide associations of retailers, representing in all more 
than 600,000 retail outlets. (A list of participating members associations is 

ached. ) 

The members of this committee are already familiar with the fact that World 
War II manufacturers’ and retailers’ excise taxes are now acting as a strong 

eterrent to production, sales, and employment in the industries involved. It is 
my purpose in the time allotted to me today to outline the broad position of the 

tail industry in respect to these burdensome and uneconomic taxes. 
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The American Retail Federaltion believes that the basic overriding necessi 
of the day is to insure an expanding economy for our country and that unless 
we can insure an expanding economy we, as a nation, are headed for serious 
trouble in the not too distant future. 

We believe that our American economy and our American standard of living 
are hung upon the successful production and sale of the categories of goods which 
our people are not compelled to buy and that the difference between full produ 
tion and full employment on the one hand, and fifteen or twenty million uner 
ployed on the other, depends upon the efficient distribution of goods and services 
beyond the necessities of life. 

Indeed, the barest necessities of life could not be supplied to all of our peop) 
were it not for the jobs and purchasing power created through the productior 
and sale of the goods some call luxuries. 

Compared with the rest of the world, ours is a luxury standard of living which 
has been built in large part by the creation of new types of goods and creating 
the new human wants for them. With our growing population and its steadily 
increasing life expectancy, plus continuous technological development, it seems 
clear that if we are to have the expanding economy essential to the preservatio 
1f the status quo of our standard of living, as a minimum, we must make certain 
that no impediments are placed in the way of constantly increasing production 
and sale of the things we as individuals can conceivably do without. We must 
encourage the creative minds in our country to continue to produce new ideas 
on new products and new methods, test them through research and experiment, 
and then encourage the salesmen in all categories to create the public demand 
for them 

Tracing the maze of our economic machine from the raw material through thé 
intricate processing and fabrication of goods to satisfy human wants, we find 
that nothing has really happened until the sale is made across the retail counter 
here the American consumer, all of us, makes the decisions—whether to buy or 
not to buy. Here consumers cast their votes and how they vote is vital to labor, 
to agriculture, and to industry and, I would add, vital to the Treasury of the 
United States. This for the reason that the vote tallies in the final analysis 
write the ticket on revenue totals from corporate and personal income taxes, the 
sources of nearly three-fourths of the Federal revenue. 

The essential of highest priority today is to insure an expanding economy 
Only an expanding economy can provide the new jobs to absorb our growing 
population. Only an expanding economy can honor the promises of various kinds 
already made by government. Only an expanding economy can produce the 
steady flow of production of new wealth, the only basis for progress in any nation 

To insure an expanding economy, we must begin to apply to every act and 
function of Government and every expenditure by Government the hard test as to 
whether it contributes to that end. Failure to insure an expanding economy for 

merica will inevitably bring problems and crises far beyond any we have thus 
far experienced. 

The taxation of production and distribution of goods and services through 
excise taxes has no place in our tax structure regardless of deficit or debt 
Such taxation is a burden and a hurdle in the path of an expanding economy 
The need is more and more production, more and more new products, more and 
more improvements in old products, and, most important, their sale to consumers 

Rather than placing obstacles in the way of an expanding economy, Government 
should be constantly seeking ways and means of stimulating the creation of new 
products and new wealth. New products should be welcomed instead of their 
emergence signaling the imposition of a burdensome tax. Witness the Treasury's 
proposal, approved by Congress, to tax television receivers the product of a new 
industry with an excellent record thus far of improving the product and progres- 
sively reducing the price, to say nothing of the huge new job opportunities in- 
volved. Television has been hailed as the development with the greatest poten- 
tial in jobs, production and sales volume which has emerged since World War II 
and we have now burdened it with a 10-percent tax before it is barely out of the 
cradle. 

It is unrealistic to single out special categories of goods for unfair and 
discriminatory peacetime taxation. Whether the goods selected are luxuries 
or necessities—and many now taxed are not luxuries today by any defensible 
standard—the fact remains all types of goods represent new wealth, furnish 
jobs in many facets of the economy, add to the total national income, and 
increase the receipts of the Treasury. Such taxes constitute a tribute which 
must be paid before the goods reach the consumer—a tribute which cuts pur- 
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chasing power by raising the retail price, thus decreasing the total consumption 
and cutting the taxable income and profits clear back to the point of origin of 
the goods and its components, to say nothing of decreasing the number of jobs 
ivailable. As for jobs, and these present taxes are causing unemployment, 
the jobs of workers in furs, jewelry, luggage, cosmetics, along with all workers 
in the manufacturers’ excise-taxed industries are just as important as those 
workers, and to the entire economy, as those in the untaxed lines. 

To sum up, the wartime excise taxes—retail and manufacturing—are now 
barriers to an expanding economy. ‘They reduced production and consumption 
during wartime as they were intended to do. They are still having that effect 
today to a constantly increasing degree and at a time when the use of labor 
and materials should be stimulated and expanded—not curbed. 

The effect of the discriminatory retail excise taxes on the sales of the taxed 
items is very clearly shown if we compare the retail excise tax collections—~ 
which are an accurate measure of the sales of these items—with other economic 

ita over a period of years. 

Taking 1945 as a starting point, since the 20-percent rates went into effect 
\pril 1, 1944, we note the following trends since that time: 

Percent 
National income has increased by 
Personal income has increased by 
Retail sales have increased by a 
The Consumers’ Price Index of the BI 


But during this period: 
Retail excise tax collections have increased by only------.------------- tale 


If these oppressive and unfair taxes had not been levied on the sales of 
jewelry, furs, toilet preparations, and luggage, it is a fair assumption to make 

at the sales of these items would have kept in some sort of relationship with 
ersonal income, retail sales, and retail prices. 

More production, more sales in steady progression is the only path to the 
xpanding economy we must have to maintain high employment and increasing 
onsumption, ‘To this end, all categories of goods and services stand on equal 
ting of importance and essentiality. 

On the basis of this goal and sound economics these discriminatory excise 
taxes should be eliminated from the Federal tax structure as quickly as possible. 

The National Association of Manufacturers is conducting a strong campaign 
in support of its proposal calling for a national manufacturers sales tax on the 
end products of all manufacturers excepting only food. 

The 58 National and State retail associations of the ARF are unalterably 
opposed to the NAM proposal for reasons which have already been presented 
to this committee. 


MEMBER ASSOCIATIONS, AMERICAN RETAIL FEDERATION 


National associations: 
American National Retail Jewelers Association 
American Retail Coal Association 
Association of Credit Apparel Stores, Inc. 
Institute of Distribution, Inc. 
Limited Price Variety Stores Association, Inc. 
Mail Order Association of America 
National Appliance & Radio-TV Dealers Association 
National Association of Chain Drug Stores 
National Association of Music Merchants, Inc. 
National Association of Retail Clothiers & Furnishers 
National Association of Shoe Chain Stores 
National Foundation for Consumer Credit 
National Industrial Stores Association 
National Jewelers Association 
National Luggage Dealers Association 
National Retail Dry Goods Association 
National Retail Farm Equipment Association 
National Retail Furniture Association 
National Retail Hardware Association 
National Retail Tea & Coffee Merchants Association 
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National associations—Continued 
National Shoe Retailers Association 
National Sporting Goods Association 
National Stationery & Office Equipment Association 
Retail Paint & Wallpaper Distributors of America, Inc. 
State associations: 
California Retailers Association 
Colorado Retailers Association 
Delaware Retailers’ Council 
Florida State Retailers Association 
Georgia Mercantile Association 
Idaho Council of Retailers 
Illinois Federation of Retail Associations 
Associated Retailers of Indiana 
Associated Retailers of lowa, Inc. 
Kentucky Merchants Association, Inc. 
Louisiana Retailers Association 
Maine Merchants Association, Ine. 
Maryland Council of Retail Merchants, Inc. 
Massachusetts Council of Retail Merchants 
Michigan Retailers Association 
Minnesota Retail Federation 
Missouri Retailers Association 
Nevada Retail Merchants Association 
Retail Merchants Association of New Jersey 
New York State Council of Retail Merchants, Ine. 
North Carolina Merchants Association, Ince. 
Ohio State Council of Retail Merchants 
Oklahoma Retail Merchants Association 
Oregon State Retailers’ Council 
Pennsylvania Retailers Association 
Rhode Island Retail Association 
Retail Merchants Association of South Dakota 
Retail Merchants Association of Tennessee 
Council of Texas Retailers’ Associations 
Utah Council of Retailers 
Virginia Retail Merchants Association, Inc. 
Associated Retailers of Washington 
West Virginia Retailers Association, Inc. 


The CuarMan. The next witness is Mr. Albert J. Reeves. We are 
certainly delighted to see our colleague here. 
Mr. Reeves. Thank you, Mr. Chairman. 


STATEMENT OF ALBERT J. REEVES, ON BEHALF OF THE CLOCK 
MANUFACTURERS ASSOCIATION OF AMERICA 


Mr. Reeves. My name is Albert Reeves, of 1625 K Street NW., 
Washington, D. C. I appear as counsel for the Clock Manufacturers 
Association of America. Mr. E. M. Green, Jr., vice president of the 
association, was scheduled to appear but has been unavoidably de 
tained. His statement is on file with the committee and I ask that it 
be made a part of the record. 

The CuarrmMan. You may proceed with that assurance. 

(The prepared statement follows :) 


STATEMENT ON BEHALF OF CLOCK MANUFACTURERS ASSOCIATION OF AMERICA, INC., 
In Re REPEAL or Excise TAXES ON CLOCKS AND WATCHES 


Clock Manufacturers Association of America, Inc., is a trade association Com 
posed of the following clock-manufacturing companies: Borg Products Division, 
the George W. Borg Corp., Delavan, Wis.; Chelsea Clock Co., Inc., Chelsea, Mass 
General Electric Co., Bridgeport, Conn.; General Time Corp., New York, N. Y.; 
the William L. Gilbert Clock Corp., Winsted, Conn.; the Herschede Hall Clock 
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Co., Cincinnati, Ohio; the E. Ingraham Co., Bristol, Conn.; the Lux Clock 
Manufacturing Co., Waterbury, Conn.; the New Haven Clock & Watch Co., 
New Haven, Conn.; the Sessions Clock Co., Forestville, Conn.; Seth Thomas 
Clocks Division of General Time Corp., Thomaston, Conn.; Telechron Division 

f General Electric Co., Ashland, Mass.; the United States Time Corp., Water- 
ury, Conn.; Wesclox Division of General Time Corp., LaSalle, Ill. 

These companies manufacture substantially all of the spring powered and 
electric clocks produced in the United States. In addition, four of these com- 
panies—The E. Ingraham Co., the New Haven Clock & Watch Co., United States 
ime Corp., and Westclox Division of General Time Corp.—manufacture 100 
ercent of the domestically produced, low-priced wrist and pocket watches. The 
reater part of the industry’s total products, exclusive of defense production, is 
ievoted to household clocks and personal timepieces, all of which are subject 
to retail excise taxes. 

Federal excise taxes first became effective as to clocks and watches on 
October 1, 1941 (title 26, U. S. Code, sec. 2400). The rate then was 10 percent. 
It was a definite burden on our industry at the time. However, on July 1, 
1942 a WPB limitation order stopped the production of clocks for civilian use 
ind the entire industry was completely converted to the mass production of war 
goods, including war alarms produced by three of our manufacturers under 
WPB orders. After July 30, 1912, and during all of 1943, 1944, and most of 
1945 our production of clocks and watches ceased except for the production of 
war alarms and nurses’ watches. These were sold on priorities for essential 
ivilian use. Clocks and watches came to be in exceedingly tight supply. 

In 1944 the excise tax rate on clocks was raised to 20 percent except that the 
10 percent rate was retained as to alarm clocks retailing at not more than $5 
title 26, U. S. Code, sec. 1650). At that time we were so fully preoccupied with 
war production that the industry felt little direct effect from these taxes. We 
oted the express provision in the revenue act that these were war taxes which 
would be automatically repealed at the end of 6 months after the termination of 
hostilities. 

V-E Day and V—J Day came and passed. On December 31, 1946, the President 
fficially proclaimed the end of hostilities. Under the time limitation fixed in the 
1944 Revenue Act these wartime excise taxes should have expired on June 30, 1947. 
But they did not. With an eye to the Government’s fiscal position, the Congress 
idopted a resolution continuing excise taxes in effect “indefinitely.” The effect 
of this resolution was to change these onerous and discriminatory taxes from a 
necessary wartime expedient into an ordinary source of revenue. 

That was over 6 years ago. The special wartime excises are still with us. 
It is our industry’s contention that the further continuation of excise taxes on 
locks and low-priced watches cannot be justified, and that they should be 
repealed altogether. 


! 


1. Clocks and low-priced watches are necessaries which should not be subjected to 
discriminatory “luxury” type tares 

(a) Necessaries—I want to show you examples of clocks and low-priced 
watches which are affected by the existing excise taxes. They are functional 
and utilitarian articles, designed for service and not for ornamentation. Manu- 
factured of base metals, the clocks retail at from $3 for the simplest model to 
about $10 for the higher grades of ordinary clocks. Style models of the best 
quality may retail for much more. Standard models of wrist watches manu- 
factured by this industry range in price generally from about $4 to about $15, 
with the bulk of sales centering around $6.95. Our pocket watches retail at even 
lower prices, from about $2.75 to about $5. 

These are all practical, commonplace, serviceable items of everyday use. The 
tempo of modern living makes all of us acutely aware of the demands of time, and 
more and more dependent on timepieces. In its special study entitled “Federal 
Retail Excise Taxes” (October 1947) the Treasury Department itself pointed out 
that— 

“* * * most adults need some sort of clock or watch.” 

The clocks and watches I have shown you are sturdy, accurate, and dependable, 
but are inexpensively priced to meet the limitations of the average purse. They 
are primarily designed and primarily used as timepieces, and are obviously not 
in the jewelry class. Nearly everyone uses an alarm clock to awaken him in the 
morning. No housewife could operate her kitchen or regulate her household 
without the help of clocks. Every office, shop, factory, school, and laboratory is 
dependent on clocks and watches for efficient operations. Watches are of vital 
importance in all forms of transportation; even every bus driver and streetcar 
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operator needs one in order to follow his carefully timed schedule. To bring it 
still closer home, I doubt that there is a person in this room who is not wearing or 
carrying a watch. It is indispensable to his activities. 

World War II showed just how essential alarm clocks are. In April 1944 the 
Office of Civilian Requirements made a survey to determine what essential 
civilian goods were in short supply. It found that of all the items surveyed 
clocks were in greatest demand. Nearly 12 million families were in immediate 
need of alarm clocks. It also found that the greatest majority of families at 
tempting to buy alarm clocks suffered real hardship and inconvenience because 
they could not be obtained. Asa result the War Production Board issued a spe- 
cial order,’ authorizing the production and distribution of new alarm clocks, 
The preamble to this order read in pa as follows: 

; fulfillment of irements for defense of the United States has created 

F iterials and facilities for produc 
and appropriate in the 


$21 


llows the autt 1 volume of alarm clocks 
midst of an ar 
» same situation developed in the next year 945—when a further survey 
was made by the Office of Civilian Requireme: disclosed an undiminished 
a 


] 
demand for alarm clocks, and continued lip a inconvenience to the 


civilian economy because they were not available. The shortage was considered 
so critical that scarce materials were allocated for the produetion of alarm clocks. 
In its press releases of March 16, 1945 (No. 7524), and of May 22, 1945 (No. 8100), 
the War Production Board said: 

“Despite tightening of the copper and steel suply, alarm-clock manufacturers 
are expected to be allocated sufficient material in the second quarter of 1945 to 
produce as many clocks as they can make without using facilities or manpower 
needed for war production in their plants. * * *” 

+ * - . * - * 


“In alarm clocks, for example, the Nation’s buying intentions, if supply were 


ample showed a walk in [demand] of 12,590,00 as against a demand for 12,425,000 
reported a year ago in a similar O. C. R. survey. The extent of the shortage 
in the 12 articles is shown by the experience of families that actually tried to 
buy them in the first quarter of 1945. The percentage of families reporting real 
inconvenience or hardship from their inability to purchase is just about the same 
same for the corresponding items as it was a year ago. This percentage is the 
highest in window screening (70 percent), and alarm clocks (71 percent). * * *” 
[Italic supplied.] 

Peacetime needs for clocks and watches are relatively no less acute than those 
of wartime. Our entire economy is geared to time, and personal timepieces are 
indispensable tools to every individual 

(Db) Not lururies.—Many years ago clocks and watches were distributed largely 
by the jewelry trade, as they had facilities for servicing the product. Clocks 
and watches were then perhaps logically put in the same category as jewelry. 
Thus it came about that they were classified with totally dissimilar items under 
the heading “Jewelry, ete.” (sec. 2400) for excise-tax purposes. Other items 
grouped in this section include jewelry, pearls, precious stones, opera glasses, and 
lorgnettes. The same excise tax is applied to all of these articles. But how can 
you justify taxing a workingman’s base metal pocket watch on the same basis 
as pearls and precious stones? What kinship is there between a lorgnette and 
a kitchen clock? None, so far as I can see, except that the same “luxury” type 

posed on both. 

The clocks and nonjeweled watches which I have exhibited to you are not 
“luxuries” by any stretch of the imagination. It is absurd to put this nearly 
2-foot-wide electric wall clock, set up for the public’s convenience, in the same 
class as a flawless pearl for tax purposes. But that is exactly what has been 
done; even this alarm clock and a perfect blue-white diamond are both “Jewelry, 
etc.,” for excise-tax purposes. 

In classifying articles for excise-tax purposes Congress evidently adopted the 
Census Bureau grouping, which at the time included clocks and watches with 
jewelry items. Prior to 1950 the Census Bureau’s classification of manufacturing 
activities listed “Watches and clocks” in a miscellaneous list (list No. 17) of 
product classes wtih “Jewelry and silverware” and other items. But beginning 


1Timitation Order L—275, issued April 14, 1944, reported in vol. 9, Federal Register, 
No. 76, April 15, 1944, pp. 4008-4009. 
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with its 1950 Annual Survey of Manufacturers, the Bureau transferred watches 
and clocks to a new classification (list No. 16) entitled “Instruments; Photo- 
graphie and Optical Goods; Watches and Clocks” (see the pamphlet of instruc- 
structions accompanying Form MA-100 for the 1950 Annual Survey of Manufac- 
tures). Similarly, the 1952 edition of Statistical Abstract of the Unite t 
ts watches and clocks under the classification “Instruments and rel 
* and not under the “Miscellaneous manufactures” which inel 
I submit that Congress ought to reexamine its classifications of items 
rry the special burden of excise tax. Clocks and watches are 
ements of everyday use which do not belong in any of the excise-tax clas 
s. Specifically, they are not jewelry and should not be taxed as 
it in other words, an ordinary article should not be subjected to an 
ary tax when like articles are not similarly taxed. 
‘) Discrimination.—It follows that the excis 
plies to clocks and watches but not to other items of 
‘eater essentiality. Our industry is penalized while others are fav 
iequal and illogical application of the tax. 
arisons are always invidious, and I will not list the many 
essential than clocks and watches—or no more essential \ 
not burdened with Federal excise taxes. It is glaringly inequitable t 
rdinary timepieces as the objects of taxes out of a great many other 1 
items which remain untaxed. 
I cannot refrain from pointing out that clocks and watches are 
useful measuring devices. Their important function is to measure t 
ere is, to my knowledge, no other measuring device on which the 
s levied excise taxes: Thermometers to measure temperatures, 
easure weight, rulers to measure distance, ammeters and voltmeters to meas 


electricity—even jiggers to measure whisky—all are exempt from excise 
taxes. Even the clock’s primitive antecedent, the hourglass, enjoys freedom 
Federal excises. Some of these tax-free articles are highly ornamented. 

it the practical, workaday, inexpensive clock and watch bear the ful! brunt 
of excise taxes. What distinction can be made in support of this discrimination? 
The instances of other untaxed items—no more utilitarian or essential than 
«ks and watches, and many of them less so—could be multiplied manifold 


hey would only serve to emphasize the discrimination against our industry 
1 our products, with the attendant problems of pricing and marketing. 

We contend that Congress should give careful consideration to this situation, 

nd should eliminate the discrimination by repealing excise taxes on clocks and 
itches, 


Decise tares are a special burden on the clock and watch industry 

Our industry has experienced all of the typical problems and hardships which 
excise taxes have brought about. These—notably the curtailment of sales—have 
been thoroughly discussed by representatives of other affected industries. But 
we have one problem which we believe is peculiar to the clock and watch 
industry. 

Our products are sold through a wide variety of outlets. Jewelry stores ac- 
count for only a very small percentage of our retailers. Most drugstores, hard- 
ware stores, specialty shops, and even tobacconists and newsstands, have carried 
clocks and watches as standard merchandise. In some instances, particular 
stores have stocked no other article on which an excise tax must be collected. 
In other cases only a few such articles have been carried in stock. We have 
found instances where retailers are discontinuing the sale of clocks and watches 
They are doing so because of the trouble and expense involved in collecting and 
remitting the tax on a few items and keeping the necessary records, and because 
of mistakes on the part of salesclerks. The result is that we have lost retail 
outlets solely because of the fact that our products are subject to an onerous 
excise tax. We are seriously concerned with such incidents because they sug- 
gest the possibility of a trend which might impair our facilities for retail dis- 
tribution ,primarily because of the effect of excise taxes. 

This situation also illustrates again, and perfectly, the point which I made 
earlier in this statement—that so far as clocks and watches are concerned 
excise taxes are harmfully discriminatory and ought to be repealed. 

8. The differential in ercise-tar rates causes confusion and errors in pricing 

Originally. the excise-tax rate, under the 1941 Revenue Act, was 10 percent on 
all clocks and watches. In 1944 the rate on clocks was increased to 20 percent, 
except that alarm clocks retailing at $5 or less continued to carry a 10-percent 
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tax. These are the rates which are in effect at this time. They have produced 
untold confusion at the retail level. 

Under these rates an alarm clock retailing at $4.95 carries an excise tax of 
10 percent, or 50 cents, and sells for a total price of $5.45. An ordinary clock 
without an alarm—such as an electric kitchen clock—also prices at $4.95, carries 
a 20-percent tax, or $1, for a total of $5.95. Here are 2 clocks, both with the 
sazue $4.95 price tag, on which the salesclerk must collect different amounts 
from the customer. The opportunity for confusion is evident, and it is not 
surprising that retailers are continually plagued with sales errors. 

To make the situation worse, an alarm clock priced at $5.50 carries a 20-percent 
tax of $1.10 and a total price of $6.60, as against a 10-percent tax of 50 cents on 
a $4.95 alarm and a total price of $5.45. We have no doubt that errors in collec 
tion of the tax have occurred in a large percentage of sales. 

In another aspect the same problem presents a headache for the manufacturer, 
since in repricing an alarm clock he must have regard to whether it will move 
from the 10-percent excise-tax bracket into the 20-percent bracket. 

CONCLUSION 

Summarizing the points I have made, in the first place clocks and low-priced 
watches do not properly belong in the excise tax structure at all. They ar 
necessaries, and in no sense luxuries or “jewelry, ete.” The excise tax has been 
described as “selective,” but it is in fact indefensibly discriminatory against 
clocks and watches and the industry which produces them. It is an especially 
troublesome burden which we and our products should no longer be required to 
carry. We insist, therefore, that as to clocks and watches excise taxes should 
be entirely repealed. 

On behalf of Clock Manufacturers Association of America I urge the committe¢ 
to recommend the repeal of excise taxes on clocks and low-priced watches and 
thereby to relieve our industry of the special problems which they have created. 

Mr. Reeves. The Clock Manufacturers Association has appeared 
before this committee on previous instances on the subject of excise 
taxes as it applies to their products. These products consist of clocks 
and low-priced pocket and wrist watches made of base metals. They 
are subject to various excise taxes between 10 and 20 percent. 

The arguments in favor of the repeal of these excise taxes are briefly 
three: I think they are adequately set forth in the statement which 
has been filed, and I will only mention them. 

The first argument is that this view of the fact that these excise 
taxes are generally considered to be luxury taxes, they should not 
be applied to articles such as clocks and utilitarian watches which are 
necessaries as has been found and demonstrated in wartime as well as 
in peacetime, and are not luxuries. 

One of the interesting evidences of that fact is that among the sym- 
bols of basic industry and agriculture which decorate the four corners 
of this beautiful room is a balance wheel, which is the heart of every 
timepiece, whether it be a clock or a watch. 

The second argument which has been made on behalf of repeal of 
excise taxes with respect to timepieces, and especially clocks and low- 
priced watches, is that there is a degree of discrimination in the sense 
that no similar excises are available to other articles which are in the 
same general category of necessaries, and indeed that are in the same 
general category of like devices for achieving measurement of space 
and of time and like articles. 

The third argument which has been made is that there are certain 
special burdens which excise taxes impose on watches and clocks. 
There are two such burdens. The first is that the nature of the outlets 
through which clocks and watches are distributed is such that ofttimes 
they carry no other item which requires an excise tax, and in many 
cases we have found that they have discontinued the sale of watches 
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or clocks by reason of the fact that it is a nuisance to maintain a set 
of excise-tax records and make excise-tax collections on only a single 
tem or a single type of item. 

The other special burden is the differential in rates. All clocks 
vhich are not alarm clocks carry a 20-percent excise tax. Only 
those alarm clocks which sell for $5 or less carry the 10-percent. rate. 
(ll other alarm clocks carry the 20-percent rate. 

That results in a great deal of confusion and in many errors at 
he retail level so far as computing the amount of the tax and col- 

ting it is concerned. 

That argument is spelled out in substance in the brief, and I will 
not elaborate on it here. 

It is the sense of the association that by reason of these factors 
that excise taxes so far as they are applicable to watches of the 

iaracter produced by this association, and clocks, should be repealed. 

Mr. Curtis of Nebraska. How much revenue is involved ? 

Mr. Reeves. That we are not able to determine with any precision, 
it an estimate which is reasonably accurate would be in the neigh- 
orhood of $5 million a year. 

Mr. Eneruarrer. Mr. Reeves, I know a very strong plea was made 

1950 for this differential on the prices. 

Mr. Reeves. I beg your pardon ? 

Mr. Esernarter. A differential in the rates according to the prices 

r which the clocks sold. It took a good bit of argument to con- 

nce us that we ought to make this differential in rates according 

) prices, and we finally did it. It was said that that would help 
the clock industry. Now you are using that as one of your reasons 
to W ipe it out entirely. 

Mr. Reeves. I would be very much interested in the 1950 argument 
nthat point. I believe that I assisted in the preparation of material 
presented then, and it had to do with the repeal only of all excise 

xes on clocks and watches. 

I might say to you, Congressman Eberharter, that the differential 

is established in 1943. In 1941 the excise-tax rate on all clocks 
nd watches was a straight 10 percent. Under the war-tax increase, 
hich is found in section 1650 of the code, the rate was increased 
to 20 percent on all nonalarm clocks and on alarm clocks selling at 
more than $5 and on watches selling at more than $65, but that was 

me in 1948 and not in 1950. 

Mr. Esernarter. I am referring to the House-passed bill in 1950. 
\ strong argument was made that that differential was an important 
feature and that the clock industry wanted that differential. 

_ Mr. Reeves. I would be interested in establishing that fact and 

inding out the source of the statement, because in 1943 the clock and 
mE industry, this industry, which is not the jeweled- wateh in- 
ustry 

Mr. Esernarrer. I understand that. 

Mr. Reeves. The clock and low-priced-watch industry was 100 
percent converted to war production. In 1943 it was making clocks 

d watches only when it was ordered to do so by the War Production 
Board, and excise taxes did not mean anything to the industry. So 
far as I know, the first time this industry made an appearance on the 

ibject of excise taxes was in 1946, and at that time they were urging 
the repeal and not a differential. 
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Mr. Exsernarrer. If it was not made in open hearings, the argument 
was made in executive session for this differential. It may have been 
in executive session. 

Mr. Reeves. That surprises me, sir, because the differential has 
been the source of more confusion and trouble to the industry than 
any other single factor. I could illustrate by these facts: If you take 

clocks, a kitchen wall clock, not an alarm clock, selling for $4.95, 
“a an alarm clock selling for $4.95, they both carry the same price 
tag. The wall clock carries an excise tax of 20 percent. The alarm 
clock carries an excise tax of 10 percent. That differential was recog- 
nized as the source of untold difficulty by the industry when it was first 
enacted, and I can say with assurance and with complete confidence 
that the industry has, first, always been opposed to the differential 
and, second, it has always favored the repeal of excise taxes on clocks 
and watches. 

I might say that in 1950, just prior to the Korean incident, it had 
been proposed that excise taxes on clocks and watches be equalized 
at 20 percent, and in opposing that proposal representatives of this 

ndustry testifying before both this committee and the Senate Finance 
C esate said in statements of which I have copies in my office 
me iat the differential presented great problems and they urged 

iat either all excises be repealed or “that they be cut down to a flat 
10 percent if complete repeal was not possible. Our position has 
been consistently, both then and now, that repeal was the equitable 
solution. 

Mr. Esernarter. Thank you very much. 

Mr. Reeves. Does that answer your question, sir? 

Mr. Evernarter. Definitely and completely. 

The Cuarrman. We certainly thank you for your appearance here. 
Weare glad to have you here. 

Mr. Reeves. Thank you very much, Mr. Chairman. 

The Ciuamman. Mr. Vincent R. Shiely, secretary of Toro Manu- 
facturing Co., Minneapolis, Minn., in behalf of the Lawn Mower 
Institute, Ine. 

We are very glad to have you, sir. If you will just state your name 
and the capacity in which you appear for the record, we will be glad 
to hear you. 


STATEMENT OF VINCENT R. SHIELY, SECRETARY, TORO MANU- 
FACTURING CO., ON BEHALF OF THE LAWN MOWER INSTITUTE, 
INC., MINNEAPOLIS, MINN. 


Mr. Suery. My name is Vincent R. Shiely. I am secretary of the 
Toro Manufacturing Co., Minneapolis, Minn., a manufacturer of power 
awh mowers, 

I would like to reques t the Chairman that our petition be filed as a 
part of the record of this hearing. I have prepared an 8-minute sum- 
mary on that petition and with your permission, Mr. Chairman, I 
would like to make this presentation. 

I would also like to ask that this summary and a:list of the com- 
panies which I am representing here be included in the record. 

The Cuamman. Without objection, it is so ordered. 
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NAMES OF MEMBER COMPANIES OF THE LAWN Mower Insti1TUTE, INc. 


Aircapitol Manufacturers, Inc., Wichita, 
Kans. 

Barnes Manufacturering 
Kansas City, Mo, 

Beazley Power Mower Co., St. Peters- 
burg, Fla. 

Bolens Products Division, 
chinery & Chemical Corp., 
Washington, Wis. 

Bunton Co., Louisville, Ky. 

Weber Engineered Products, Inc., Cin- 
cinnati, Ohio 

Clemson Bros., Ine., Middletown, N. Y. 

Cooper Manufacturing Co., Marshall- 
town, Iowa 

G. W. Davis Corp., Richmond, Ind. 

Durite Corp., Inc., lola, Kans. 

Che Keclipse Lawn Mower Co., Prophets- 
town, Til. 
ills Products, Ine., Genoa, IIL 

and Ranch, Inc., Kansas City, 


Co., Ince, 


Food Ma- 
Port 


rari 
Mo. 

Foley Manufacturing Co., Minneapolis, 
Minn. 

Goodall Manufacturing 
rensburg, Mo. 

Granite State Mowing Machine Co., 
Hinsdale, N. H. 

Giz-Mow, Inc., Tampa, Fla. 

Co., Springfield, Tl. 

The Haughton Co., St. Petersburg, Fla. 


Corp., War- 


Heineke «& 





Jacobsen Manufacturing Co., Racine, 
Wis. 

Johnston Lawn Mower Corp., Ottumwa, 
lowa 

King Pneumatic Tool Co., Chicago, Il. 

Midwest Mower Corp., St. Louis, Mo. 

Monark Silver King, Inc., Chicago, TL 

The Moto-Mower Co., Detroit, Mich. 

Pioneer-Gen-E-Motor Corp., Chicago, 
Il. 

Reo Motors, Lansing, Mich. 

R. P. M .Manufacturing Co., Lamar, 
Mo. 

Roto-Hoe and Sprayer Co., Newbury, 
Ohio 

Root Manufacturing Co., Inc., Baxter 
Springs, Kans. 

Ek. T. Rugg Co., Newark, Ohio 

Savage Arms Corp., Utica, N. Y. 

Sensation Mower, Inc., Ralston, Nebr. 

Starbrand Corp., Indianapolis, Ind. 

kX. C. Stearns & Co., Syracuse, N. Y. 

Temco Products, Ine., Lynwood ,Calif. 

Toro Manufacturing Corp., Minneapo- 
lis, Minn. 

The Vollrath Co., Sheboygan, Wis. 

Whirlwind, Inc., Milwaukee, Wis. 

Worthington Mower Co., Stroudsburg, 
Pa. 

Yazoo 
Miss. 


Manufacturing Co., Jackson, 


[H. R. 4900, 83d Cong., 1st sess.] 


A BILL To repeal the manufacturers’ excise tax on power lawn mowers 


Be it enacted by the Senate and House of Representatives of the United States 
f American in Congress assembled, That effective June 30, 1953, section 3406 
1) (3) of the Internal Revenue Code is amended by striking out, “and power 


wn mowers”, 


and is hereby repealed. 


“ 
CONGRES 


lax ON POWER LAWN MOWERS 


and that the manufacturers’ excise tax on power lawn mowers 


te LAWN Mower INstITutr, INC., WASHINGTON, D. C., PETITION To THE 83D 
S FOR THE REPEAL OF THE 10 PERCENT FEDERAL MANUFACTURERS’ EXCISE 


The Revenue Act of 1951 established a 10 percent Federal manufacturers’ excise 
1x on household type power lawn mowers in section 3406 (a) (3) of the Internal 


fevenue Code. 


. 1951. 


This tax became effective on manufacturers’ sales as of November 


It is quite apparent that this tax was adopted by the Congress with very little 


nsideration for economic effects of such a tax on the industry. 


As far as we 


e been able to discover there was no consultation with the power lawn mower 


stry at the ti 


ne this tax was adopted. 


This is all the more evident when it is 


ited that this tax has been tacked on, as if as an afterthought, to a group of 


the home and 
The word 


stry to designate 


used in 
type.” 


ances 
ehold 

ver ind 
se TaN 
rbitrary deci 
us, at the very 


designated 

“household” 
a particular type of mower. 
ruling section of the Internal Revenue Bureau to come to a completely 
ion as to what constituted a “household type” power lawn mower. 
beginning we come upon one of a whole series of inequities that 


under the 
never been 


general category of 
used in the lawn- 
This has obliged the 


has 


ist in this 10 percent manufacturers’ excise tax on power lawn mowers. 
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Due to this obvious illogical inclusion of the tax on power lawn mowers in a 
grouping of appliances used in the home, the Internal Revenue Bureau in Wash- 
ington is unable to tell anyone just how much revenue has accrued to the Federal! 
Government through this tax which has been in operation for more than a year 
Therefore, we have been obliged to make our own survey within the industry as 
to the amount collected by the Federal Government annually from this tax. 

We estimate that there are approximately 75 principal manufacturers of lawn 
mowers in the country, with an additional undetermined number of manufac 
turers who occasionally produce small quantities of mowers, depending upon 
market conditions, etc. We further estimate that members of the Lawn Mower 
Institute, Inc., comprising 38 principal manufacturers, produce close to 80 per- 
cent of the power lawn mowers manufactured .n the country. In making our 
statistical survey we included nonmembers as well as members of the institute 
We received an extremely high percentage of returns on our survey which is an 
indication of the grave concern with which the industry at large views this tax 
After consultation with the leading marketing men in the industry, we feel our 
figures are unusually complete and reliable. 


HOW MUCH TAX IS COLLECTED BY THE GOVERNMENT ANNUALLY? 


From our survey, including nonmembers as well as members of the institute, 
annual payments under the 10 percent Federal excise tax were: 


By 49 manufacturers (giving actual figures) ban ais iat ADS ety 
By 14 manufacturers (carefully estimated) - siicecn et, 000 


Total tax collected oe aa ie 8, 692, OS2 


Thus we are talking about $814 million revenue to the Federal Government 
from this 10 percent Federal manufacturers’ excise tax. 


EFFECTS ON THE INDUSTRY 


1. Cost of collecting the tax for the Government 

The lawn mower industry generally is made up of small businesses, although 
some lawn mower plants are subsidiaries of large companies, Of the total num 
ber of companies, some 175 manufacturers. producing lawn mowers, only 12 
percent have annual sales of lawn mowers in excess of $1 million and less than 
5 percent have more than $5 million of lawn mower sales per year. Thus the 
lawn mower industry is essentially an industry of small businesses. It is obvious 
that the lawn mower business is seasonal—just as is agriculture. Lawn mowers 
are usually bought by individuals in the spring and early summer months with 
practically no sales in the late summer, fall or winter. In order to maintain as 
uniform a production schedule as possible and to spread out and equalize em 
ployment in the industry over as many months as possible, it is a general practice 
in the industry to give spring dating terms to distributors and dealers. That 
means that most of the lawn mowers shipped in October, November, December 
January, February, March, and April are paid for in April and May. However, 
the Government requires the lawn mower manufacturer to make a report or 
each month’s shipments and to pay the manufacturers’ excise tax of 10 percent 
within 30 days. Thus the manufacturer has to pay much of the year’s ta 
several months before it is actually collected from the customer and has to 
borrow money to pay this tax. The burden of financing such tax collections for 
the Government is extremely severe for these small businesses and represents 
another inequity forced on the lawn mower industry. Replies to our survey 
reveal actual costs, to those manufacturers replying to this question, of $69,500 
in interest and financing these tax payments to the Government before collectio: 
from customers. In addition, extra bookkeeping and other costs required to 
handle these collections were estimated at $47,000 for those companies report 
ing. This is almost a $117,000 burden annually for this small industry to 
collect the tax, which is in turn an item of cost which further increases the pricé 
of power lawn mowers to the general public. 
2. Tax causes serious reduction in sales volume 

A 10 percent tax on manufacturers’ sales is not merely passed on to the ulti 
mate customer but actually becomes a 16 percent or 17% percent tax when th« 
customer pays it. OPS allowed wholesalers to consider the 10 percent manu 
facturers’ excise tax as an element of their cost and to add their historical mark 
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ip to all elements of cost. The retailer or dealer enjoyed the same privilege 
so there was a second markup or pyramiding of the tax, which conservatively 
estimated, became a 16 percent to 17144 percent tax to the ultimate buyer. This 
ax on power lawn mowers is not a manufacturers’ tax—it is not paid by the 
sanufacturer. It is a tax on the individual, on the homeowners. It is just 
nother hidden tax, a hoax on the individual homeowner. 

It is a well-known economic law that except in times of severe shortages price 
creases create sales resistance, reduce markets, and sales volume in units. 
(hus the Federal excise tax on power lawn mowers has substantially increased 
the price of power lawn mowers to the ultimate buyer resulting in a marked 
ncrease in consumer resistance to these higher prices and has thus seriously re- 
iced the industry’s sales. As a matter of fact, all during the last season due 
) competitive conditions lawn mower manufacturers were selling their products 
elow OPS permitted price ceilings and could not take advantage of the OPS 
permitted price increases resulting from increased costs of steel, aluminum, 
ther metals, repairs and replacement parts, inbound transportation charges, 
ind so forth. 

rhe industry, by cost absorption and technological improvements in product 
nd in production methods, has done everything it can to place newer lawn 
iowers in the homeowners’ hands at the lowest possible cost. This is an age of 
echanization. Power lawn mowers are the mechanized equipment of the home 
wner, just as tractors are for the furmer, just as machine tools are for the 
ctory. Power lawn mowers are not a luxury but are tools for homeowners. 
But the Government is requiring the individual to pay this tax on his necessary 
machine tools, and thus increasing the cost substantially. 

fabulations from our survey shows that 35 manufacturers of lawn mowers 
ielieve that the imposition of the 10-percent Federal excise tax has substantially 

luced sales volume. It is interesting to note that only one manufacturer was 
not sure and three gave us no estimate of the amount of reduction. The tabula- 

n of the replies as to the amount of reduction is as follows : 

10-percent excise 
tar has reduced 
volume 


One manufacturer replied ? = Less than 10 percent 
four manufacturers replied ¥ ... 10 percent to 14 percent 


our manufacturers replied___ “J sin ‘ 15 percent to 19 percent 
Nine manufacturers replied_—____ pad .. 20 percent to 24 percent 
Six manufacturers replied_____- sae ach 25 percent to 29 percent 
Five manufacturers replied_ ene : 30 percent to 35 percent 
lwo manufacturers replied __- Sateen pearemaee .. 50 percent to 60 percent 


‘hus the majority of the industry estimates that sales volume has been reduced 
'y more than 20 percent due to the imposition of the 10 percent Federal excise tax 


Decise tax causes serious loss to factory workers 
Naturally this reduction in sales volume has had a serious impact on the 
orkers in the industry, as reduction in sales volume means reduction in pro- 
uction followed by factory layoffs. It was more difficult to secure reports from 
the industry as to the effect on factory workers in terms of some common denom- 
itor. Nevertheless, a clear picture is available from the replies to our survey. 
The reduced sales volume covered in the preceding section has been reflected in 
ower factory production in lawn mower manufacturing plants. In four plants 
eporting reduced sales, reduction in production did not oceur. However, antici- 
pated increases based on the previous year’s experience failed to materialize. 
Loss to factory workers from reduced sales volume was reported in two ways 
percentage reduction in employment or a loss in man-hours. The tabulations 
from the survey reveal the following: 
In one plant, a reduction of 7% percent in employment ; 
In three plants, a reduction of 10 percent in employment ; 
In one plant, a reduction of 25 percent in employment ; 
In seventeen plants, a loss of over 1,058,160 man-hours of work for the 
season. 
This reduction in employment naturally meant smaller payrolls and consequently 
smaller individual income tax collections for the Federal Government.  Indi- 
ectly, it meant smaller consumer expenditures in all of those communities where 
these reductions in employment occurred. Moreover, reduced production meant 
smaller profits for the lawn mower manufacturers and less corporation taxes 
paid to the Federal Government. 


37746—53—pt. 4-10 
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Before closing we wish to call to the committee’s attention another inequity 
whie h exists in the law as it now stands. Seventeen lawn mower manufacturers 
report that they buy rubber tires and tubes on which an excise tax is charged. 
These purchases amount to more than $553,660 per year. Section 3400 of the 
Internal Revenue Code covers the excise tax on tires and tubes. Section 
3403 (e) provides for the credit or refund on tires when they are used on auto- 
mobiles or motorcycles. This credit provision was put into effect in 1932 
ind apparently nobody thought of rubber-tired power mowers at that time 
Section 3443 (a) has to do with credits and refunds generally but it specifically 
prohibits the collector from granting any similar ruling in favor of lawn-mower 
manufacturers by excepting tires and tubes from the provisons of section 3443 (a). 

In conclusion, we ask that immediate steps be taken for the necessary con- 
gressional action to abolish the 10 percent Federal manufacturers’ excise tax 
on power lawn mowers for the following reasons: 

1. This tax was originally imposed without consultation with the industry 
and without due regard to the economic factors involved in this industry of 
small businesses. 

2. It is full of inequities, ignores the economics of the power lawn mower 
industry, and places an unnecessary burden of collection and financing on the 
industry. 

3. It is working an undue hardship on the industry by causing a serious re- 
duction in sales volume. 

4. It has substantially increased the cost of power lawn mowers to the gen- 
eral public by more than just the amount of the tax assessed, and is a tax on 
the individual homeowner's necessary equipment. 

5. It has resulted in a serious loss of employment to the factory workers in 
the industry. 

6. The imposition of this tax has seriously damaged the industry and its 
workers, The abolishment of this excise tax would result in increased revenues 
to the Government from corporate and individual income taxes, more than 
sufficient to offset the revenues now being received by the Government from 
this 10 percent manufacturers’ excise tax on power lawn mowers. 

Mr. Surety. Our company is a me omber of the Lawn Mower Insti- 
tute, Inc., which is the national trade association of the lawn-mower 
industry in whose beh uf I appear before this committee. The mem- 
bership of the Lawn Mower Institute numbers 41 compainies produc- 
ing approximately 85 percent of the industry’s total sales. However, 
it is important to note that in this effort we are supported by non- 
me oe ‘r companies as is evidenced in the survey figures presented in 
the attached copy of a petition to this committee presented earlier this 
year by the institute. 

We are not going to take the committee’s time to go into the details 
covere d Fe the petition for repeal of the 10-percent Federal manufac- 
turer’s excise tax on power ‘a n mowers but will simply summarize 
for you the highlights of the serious situation confronting our 
ndustry. 

From a careful reading of the attached petition you will find that 
the Internal Revenue Bureau claims to have no accurate figures on 
the revenue received from the levying of this tax on our industry. 
However, a comprehensive industry survey indicates that this tax 
brought into the United States Treasury approximately $814 million 
in revenue in the first year of its operation. There is no indication 
that this leve ' revenue will be maintained—rather, it should 


‘levying of this 10-percent Federal excise tax has caused a sub- 
stantial reduction in sales volume in the industry. As a matter of 
fact, in the first year’s operation under the 10-percent Federal excise 
tax the in dustry's sales decreased by 86,000 units amounting to some 
$11 million, or about 9 percent, as shown by a market study reported 
by McGraw-Hi il Publishing Co. in the January 1953 issue of Elec- 
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trical Merchandising. This, for the first time, reversed an upward 
sales trend in our industry at the very time we had every reason to 
expect further expansion on the basis of other economic factors. It 
is our belief that this was the result of sales resistence to increased 
prices resulting from the imposition of the excise tax. 

Unit selling price has always been recognized as a key factor in 
developing the sales of power lawn mowers. From "bs end of World 
War II - to the imposition of the excise tax the manufacturers had 
consistently lowered prices on power lawn mowers in the face of in- 
creases in material, labor, and other costs. This tax, while assessed 
on manufacturers’ sales, is actually a tax on the ultimate customer 
which results in his paying from 16 to 17 percent more for his power 
lawn mower. This increase in the unit selling price has curtailed 
what has been an expanding market for our product. 

The net effect of this decrease in sales volume has been reduced pro- 
duction and a consequent loss of wages for factory workers and a re- 
duction in manufacturers’ profit in the industry. We do not feel that 
it is necessary to dwell on this point, but call the committee’s attention 
to page 4 of our petition covering this subject, which indicates the 
extent of the loss in employment. 

The basic problem confronting our industry is the increased level 
of prices and the consequent sales resistance resulting from this 10- 
percent levy. Our petition also covers other increases in costs and 
inequities resulting from the assessment of this tax which have been 
harmful to our industry, such as the cost of financing and collecting 
this tax for the Government in a highly seasonable business as shown 
on page 2 of our petition. 

It has been already demonstrated that the excise tax has adversely 

affected industry sales volume. During the past year the E ‘onometr ic 
Institute of New York C ity was eng: iged to deve lop a a power- lawn- 
mower industry forecast for the period 1954 through 1959 

This being the case, the batden of the 10-percent F ederal excise 
tax will become incre asingly severe on our industry which is com- 
p oe of many small businesses and most certainly will be the differ- 

nce bet ween the survival or failure of many of these companies in the 
not too distant future. 

Therefore, Mr. Chairman, we respectfully request that the committee 

ict favorably on H. R. 4900 and recommend the re pr al of the 10-percent 
Fe leral excise tax on power lawn mowers as shown in section 3406 
(a) (3) of the Internal Revenue Code, for the following reasons as 
shown in our petition: 

1. This tax was originally imposed without consultation with the 
industry and without due regard to the economic factors involved in 
this industry of small businesses. 

It is full of inequities, ignores the economics of the power-lawn- 
mower industry, and places an unnecessary burden of collection and 
financing on the industry. 

3. It is working an undue hardship on the industry by causing a 
serious reduction in sales volume. 

It has substantially increased the cost of power lawn mowers to 
the general public by more than just the amount of the tax assessed, 
and isa tax on the individual homeowner's necessary equipment. 

5. It has resulted in a serious loss of empheyah ent to the factory 
workers in the industry. 
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6. The imposition of this tax has seriously damaged the industry 
and its workers. The abolishment of this excise tax would result in 
increased revenues to the Government from corporate and individual 
income taxes, more than sufficient to offset the revenues now being 
received by the Government from this 10-percent manufacturers’ 
excise tax on power lawn mowers. 

I thank the committee for permitting us to testify in this matter. 

The Cuarrman. We certainly thank you, sir, for your appearance 
here and the testimony you have given to the committee. 

Are there any questions? We thank you very much. 

Mr. Surety. Thank you, Mr. Chairman. 

The CHarrman. The next witness is Mr. C. W. Halligan, treasurer 
of the Rubber Manufacturers’ Association. 

Mr. Halligan, we are very glad to have you here. If you will give 
your name and the capacity in which you appear for the record, you 
may proceed. 


STATEMENT OF CHARLES W. HALLIGAN, CHAIRMAN, TAX COMMIT- 
TEE, TIRE DIVISION, RUBBER MANUFACTURERS’ ASSOCIATION 


Mr. Hatiigan. My name is C. W. Halligan, treasurer of the Rubber 
Manufacturers’ Association, 444 Madison Avenue, New York. 

Mr. Chairman and members of the committee, I am chairman of the 
tax committee of the tire division of the Rubber Manufacturers’ Asso- 
ciation. We wish to present a statement on excise taxes on tires and 
inner tubes. This statement summarizes the views of the rubber in 
dustry which have been presented to your committee on former occa 
sions when tax revisions were being considered. 

Tires and tubes were first subjected to Federal excise tax at the close 
of World War I. This tax was removed in 1926. Our present tire 
and tube excise taxes date from 1932 and were imposed when transpor 
tation by automobiles was still considered by many to be a luxury and 
streetcars had not been replaced by rubber-tired motorbuses. 

It isa generally accepted principle of taxation that luxuries are fair 
tax targets, but that taxes on the basic necessities of life, such as food, 
clothing, and shelter, are unsound and should be avoided. We main 
tain that tires and tubes today are indispensable in the economic life 
of the American people, and so rank as necessities along with the basic 
necessities of food, clothing, and shelter. These basic necessities have 
been exempted because, without them, human life cannot be sustained. 
However, the need of tires and tubes is almost as basic, because we 
must rely on them to provide the means of transportation and com- 
munication without which industry would wither and die, and jobs 
would disappear. Without jobs, adequate food, clothing, and shelter 
could not be obtained by our people. 

Our position, therefore, is that a tax on tires and tubes is unsound 
because these products are indispensable to our economic life. 

We also maintain that it is unjust to treat tires and tubes as luxuries 
while so many true luxuries remain exempt from Federal excise taxa- 
tion. Luxury foods and fashionable clothing are certainly fairer tax 
targets, as are the more expensive homefurnishings. 

Since the inception of the present tire and tube excise tax, the tax 
has been based upon the Selgin of the tire or tube being taxed. Our 
industry approves this basis (so long as the tax must remain in effect) 
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because an excise tax cannot be applied on an ad valorem basis without 
creating industry and Government administrative problems. The 
current rates of tax are 5 cents per pound on tires and 9 cents per pound 
on tubes. These rates result in taxes which are out of line with those 
calculated on value, such as the taxes imposed on related automotive 
products. We believe the rates per pound should be reduced to a level 
which will make tires and tubes bear a tax burden comparable to 
related products in the automotive field, such as automobile parts 
and accessories. The tax on sales by the manufacturers of automobile 
_arts and accessories is 8 percent. For comparison, we have taken the 
relation between our current excise taxes and the published prices to 
the Federal Government on a number of representative passenger-car 
izes and similarly on a number of truck sizes. We have also taken the 
comparable tube sizes and made similar computations. 

I might explain that the manufacturers’ prices to the Federal Gov- 
ernment have been used for these calculations because of the unavail- 
ability of manufacturers’ prices. 

The percentage relation of the excise tax on a representative group 
of passenger-car tires and tubes is 10.41 percent of the regular pub- 
lished prices covering the sale of these tires to the Federal Govern- 
ment. On a representative group of truck tires and tubes the per- 
centage is 9.18 percent when compared to the same published list. 

These percentage relationships as obtained in our calculations are 

ubstantially in excess of the 8-percent tax applied to the manufac- 
urer’s price on automobile parts and accessories. If tire and tube 

prices decline the disparity will increase unless the per pound tax rate 
reduced. 

Although we are convinced the present tax on tires and tubes is 

equitable and discriminatory, we realize that fiscal needs may pre- 

ent its complete elimination for some time to come. However, we 

believe some relief should be granted now so that these products will 
be more fairly dealt with in the interim. We, therefore, petition to- 
ay not for the complete elimination of the tire and tube tax at this 
time, but for a reduction to a more equitable basis. 

When originally imposed, the tax rates were set as 214 cents per 
pound for tires and 4 cents per pound for tubes. In 1940 these rates 
were increased to 21% cents for tires and 414 cents for tubes. In 1941 
the latter rates were doubled, giving the present rates of 5 cents per 
pound for tires and 9 cents per pound for tubes. We recommend these 
rates be now reduced to the pre-1941 level of 214 cents per pound for 
tires and 41% cents per iain for inner tubes. 

If a reduction in tire and tube excise-tax rates is made, the legis- 
ation should provide for credit on “floor stocks,” equivalent to the tax 
reduction. (“Floor stocks,” as you know, are stocks of taxpaid tires 
n the hands of dealers.) Unless a floor-stock credit is provided, all 
lealers holding taxpaid stocks of tires and tubes on the effective date 
of the change would be placed in an inequitable position, as against 
those who later acquire stocks of tires and tubes upon which the tax 
need not be paid. In self-protection, dealers would begin to hold 
off purchases as soon as the rate-change legislation was proposed, thus 
lisrupting the even flow of goods from manufacturer to consumer. 

In summary, then, the tire and tube manufacturers make these 
recommendations : 
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1. The excise tax on tires and tubes is a tax on indispensable trans- 
portation, and should be completely eliminated. 
2. Pending complete elimination, the rates should be reduced to 
per poun d on tires and 414 cents per pound on tubes. 
\ rate reduction should be accompanied by a provision for an 
zing credit on floor stocks. 
sh to express our appreciation for the opportunity afforded us 
r of presenting this petition, in person, to you. 


‘ 


IT 
hiliii 


Hahlk YOu. 
1AIRMAN. We thank you very much for your appearance and 
ration th you have given to the committee. 
T , Mr. Chairman. 
is Sanford H. Bolz, Esq., on 
inufacturers Association, Inc. We 
iz. If you will give your name 
e will be very glad to hear your 


STATEMENT OF SANFORD H. BOLZ, WASHINGTON, D. C., COUNSEL, 
CIGARETTE LIGHTER MANU ‘ACT URERS ASSOCIATION, INC., 
NEW YORK CITY 
ae Bortz. My name is Sanford H. Bolz. I represent the Cigarette 

inufacturers Association, Inc., of 303 Fifth Avenue, New 


“C it 
( 


h: aaa ian, I should like to request the right to submit for the 
ord in a few days t list of our associations whom I represent 

The Cuairman. It is not a very long list ? 

Mr. Boxz. No; it will not be an unduly long list, but 30 to 40 mem- 
bers, I think. 

Phe Cuarrman. That will be all right. Without objection, it will 
be so ordered. 

Mr. Bortz. Mr. Chairman and members of the committee, the pur 
pose of our presentation Is to place before you a suggestion that we 
believe will be very helpful both to taxpayers and to business in 
providing at least some tax relief to the general public without in any 
way cutting down tax revenues. Asa matter of fact, tax revenues will 
be increased under our suggestion. At first glance this may sound 
like an impossible magic formula, but in point of fact it is both pos 
sible and true. It will provide a practical and businesslike way of 
affording tax relief without cutting revenues and is the kind of thing 
that can be pointed to by Congress as a substantial achievement in a 
very difficult field that helps the consumer, business, and the Govern 
ment—and hurts no one. This proposal is in no way subject to argu 
ments that have been levied against other valid taxcutting proposals— 
that however sound, they cut down revenues needed for balancing the 
budget. 

The matter is of direct interest to us in the industry I represent, the 
cigarette lighter manufacturing business, and our purpose is to achieve 
the earliest possible enactment of such a program for our industry. 
But the suggestion, we believe, has merit for application to other in- 
dustries as well, probably most if not all of those which are presently 
subject to manufacturers excise taxes. 
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The gist of the proposal is this: To shift existing manufacturers 
excise taxes to retail taxes set at a lower percentage, which will cost 
the consumer far less in what he really pays for excise taxes while 
maintaining revenue at the same or better level for the Government. 
The reason for this is that manufacturers excise taxes are generally 
passed on by manufacturers to jobbers and by job bers to retailer 

| both jobbers and retailers take their normal markup on the ad led 

ount of the tax which is passed on to them by the previous level 

‘distribution. In most circumstances it is our belief that this mark- 
on tax is wholly unjustifiable, for it neu in the consumer’s pay- 
often twice or more as much at retail than the Government ac- 
lly collects from the manufacturer. 

Here is our specific suggestion with respect to our industry 

The Cigarette Lighter Manufacturers Association, Inc., desires 

‘hieve some reduction of excise tax on lighters but recognizes 
in present circumstances this cannot be achieved as a practical 
tter if it means any diminution whatever in revenue to the Gov- 
nment. Accordingly, the association has proposed a bill to substi- 
te a 714-percent retail excise tax on cigarette lighters in place of 

» existing 15-percent manufacturers excise tax on such items. Tlus 

| was introduced in the House of Representatives on Monday, June 

, by Congressman Car] T. Curtis, Repub lican, of Nebraska, a mem- 
ber of this committee; the bill, H. R. 5733, was referred to this com- 

ttee. A copy of this bill is submitted with this testimony for your 
information and reference. We have been informed by Congress- 
mon Curtis that in response to his request the staff of the Joint Com- 
mittee on Internal Revenue Taxation has reported to them that there 
will be no loss in revenue under this proposal. 

We deeply believe that this bill is so noncontroversial and so clear- 
ly in the interests of consumers, our industry, and the Government 
that it deserves broad bipartisan support. If enacted, it will provide 
its supporters with a very substantial achievement to which this com- 
mittee can point as at least an important pilot case of giving tax re- 
lief to industry and to taxpayer without cutting revenues which the 
administration claims are needed at the present time. 

ia is how the proposal will work in our industry. The bill pro- 
poses a shifting of the existing 15-percent manufacturers tax to a 714- 
percent retail tax. In our industry the general markup from manu- 
fac turing to retail level is slightly more than 100 poruenh, Thus on 

i ligl hiter which prese ntly retails (without tax) for $10, the manu- 
fa cturer’s price is $5 and the Government therefore collects at 15 
ig $0.75 in tax. But as a result of the jobbers’ and retailers’ 

markups the lighter costs the ultimate consumer $11.50. If a 71% 
percent retail tax were substituted, the Government would still col- 
lect the same $0.75 on a lighter retailing for $10 but the consumer 
would pay only half as much for charges reflecting the excise tax. 
As a matter of fact, since the very reason for proposing such a re- 
duction in total price to the consumer is to increase the number of 
units sold, such a proposal will almost certainly reflect more total 
revenue to the Government, for larger sales mean higher excise tax 
and higher income-tax payments from the industry. From reports 
from members of our industry, it appears that income-tax nore nts 
by our industry were virtually 90 percent less ih 1952 than in 1951. 
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Moreover, because the markup from manufacturing to retail leve! 
is somewhat more than 100 percent, we can establish conclusively that 
not only will there be no loss in revenue but there will actually be a 
gain under this proposal, even if there is no increase in the number 
of units sold as a result of the lowered total retail price. For the way 
in which discounts are figured by manufacturers in 90 to 95 percent 
of our industry is at 40 percent and 25 percent off retail list price with 
out tax. This means that in the case of a lighter selling for $1 at 
retail, without tax, the discounts and comparative amounts of tax 
would work out as follows: 


15-percent manufacturers’ tar 


List een _ 

40 percent off__- 

Plus 25 percent off 

Net to manufacturer__- 
15-percent tax 


i ES 
74%4-percent tax 

Obviously, a similar proposal could be applied to all industries hav- 
ing manufacturers excise taxes simply by adjusting the reduced per- 
centage of tax rate at the retail level to reflect inversely the average 
percentage markup from manufacturing to retail levels in the par- 
ticular industry. So applied, such a general shift from manufacturers 
to retail excise taxes would have similar salutary results to a very 
broad segment of the economy in reducing what the ultimate consumer 
really pays for excise taxes while maintaining revenue at least at 
the same and almost certainly at a better level for the Government. 

At the same time we feel that such a proposal should be welcomed 
on all sides, for it would provide what the administration, respon- 
sible businessmen, and members of the public, and every legislator is 
looking for these days—a means of reducing taxes without reducing 
necessary revenues. It would also diminish considerably the pressure 
and efforts that are currently being made by a number of industries 
to have their manufacturers excise taxes completely eliminated. 

The only conceivable opposition that we can see to such a proposal! 
might come from two sources: 

(1) Retailers: They may argue that this will inflict a much larger 
burden and nuisance upon them. Retailers in our own industry, how- 
ever, have indicated to us that they will not oppose our proposal. 
But the fact is that many items currently handled by retailers carry a 
retail tax (e. g. in the case of cigarette lighters, gold plated and silver 
plated lighters are presently subject to a 20 percent retail tax), and 
all that this program would do would be to enlarge the number of 
items on which retail tax is collectible and payable by retailers to the 
Government. It would probably not require initiation of tax collec- 
tions and payments by a great many retailers who presently neither 
collect nor pay such taxes. To the extent that it does impose an addi 
tional burden upon retailers, this must be measured against relief 
from that burden for a smaller number of manufacturers having a 
larger number of units per manufacturer, and against the benefit to 
the consuming public from in many cases halving the tax payments 
they must presently make. 
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The Carman. I gather it is your contention that we will get more 
revenue by more reasonable rates, is that right ? 

Mr. Borz. It is, sir. As a matter of fact, I reflect that in some 
detail at the end of my testimony. 

The second possible source of opposition might be from the Bureau 
of Internal Revenue. The Bureau may possibly say that shifting 
collections of tax from manufacturers to retailers will mean larger 
expense in collection because collections will have to be made from so 
many thousands of more individual retailers than manufacturers. 
But again there are already many retail taxes already in effect which 
the Government is collecting and certainly the addition of more items 

ill not increase the Bureau's work that manyfold more, for it would 
simply mean more space on the reports which retailers already file for 
additional items covered by retail tax. 

On the other hand, the problem of our industry is acute, if not 
ndeed critical. Let me cite you some figures on what has happened 
to the cigarette-lighter manuf: acturing industry between 1951, when 
there was no excise tax, and 1952, when there was an excise tax. These 
figures, incidentally, compiled by our association, represent approxi- 
mately 85 percent of the lighter industry. 

Our sales volume at the manufacturer’s level declined from approx- 

mately $32,500,000 in 1951 to $17,500,000 in 1952, a decline of just 

‘bout $15 million—no mean loss—and one which we think compares 
favorably with the loss that can be urged by any other industry. This 
represents a drop of 45 percent in volume of sales from 1951 to 1952. 
\t the same time the Government collected only about $3 million in 
excise taxes on lighters in 1952. This is only an estimated figure, 

ince the Bureau of Internal Revenue’s figures do not break down 
amounts collected on lighters and on fountain pens and pencils, which 
fall under the same section of the code. 

It is impossible to tell exactly how much of the 45-percent drop in 
our sales volume is directly attributable to the added imposition of 
the excise tax, resulting in a 15-percent higher retail price. It would 
take a magician to make such a determination. But of this we are 
very sure—that a significant portion of this severe drop in volume 
is properly allocable to the presence of the tax, which we believe all 
too often operates as the last straw to deter purchasers, coming as it 
does on top of prices already high because of largely increased labor 
and materials costs in the past few years since Korea, and where there 
is the available alternative of many cheap imported lighters that are 
direct imitations of our own. The tremendous impact of that last 
15 percent in discouraging purchases must not be underestimated. 

We do know this—that we have lost $15 million in sales volumes— 
that our income-tax remittances to the Treasury have dropped vir- 
tually 90 percent—that one of the largest companies went from a 
profit of over $2 million to a loss of $6 million—and that all this 
happened from 1951 without an excise tax to 1952 with an excise 
tax. We are equally sure that experience following the cutting in 
half of the added amount paid by the consumer, as we propose, will 
vindicate our conviction the at our sales volume will recover signifi- 


cantly with consequent benefits to our industry and to the Government, 
ae h will collect far more revenue in excise taxes and also—it must 
be kept in mind—in income taxes. We should be delighted to see 
our income-tax payments to the Treasury push up again to their 1951 
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level. I might add that labor in our industry will also benefit from 
such a recovery, and that one of the large unions in our industry, the 
International Association of Machinists, is actively supporting our 
proposal as embodied in H. R. 5733. 

I do not conceal from you gentlemen, that we have earnestly hoped 
that this committee would have reported the Curtis bill favorably in 
time for enactment before Congress adjourns. For I want to stress 
that, to the best of my knowledge, this bill is distinguishable from 
every other excise-tax reduction bill that has been offered, because it 
is the only one that, as I have already demonstrated, would not lose 
a nickel in excise-tax revenue for the Government but would gain some, 
even if there is no increase whatever in our sales volume—and yet 
would benefit the ultimate taxpayer, the consumer, by cutting in half 
what he is now paying for tax. That uniqueness of our proposal, we 
respectfully submit, entitles it to higher and speedier consideration 
than any of the other excise-tax-reduction bills, however meritorious 
their cases may be, which will either lose revenue for the Government 
or will confer a direct benefit on the industry rather than on the 
consuming public. 

Enactment of such a proposal should not be delayed for another 
9 months to a year pending consideration and enactment of a broad 
revision of our whole excise tax structure which the administration 
plans to propose in January. Our industry may suffer further ir- 
reparable damage in that interim, and no good reason whatever can 
be put forth for the delay. If a broad revision of excise taxes is later 
made, our tax can be accommodated to it, and it makes no difference 
whether at that time ours is a 15 percent manufacturers’ tax or a 
7% percent retail tax. If it is desired to apply our proposal generally 
to other industries, it may require study to ascertain that the same 
situation prevails in those other industries as prevails in ours—namely, 
that the regular markup from manufacturing to retail level is a cer- 
tain fixed percentage and that that fixed percentage markup is regu- 
larly and uniformly maintained. But again the necessity for such 
further study to apply the proposal to other industries is no reason to 
delay its enactment in our case, as to which these facts are already 
known and have been confirmed by the Joint Committee on Internal 
Revenue Taxation. In fact, enactment of and experience under our 
proposal in the interim of the next 9 months to a year would provide 
a good test case of affecting real and businesslike tax relief without 
any diminution whatever in necessary revenues, for possible applica- 
tion to a subsequent broad revision of manufacturers’ excise taxes 
along similar lines. 

Accordingly, if there yet remains any possibility whatever that you 
can take immediate favorable action on this unique bill, send it to the 
House floor for passage on the unanimous consent calendar, and then 
over to the Senate for enactment in these last closing days—even if 
there is only one chance in a thousand for its passage—we strongly 
urge that you take such exceptional action, for we think that our 
exceptional proposal merits exceptional action, and that it can be 
fully defended. It has overwhelming merit both in principle and 
politically, and it is in reason unassailable. 

In concluding, I want to make it entirely clear that this proposal 
of ours has been expressly designed to meet the realistic factual and 
political situation on taxes as it stands today, and in public spirited- 
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ness to request neither elimination nor reduction of the revenue from 
this source at this time, but only a shift in its level of collection that 
will effectively cut the consumer’s payment in half and thus enable 
us to sell more lighters. But if the proposal is not enacted now and is 
delayed until January, and if it should then eventuate either that the 
the revenue from this source is not as necessary as it now appears to 
be or that, if needed, it may appropriately be obtained by different 
methods of taxation, then naturally we wish to reserve for the record 
our freedom of action to press at that time for complete elimination 
of the excise tax on lighters and the right to shift our position in 
these hearings to record our preference for such elimination of the 
tax. For we state unqualifiedly that such a tax is bad for business, 
bad for the consumer, and bad for the Government, that more busi- 
ness will be done and more added income tax revenue collected from 
our manufacturers if it is eliminated than excise tax revenue is now 
obtained from the ordinary consumer, and that only the public in- 
terest arising from the financial emergency that presently confronts 
the administration and the country impels our present proposal for 
partial retention of the tax by shifting it to the retail level. 

The CnatrMan. Does that conclude your statement ? 

Mr. Bouz. Yes, sir. 

The Cnarman. We thank you, sir, very much for your fine state- 
nent and suggestions. 

Mr. Curtis will i inquire. 

Mr. Curtis of Nebraska. Mr. Bolz, your position is that you want 
this “co for the cigarette lighters and for the benefits that you con- 
tend it will make, and that it might have some V: aluable e xper lence 
that the Government could capitalize on in dealing with other situa- 
tions; is that correct ? 

Mr. Borz. Yes, sir. 

Mr. Curtis of Nebraska. Of course, you are not proposing in your 
statement to recommend any general retail tax, but you are merely 
dealing with the industries that already have a manufacturer’s tax ? 

Mr. Bouz. That is correct, sir. My only point was on the basis of 
experience in our own industry, in which we have seen a 15-percent 
manufacturer’s tax wind up through the ordinary run of economic 
markup as a 15-percent retail tax. We recognize that the inter vening 
markups on tax, the pyramiding of tax from the manufacturer’s level 
to the retail level, have no economic justification whatever, and that 
it can perfectly well be done to shift the 15-percent manufacturer’s 
tax to a retail tax of half that percentage, collect the same amount of 
revenue for the Government, and yet the consumer will pay only half 
as much as what he is now paying for tax. 

Our only suggestion was that conceivably where there are manu- 
facturers’ excise taxes existing in other industries at the present time, 
where that same pyramiding of tax takes place before the consumer 
finally pays the bill, this proposal might have possible applicability 
to such other situations. 

Mr. Curtis of Nebraska. In other words, it amounts to this: On 
a $10 lighter, at the present time the Government gets 75 cents but 
the consumer pays $11.50. 

Mr. Bouz. The consumer pays $1.50, which is really in the place of 
tax. 
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Mr. Curtis of Nebraska. He pays $11.50, and the Government gets 
75 cents. You are advocating he pay only $10.75, and the Govern- 
ment still get 75 cents? 

Mr. Bouz. That is correct, sir. 

Mr. Curtis of Nebraska. What classes of retailers are apt to be 
selling cigarette lighters ¢ 

Mr. Borz. They vary all the way from very large retailers like 
department stores, down to the corner drugstore or the corner tobacco 
store. 

Mr. Curtis of Nebraska. The department stores have to make retail- 
tax returns to the Federal Government; do they not? 

Mr. Borz. I believe they handle a great number of items that take 
retail tax. 

Mr. Curtis of Nebraska. Definitely the drugstores do; do they not? 

Mr. Bortz. There is no doubt about it. Jewelry stores, as well. 

Mr. Curtis of Nebraska. Jewelry stores, as well. Tobacco stores 
that would sell cigarette lighters probably already would sell a few 
other such items; would they not ? 

Mr. Bouz. That would take retail tax; yes, sir. I believe that is 
clearly true. 

Mr. Curris of Nebraska. I share your concern over the situation 
and desire for action at this time. I assure you that many others of 
the committee do likewise. It is regrettable that no bills dealing 
with excise taxes have been advanced, but it seems to me that you 
have pointed the way to lighten the burden on the American people, 
help business, and still not hurt the revenue. 

That statement of not hurting the revenue is not based upon some 
formula, however sound it might be, that somebody might advance, 
but the fact remains that the same amount of tax would come in to the 
Government. 

Mr. Boz. That is clearly true. 

Mr. Curtis of Nebraska. On each and every lighter sold. 

Mr. Bouz. That is clearly true. 

Mr. Curtis of Nebraska. If it picked up sales, then, of course, there 
would be a gain, as well as increased income taxes, for everybody along 
the way. 

Mr. Boz. Correct. That is certainly our hope and our chief reason 
for being for the proposal. 

Mr. Curtis of Nebraska. Where are these imported lighters coming 
from that you talked about ? 

Mr. Bouz. They are coming from various places, chiefly from Japan. 

Mr. Curtis of Nebraska. Your industry is willing to take that 
competition if you can get this break on the taxes? 

Mr. Bouz. Let me say this: There are a couple of elements to this. 
I don’t want to go into it in too much detail for your purposes at the 
moment, but I will say there is more to the issue of foreign competition 
than meets the eye. We are quite willing to meet any fair competition 
from abroad, no matter how low the item may sell on this market. We 
think we can lick such competition. It is very difficult for us to lick 
the kind of competition that is presently coming in from Japan, be- 
cause we consider it to be unfair competition. 

We made a presentation before one of the other committees last year 
in which we had a tabulation of various lighters that are made in the 
United States, and direct imitations of every single one of those 
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lighters that are being imported today from Japan at a very small 
portion of what we can produce them for in this country. If they 
were Japanese lighters that didn’t imitate our best known brands here, 
we would take the competition and lick it. 

We think it would be a great help to us to have the tax eliminated. 
It is very difficult for us to lick the kind of unfair competition that 
s coming in today. 

Mr. Curtis of Nebraska. Was there any similarity as to names and 
lescriptions, too? 

Mr. Bouz. There is some similarity as to names and descriptions. 
here is an attempt to make use of some of our best known trade names, 
uit principally they are relying on imitating the exact design and 
silhouette and shape of our best-known lighters. 

I could bring a couple down here and hold them up and defy you to 
tell which is the imported lighter and which is the well-known domes- 
tic brand. That is the situation which is aggravated by this tax. 

Sometimes a consumer will come in and be willing to put down $7.50 
or $10 for a fine and well-made American lighter, bet then he finds 
that there is going to be another $1.50 added to a $10 item, and that last 
15 percent is just the straw that breaks the camel’s back and he says, 
‘The devil with it. I will buy a cheap Japanese lighter for $1.98 or 
$2.50. It may not last as long, but I will take a chance on it.” 

Mr. Curtis of Nebraska. Your principai point is that when he has 
to put down that $1.50, the Government gets only 75 cents. 

Mr. Bouz. That is right. That is absolutely correct. 

Mr. Curtis of Nebraska. Because it is applied at the early point, 
and it pyramids along the way. 

Mr. Bouz. That is correct. 

Mr. Curtis of Nebraska. That is all, Mr. Chairman. 

Mr. Stmpson. Mr. Chairman, I want to compliment the gentleman 
for his presentation. I understand that if he doesn’t get the relief he 
requests now quite forcibly, which he may or may not get, probably 
not at the moment—I think he understands that—he reserves care- 
fully the right to make a case to assure that the tax should not be 
continued when we are considering this matter next year. 

I assume he can make a very forceful argument on that point, too. 

Mr. Bouz. I think we can, sir. As I tried to point out, we restricted 
our presentation now to the current situation, and tried in a real sense 
of public spirit, I think, to meet what the existing exigencies are. 

Mr. StMpson. You are*novel in the sense that you have asked for a 
tax reduction, and in effect guaranteed that we would have more 
revenue from it. 

The CuarrMan. We certainly thank you for a very fine presentation. 

Mr. Eberharter will inquire. 

Mr. Exsernarter. Mr. Bolz, I engaged in a debate with the presi- 
dent of the National Association of Manufacturers, and he argued 
very strenuously that this pyramiding could be eliminated. He did 
not say how. 

Do you know of any business concern or individual that purchases 
lighters that does not make its markup in consideration of the addi- 
tional tax it pays? 

Mr. Borz. I do not, sir. As a matter of fact, when this tax was 
first imposed in November of 1951, you will recall, we had OPS ceil- 
ings at that time. On behalf of the manufacturers we went to OPS 
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and we urged them not to allow a markup to be taken on the tax. In 
other words, we urged them to make sure that the tax simply got 
passed through in dollars and cents from the manufacturers to retail 
level. 

They felt committed by, I think, the Herlong amendment at that 
time to allow the markup to be taken on all proper elements of cost. 
We argued that there was certainly no tradition of taking a markup 
on tax In our industry, because there had never been a tax before. But 
nevertheless, OPS felt that this was regularly an item of cost which 
the jobber ind the retailer had to lay out, and if he had to lay it out, 
by God, he was going to ae the markup on the tax. 

Despite the fact that OPS issued that regulation allowing as a 
maximum price a markup on the tax, we actively sought to persuade 
the jobbers and retailers in our industry to sell the $10 lighter for only 
$10.75. 

Indeed, we advertised it that way, and we began to get such hue and 
cry raised by the industry, we felt we were going to lose our business. 
We were actually forced by the other levels of distribution into a 
position where the fixed retail price had to be $11.50 on that $10 
lhiohter 

I do not know of anybody who is willing not to take a markup on 
the tax if he has to lay it out as an element of cost 

Mr. Esernarrer. You make a very good logical argument against 
the Pp roposition which the National ‘Association of Manufacturers is 
pushing so strenuously, and I might say, not that it will do any good, 
that I would favor passing this bill right now so that we would have 
the benefit of the experience, and that would just about knock out their 
argument altogether, in my opinion. 

Mr. Bouz. I should be delighted if you could find a way to do that, 
Judge. 

Mr. Evernarter. Thank you. 

The CHarrMan. Thank you very much for your very fine statement, 
sir. 

I wish at this time to-ask unanimous consent that Mr. William R. 
Gard, executive secretary of the National Association of Music Mer- 
chants, Ine., Chicago, be permitted to file a statement at this point 
in the record. 

I hear no objection. It is so ordered. 

(Mr. Gard’s statement is as follows:) 

: ° 
A\TEMENT BY WILLIAM R. GARD, EXECUTIVE SECRETARY, NATIONAL ASSOCIATION 
or Mustc MercHANTS, INC., CHICAGO, ILL. 


My name is William R. Gard I am executive secretary of the National Asso 
cis ition of Music Merchants, Inc., Chicago, Tll., which is representative of 3,000 
retail dealers of musical merchandise, who serve the American people, from their 
stores throughout the United States and its possessions. 

I consider it a privilege to present to you the viewpoint of the music retail 
industry, shared in by the musical instrument manufacturing industry, and 
professional and educational groups allied with the music industry, on the 
importance of eliminating the 10-percent manufacturers’ excise tax upon the 
products of this industry. 

Upon the conclusion of my testimony, I am sure you will realize that I also 
speak for millions of American students in all grades of public, parochial, and 
private schools ; for the millions of parents of these students, and the teachers who 
instruct them. 

Music is no longer a privilege for those who can afford it. Music is a basic 
right of every boy and girl. This fact has received growing recognition in our 
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Today, this same grade of beginner's trumpet costs the parent approximately 
$99 including the excise tax. 

These increased costs of musical instruments reflect the higher costs of raw 
materials and higher wages paid to skilled workmen employed in factories pro- 
ducing pianos, clarinets, cornets, and other band instruments, and in fact, all 
kinds of brass, woodwind, fretted, string, and percussion instruments. The 
labor cost varies with different instruments, and ranges from 50 to 80 percent 
of the manufacturer's cost of production. 

The American Music Conference which is the promotion and education agency 
of the music industry, reported 2 weeks ago, at the industry’s annual convention 
and trade show in Chicago, that the number of children receiving instrumental 
music instruction in public and parochial schools alone is estimated at 7 million, 
compared with less than 2,500,000 in 1947. An additional million or more are 
receiving private instruction. 

The estimates are based on a recent survey made in New York State that 
showed the number of students getting school-music training had increased be- 
tween 2 and 3 times in the past 6 years. 

The rapid increases are due to awareness of educators that music contributes 
to the development of the entire personality and affords a lifetime source of 
relaxation and self-expression, and to the acceptance of new methods of teaching 
whole classes at one time. 

Class piano or keyboard experience is now offered in thousands of elementary 
schools, and more recently class string instruction has been growing in popular- 
ity. An example is the Houston, Tex., public schools, where string classes are 
offered in 24 of the 113 schools on a voluntary basis and 650 students are 
enrolled. 

Tunis startling advance is traceable directly to the music industry, which 
through its American Music Conference has worked to build the acceptance of 
music as a fundamental part of the school curriculum. 

The number of high-school bands now exceeds 38,000. The average number 
of students per band is 40. Multiply 38,000 by 40 and you have 1,520,00 students 
active in school bands. There are some 8,000 school orchestras, having an aver- 
age of 55 students per orchestra. This adds approximately 440,000 orchestra 
students to 1,520,000, or near 2 million students, the majority of whom purchase 
their own instruments in order to participate in their school-music activities. 

The 45,000 music educators employed by our schools and colleges, in coopera- 
tion with fellow teachers and parents in every town and city have utilized music 
in every way to stimulate and enhance the spirit of American unity, to strengthen 
morale and to help build national solidarity which is essential to our well- 
being. All of these people are quite conscious of the fact that the 10 percent 
manufacturer’s excise tax has outlived the purposes which were the basis of its 
enactment. 

It should be noted that there is no excise tax on books of geography, arithmetic, 
physiology, religion, or upon maps or pencils, and comparable requirements for 
either school or home study, but there is this tax upon musical instruments 
which are in the same general category. 

A musical instrument cannot be fairly classed as a luxury. A luxury is 
defined as a free indulgence in costly gratifications of the appetites or tastes, 
as in food, dress, and so forth; also a mode of life characterized by this. A 
luxury is anything which pleases the senses and is also costly, or difficult to 
obtain. 

Music nor musical instruments cannot classify under these definitions. No 
one will buy a trombone, drum, an organ or piano unless he can play it, or 
plans to learn, or have his children taught its use. The basis of selling musical 
instruments is to provide the means of “learning to play.’”’ Hence the reason 
the music industry organized its American Music Conference in 1947. Hence the 
encouragement, of the National Association of Music Merchants, to have its 
members establish teaching studios in combination with their retail stores. 

It is inconsistent to impose a luxury tax on the implements of music educa- 
tion. Music is imbedded in our democracy and our very life. 

My final point regards the 10.3 percent of all musical instrument sales which 
represent the working tools and essential means of livlihood of music teachers 
and musicians. 

Certainly we would not knowingly tax the working tools of a mechanic, or any 
other class of workman—yet the piano or violin is just as essential to the music 
teacher and musician as are the hammer and saw to the carpenter. If the tools 
of the one are obviously meant to be productive, whereas the productivity of 
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the tools of the other may require deeper discernment, the difference in obvious- 
ness should not distort our appreciation of their similarity. 

Men and women in this country are free to choose their occupations, in which 
their success or failure is determined by their own skill, and the relative demand 
of their patrons. Be they music teachers or mechanics, carpenters or musicians, 

either, in our opinion, should be handicapped by a tax on their essential means 
f livelihood. 

It is our most sincere belief that if this manufacturer’s excise tax on musical 

struments were not on the statute books, you would not recommend its en- 

ctment or imposition. Therefore, our plea is to respectfully urge your recom- 
mendation for its repeal in the light of the foregoing evidence. 

The music retai! industry respectfully requests further, that coincident with 
1 recommendation for repeal of the 10 percent manufacturer’s excise tax, pro- 

sion be made for a credit or refund of all excise taxes paid on the unsold new 

erchandise in the inventories of retailers, and wholesalers, as of the date of 
nactment of such an act removing the products of this industry from the appli- 
ation of the excise tax. 

g APPENDIX 1 


Category of purchasers and percentage of total sales of musical instruments 
bought for educational and vocational purposes 


Band and 
Piano orchestra 
instruments 


Other ine 
struments 


TTT 


EDUCATIONAL PURPOSES 


ol A. Category of purchaser 
Schools 5 15 10 
Religious organizations 5 l 5 
. Students 5 | 70 20 
i Private teachers 5 I 10 
oy Home instruction 60 5 25 
na Character building agencies ‘ 2 ] 1 
‘s Total 82 93 71 
Average percentage of all sales, 82 percent 
ra VOCATIONAL PURPOSES 
om Category of purchaser: 
; leachers 5 1 10 
i Musicians : 3 2 10 
a] t _ — — —- 
its Total 8 5 20 
Average percentage of all sales, 10.3 percent 
ti 
tO APPENDIX 2 
b 
Annual Reports of the Commissioner of Internal Revenue of the United States 
rreasury Department shows the following excise-tax collections on musical in 
te truments, for the fiscal years of 1942 through 1952 inclusive: 
A 
re 1942 ' ' $2, 325, 320. 00 | 1948____ 10, 572, 682. 91 
LGB eas , » 1, 280, aoe oe 1949 o 9, 292, 668. 30 
ia 144 : 633, 040 00 | 1950 8, 864, 897. 36 
A 1945 a ictal 927, 223. 00 | 1951 , 10, 756, 238. 64 
1946 ib . 2, 339, 145. 00 | 1952 9, 412, 292. 39 
e 
i 1947 - 10, 151, 338. 00 | 
the Effective Oct. 1, 1941, Revenue Act of 1941 
- The Cnatrrman. The committee will now stand adjourned. 
ee (The following statements were submitted for the record :) 
hich STATEMENT ON BEHALF OF THE OFFICE EQUIPMENT MANUFACTURERS INSTITUTE, 
hers WASHINGTON, D. C., By E. D. TAYLOR, ADMINISTRATIVE VICE PRESIDENT 
- This statement is submitted by and on behalf of the Office Equipment Manu- 
facturers Institute, a trade association with offices in the Wyatt Building, 777 
; l4th Street NW., Washington, D. C. The iustitute’s membership comprises the 
OoO1\s 
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principal United States manufacturers of business machines and through such 
membership this institute represents and speaks for approximately 85 to 90 
percent of the office machinery manufacturing industry. 

On behalf of this industry the Office Equipment Manufacturers Institute again 
urges that this committee and the Congress repeal the excise tax on business 
and store machines imposed by section 3406 (a) (6) of the Internal Revenue 
Code 

In recent years the institute has presented in considerable detail the reasons 
supporting its recommendation to the Congress for the repeal of this tax, and 
specific reference is made to the statement of the institute before this committee 
in 1947 in connection with the proposed revision of the Internal Revenue Code,’ 
and also to the statement presented to your committee on behalf of the industry 
at the hearings held in 1950 on revenue revision.” The basic reasons prompting 
the industry’s position in prior years that this tax should be repealed are equally 
applicable and pertinent today. 

As this committee well knows, this particular tax is one of the few taxes im 
posed by the Revenue Act of 1941 solely for restrictive purposes and not fo 
purposes of revenue. It was a World War II temporary emergency measure 
designed to limit consumer purchasing, to save strategic materials, and to en 
able the industry to utilize its extensive facilities in war production. These 
restrictive reasons which prompted the Congress to impose the tax in the first 
instance no longer exist and the industry is subject to a serious discrimination 
by its continuance.* 

It must be obvious to this committee, each member of which, in the daily 
operation of his own office or his own business, is fully cognizant of his absolute 
dependence upon the typewriter, the adding machine, the accounting machine, 
the duplicating machine and other modern office machines, that this tax is a 
direct burden upon production rather than upon the profits resulting from pro 
duction. 

‘be modern business machines have been properly identified as “tools of 
production” indispensable to all modern business operations. In every phase 
ot business and government they mean efficiency, reduced costs, and increased 
productivity. Their vital importance to every segment of our business, indus 
trial, and governmental life, was well defined in our 1947 statement filed with 
the committee as follows: 

“Business machines have been properly called the tools of business. They 
bear the same relationship to business that machine tools do to factories, that 
farm machinery does to the farmer, or the hammer and saw to the carpenter, 
or the plumber’s tools to the plumber. They are used in every kind of business, 
public and private, large and small. They are used by local, State, and Federal 
Governments, hospitals, schools, labor unions, professional men, hardware stores, 
grocers, bakeries, restaurants, barbershops, real-estate agents, airlines, bus 
companies, laundries, tailor shops, and even the bootblack. 

“In the field of business both large and small these machines, among which 
are typewriters, adding, duplicating, calculating, bookkeeping, tabulating, ad 
dressing, billing, checkwriting, dictating, time-recording machines, and even 
pencil sharpeners, are the means of maintaining the following vital basic func- 
tions: Purchasing, raw-materials inventories, production control, sales, ship- 
ping, payrolls, ledgers (accounts receivable and payable), taxes, personnel, and 
many others. Under our system of withholding income taxes, it is business mu 
chines which make it possible for employers in every State in the Nation promptly 
to make payments direct to the Treasury Department of the taxes withheld 
from individual employees. These same machines provide the employee with 
an accurate record of the amounts withheld. * * * 

“In the field of government, countless examples may be given of the use of 
business machinery. It is felt that the mention of but one outstanding example 
is sufficient for this statement. It may very properly be said that our Federal 
Social Security System, which handles the accounts of over 80 million ind 


1 Hearings before the Committee on Ways and Means, Revenue Revisions, 1947-48, 80th 
Cong., Ist sess. (Pt. 1: Excise Taxes), pp. 335-337. 
Hearings before the Committee on Ways and Means, Revenue Revision of 1950, 81st 
Cong., 2d sess., Vol. 1: Excise Taxes, pp. 1653-1659. 
As pointed out in the statement filed with this committee in connection with the 
1947-48 excise-tax hearings, see footnote 1, supra; certain of these restrictive taxes were 
subsequently removed by the Revenue Acts of 1942 and 1943. 
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viduals, could never have been installed and maintained as we all know it to 
exist today without the extended use of many of the items of business machin- 
ery upon which an excise tax is now imposed.” 

The excise tax on business machines is a direct burden on the cost of business. 
Che tax on a business machine not only affects the price to the immediate con- 

imer but, as an increase cost in the price of a basic “business tool,” it makes 
he operation of all businesses more costly. It is obvious to this committee that 
modern business activities and the most essential of governmental functions could 

ot be carried on without the office and store machines previously referred to. 
lo this list we now have the newest forms of computing machines, many of which 
are limited and highly specialized in their use and necessarily involve extremely 

gh engineering and development costs. Furthermore, many of the complicated 

isiness machines in use today have a restricted market and in many instances 
ave been designed for exclusive use by the United States Government. Much of 
this equipment plays an indispensable vart in national-defense activities and their 
role in effecting cost and timesavings in man-hours is of vital concern to business 
and to government. The tax on such machines when added to its cost inflicts a 
serious burden on the user. 

To tax these machines obviously increases the cost of doing business. The 
users of business machines have no choice but of paying more for equipment or 
of not buying needed tools with resulting loss in economy and productivity. The 
needs of the modern world are such that there is in reality no choice—the office 
machine is a must if the employers are to meet modern competition. They have 

o alternative but to pay the tax and add it as a direct burden to those who like 
hemselves are in the process of producing. 

The burden of this tax does not discriminate between the large and the small 
producer. Its impact is felt by the single proprietorship, the partnership, the 
corporation, the educational and charitable institution—State, county, and city 

vernments—and the Federal Government itself—the largest single user of 
office equipment and the industry’s largest single customer. No one engaged 
in producing essential goods or services is spared from the burden of this tax. 

This committee, in the present hearings, is now seeking to revise the present 
revenue laws into a logical and equitable tax structure. We are certain that 
this committee is genuinely concerned with any tax, like the present, that mate- 
rially adds to the cost of doing business. We believe that there should be no 
liscrimination between the machines and tools of the factory, the tools of labor, 
the tools of the farmer, and the essential tools of the businessman or the public 
servant engaged in production or essential public services. The cost of their 
product should not be increased by an onerous tax which increases costs and is a 
direct burden on their productivity. 

The elimination of this excise tax will help to reduce business costs with result- 
ing advantages to employment, to business, and to Government. We feel it is in 
the interest of a sound and fair national tax policy that this tax he repealed. If 
it is not repealed, notwithstanding its restrictive history, a direct tax on the 
means of production and a tax which directly increases the cost of doing business 
will have become a permanent part of our tax structure. Clearly, this is neither 

ind economically nor is it in the national interest 

The Office Equipment Manufacturers Institute urges the elimination of the tax 
on business and store machines in its entirety. 


STATEMENT ON Excise Tax Rates (Torro 40), spy GLEN McDANIEL, PRESIDENT, 
RADIO-ELECTRONICS-TELEVISION MANUFACTURERS ASSOCIATION 


My name is Glen McDaniel. I am president of the Radio-Electronics-Tele 
vision Manufacturers Association and respectfully submit the following statement 
on behalf of that organization. Our association, now referred to as RETMA, was 
formed 80 years ago and is composed of 350 manufacturers of electronics, radio. 
and television equipment. We applaud the move of this committee toward revis- 
ing our tax structure and we hope that this brief statement of the highlights of 
our industry’s excise-tax position will be helpful to the committee. 

An early elimination of the excise on television equipment is requested on 
behalf of the television industry. We believe that, within our present system 
of selective excises, it is both inequitable and inexpedient to place an excise on 
television. In particular, we think that it would be highly undesirable and a 
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radical departure from the traditional solicitude shown for new industries to 
impose an excise on color television in its early development stages. If the 
entire tax structure is altered so that the burden of excises levied on products 
at the manufacturers’ level is generally equalized, we can recognize the justice 
of subjecting black and white television to an excise. 

The association wishes to emphasize that the electronics industry is ready and 
anxious to bear its fair share of the costs of Government. The Korean war 
brought with it an emergency tax on television products and also heavy drains, 
direct and indirect, on our facilities and engineering talent. We are proud of 
our contribution in the Korean emergency, and stand ready always to do at least 
our full share together with all other American industries. 

We do object, however, to being singled out as one of a relatively small 
number of industries lo bear a sizable excise burden. We find it difficult to 
understand why our products should be taxed while many others, less essential, 
are exempted. For example, how can the tax on television be defended while 
ornamental lamps, decorative furniture, and the like, go untaxed? 

No one can doubt that the effect of a substantial excise is to discourage the 
purchase of the taxed items and to shift consumers’ purchasing power toward 
untaxed products. Television sets are subject to a 10-percent manufacturer's 
excise, and then the price is swollen by the distributor and retailer markups 
that are added to it. Due to this element of cost, consumers are induced to 
alter their patterns of consumption in an effort to avoid the tax. Clearly, it is 
not the intent of Congress that consumers alter their purchasing habits or that 
the Nation forego tax revenues because consumers do so. Would it not be both 
nore equitable and more expedient to levy excises in a manner that permits of no 
escape and involves no discrimination—by placing a moderate tax on virtually 
all products? 

Congress has passed legislation to free the motion-picture industry from the ex- 
cise. The major competitor of the television industry would, by this measure, 
obtain a financial advantage enabling it to compete with television on an unfair 
basis. Both motior pictures and television programs provide entertainment and 
instruction. In fact, the motion-picture producers and exhibitors themselves 
acknowledge that a large part of recent curtailment of their opulent revenues is 
traceable directly to the competition of television. Since when has it been consid- 
ered a sound public policy to throttle such interindustry competition? To exempt 
the movies from excise taxation, while leaving television so taxed, would be 
exactly parallel to granting kerosene stove manufacturers a subsidy to enable 
them better to withstand the competition of electric ranges. Or to take another 
illustration, could anyone justify the exemption of gas refrigerators from excise, 
while leaving so taxed electric refrigerators, simply because manufacturers of 
gas refrigerators may be finding it difficult to compete effectively with electric 
refrigerator manufacturers? Would it not be inequitable to continue the tax on 
television if its closest competitor is freed from the tax? 

I would remind members of your committee that the excise on television was 
imposed initially during the Korean emergency. The discussions relating to 
the enactment of that tax show clearly that it was considered a temporary 
measure due to a pressing emergency, and was frankly recognized to be a 
departure from the traditional American policy of lending a helping hand to new 
industries. You recognize, I am sure, that it has long been American policy 
to protect infant industries by tariffs; to provide patent protection during the 
formative period of new product introduction; and to free new industries from 
excises imposed upon similar but older and well-established industries. Now 
that the Korean hostilities have ended, would it not be appropriate to return to 
our time-honored policies? In particular, is there not special reason to exempt 
from the excise the revolutionary new medium of color television which as yet 
has not been able to get started? , 

Apart from the inequities in the excise tax on television which have already 
been discussed, this tax also contains several serious administrative difficulties. 
The Internal Revenue Service interprets this excise to cover not only radio and 
television receiving sets of the entertainment and amusement type, but also 
electronic equipment that is used for commercial and technical purposes. Thus, 
contrary to the intent of Congress, commercial and technical devices used by 
railroads, airlines and other commercial operations are all subjected to this tax. 
lor example, in the transportation field, these electronic devices are essential 
to the operation of the plane or train. The recent trend in excise legislation has 
been to eliminate the imposition of the tax on this equipment when it would 
place an unnecessary burden on activities which are commercial in nature 
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rhe tax on refrigerators and refrigerator equipment is specifically limited to the 
isehold type and the recent exemption to photographic supplies when they are 
primarily of a commercial nature further emphasizes this trend. 
The present tax is also applied to parts and components of radio and tele- 
vision sets. Because of this, there arises a great deal of controversy, cost, and 
nfusion for the Internal Revenue Service interprets this application to cover 
such components if they are used in the manufacture of completed articles 
hich themselves are not subject to tax such as radio or television transmitters. 
This creates a wide variety of administrative problems which make the cost 
collection such that they are almost certain to exceed the revenue derived 
ym this tax by the Federal Government. 
Congressman Simpson of Pennsylvania on July 15 of this year introduced a 
H. R. 6814, which would impose this excise only upon radio and television 
ts of a household or amusement type, as well as remove the tax on parts and 
mponents other than tubes. This bill would remove the problem of taxation 
commercial equipment as well as the administrative difficulties arising from 
he tax on parts. We wholeheartedly recommend its adoption to the committee. 
he foregoing considerations persuade us to urge an elimination of the present 
xcise on television sets, despite the Government's great need for revenue. One 
annot justify a tax on revenue grounds alone. A defensible tax system must 
listribute the cost of government equitably among individuals and industries. 
Otherwise, the tax system may create social and economic evils far greater than 
nsufficient revenue. The present excise on television is inequitable; it does not 
at our industry on a par with other similar industries; in addition, it imposes 
disproportionate tax burden upon those who are least able to bear it. As it 
irrently stands, moreover, it would injure the entire community by placing a 
ivy burden upon the entirely new medium of color television during its very 
nfancy. 
For these reasons, our association requests a removal of the excise on tele- 
sion, if the present system of selective excises is retained. On the other hand, 
the industry is willing to contribute its fair share under a broad general manu 
turers’ excise system which equalizes the tax burden of manufacturers of 
types of consumers’ products. In particular, we urge that color television is 
titled to the special consideration traditionally accorded new products and 


lustries. 


(Whereupon, at 9 p. m., the committee recessed. ) 
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MONDAY, AUGUST 3, 1953 


House or RerrReEsENTATIVES, 
CommMitrer ON Ways AND Means, 
Washington, D.C. 

The committee met, pursuant to recess, at 7 p. m., in the Ways and 
Means Committee room, Hon. Daniel A. Reed (chairman) presiding. 

The CrarrMan. The committee will come to order. 

We are dealing tonight with the general manufacturers excise tax. 
[he first witness is Mr. Charles R. Sligh, Jr., of the National Associa- 
tion of Manufacturers. 

Mr. Sligh, we are glad to see you here. 

Mr. SuicH. May I introduce Mr. Davidson, of our staff. 

The CHatrMan. Will you each give your name and the capacity 
n which you appear. 


STATEMENTS OF CHARLES R. SLIGH, JR., PRESIDENT, AND JOHN 
C. DAVIDSON, DIRECTOR, GOVERNMENT FINANCE DEPARTMENT, 
NATIONAL ASSOCIATION OF MANUFACTURERS, NEW YORK 20, 
Bm. 3 


Mr. SuicH. My name is Charles R. Shgh, Jr. Iam president of the 
Sligh Furniture Co., of Grand Rapids, Mich. I appear in behalf 
of the National Association of Manufacturers, of which I am presi- 
lent this year. 

| would like to express our deep appreciation not only for this op- 
portunity to testify, but for the thorough investigation you are mak- 
ne of the entire Federal tax structure, including excise-tax rates. 
We are encouraged by your determination to achieve a more equitable 
ystem. 

Our view of excise taxes is based on the fundamental proposition 
that the Federal Government must always make use of excise taxation. 
[t would be completely unsound to limit the Federal revenue to the 

‘ome taxes alone. Consequently we must face squarely the kind 
f excise-tax structure that will be most equitable for producers and 
consumers, and, at the same time, most beneficial from the revenue 
standpoint. 

There is no logical basis for the selection of particular goods and 
services now taxed, nor for the range of tax rates imposed. Every 
time it has been decided to tax one class of goods or services rather 
than another, a new discrimination has been introduced against the 
producers and the consumers of the taxed commodity, and this is 
equivalent to a tax favor for the producers and consumers of untaxed 
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commodities. The same is true every time that a high rate has been 
levied at one point and a power rate at some other. Thus, our ex- 
cise system is a mass of discriminations and inequities. 

Our approach to this situation is to transform the Federal excise 
tax system into a sound, reasonable, structure worthy of an enduring 
place in the Federal revenue scheme. As with all other parts of the 
Yederal tax system, we proceed here from the fundamental position 
that equity in taxation is achieved through broad bases, uniformity of 
tax treatment, and low or moderate rates according to revenue re- 
quirements. Over the past 20 years a vitue has been made of the dis 
crimination that comes from narrow bases, selectivity, and high rates. 
Stability and integrity in the Federal finances require that this record 
be reversed. 

To this end we recommend that the present Federal excises, except 
those on alcoholic beverages and tobacco, be replaced by a flat-rate 
tax on all manufactured goods except food and food products. We 
urge that this substitution be made no later than April 1, 1954, in 
order to avoid either the loss of revenue from termination of the 1951 
increases, or the equally undesirable alternative of freezing these in- 
creases in the tax structure. 

Mr. Mason. I just want to interrupt at this point by saying I have 
been advocating exactly what the witness is advocating for several 
years. I agree thoroughly, Mr. Sligh, with your premise. 

Mr. SuieH. Thank you, sir. 

We recommend that the rate of this uniform excise be set so as to 
maintain the existing level of revenues from the taxes to be replaced. 
Our estimate is that a 414- to 5-percent flat rate would provide rev 
enues equivalent to the present system. The association’s complete 
current position on excise taxation is attached to this statement, and | 
ask that it be incorporated in the record. 

The CuatrMan. Without objection it is so ordered. 

(The data referred to follow :) 


ATTACHMENT No. 1 


(From the Federal tax program of the National Association of Manufacturers 
as revised through May 13, 1953) 


(a) Excise-tax law, regulation, and administration should be designed to 
achieve equity consistent with revenue goals, and to minimize enforcement and 
compliance burdens and costs. 

(b) Except for the alcoholic-beverage and tobacco taxes, the present system of 
Federal excises should be replaced by a uniform excise tax preferably at the 
manufacturers’ level to be levied on all end products of manufacture except 
food and food products. This replacement should be made as quickly as possible, 
but no later than April 1, 1954, the time when the excise tax increases included 
in the Revenue Act of 1951 are scheduled to expire, and the rate should be set 
so as to maintain the existing level of excise-tax revenues. 

(c) The rates of tax on alcoholic beverages and tobacco should be reduced 
to those in effect prior to the last World War II increases. 


Mr. Srien. It is pertinent to note at this point that association pol 
icles on taxation are developed by its taxation committee, subject t 
consideration and approval by its board of directors. These bodie 
now constitute in the aggregate over 400 businessmen, representing « 
cross section of American industry. 

I would now like to state the positive case for a flat-rate excise tax, 
and then answer some of the major criticisms of such a tax. Here is 
the positive case: 
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First, a flat-rate excise tax would be equitable, fair to everyone— 
fair to producers and distributors, fair to employees, and fair to con- 

imers. The discrimination of the present system which causes re- 
entment and controversy, would be gone. 

Second, the flat rate would be substantially less than nearly all of 
he present rates, because of the broad base. Moreover, it would im- 
pose only a moderate burden on goods being taxed for the first time. 
further changes in the system should be confined to the rate, which 
ould be moved up or down according to revenue requirements. 

During the 5 years in which our taxation committee members and 
lirectors have studied this form of tax, we have been keenly aware 
f the knotty problems of point of levy and intended coverage. 

From the beginning, large majorities have repeatedly voted in favor 
of the manufacturers’ levy, although some members preferred a retail 
levy. Our present position states a definite preference for a tax at 
the manufacturers’ level. However, this does not foreclose support 
f a tax at the retail level if it should prove more feasible of enact- 
nent. 

There are two principal advantages of a manufacturers’ levy: (1) 
[t would be easier and cheaper to administer the Federal level, and (2) 
t would not compete directly with State use of retail taxes, 

Emphasizing the first point, less than 300,000 manufacturers would 
e subject to the tax at the manufacturing level, but up to 3 million 
etail outlets and service establishments would have to be checked for 

retail tax. 

On the issue of State use, one fact stands out: The Federal Govern- 
ient could use excises either at the manufacturing or the retail level, 
but a broad excise-tax source exists for the States only at the retail 


evel. Hence it is highly important that there be no direct Federal 
ompetition such as would inevitably be involved in a Federal retail 
ales tax 
One of the most heartening trends of the last few years is the re- 
] 
‘ 


ewed and increasing recognition of the importance of State govern- 
nents in our constitutional scheme of a Federal Union. The preserva- 
on of State sovereignty is an out spoken concern both of our Presi- 
nt and the Congress as evidenced by the two Commissions recently 
reated, but State sovereignty is un possible without adequate fiscal 
resources. 

All taxes are borne ultimately by the people, as persons, and are 
paid out of income either as it is received Or as it is spent, No alloea- 
tion of tax sources can eliminate altogether the competition of Federal, 
State, and local governments for the taxpayers’ dollars. Although the 
burden of one tax, however levied, makes it more burdensome to pay 
nother tax, it is nevertheless true that the income tax produces rela- 
tively great impairment of the capacity to pay other taxes. The 


relative fiscal impoverishment of State governments in recent years 
has been caused by the excessive rates of the Federal income tax. Com- 
petitively, the position of the States will be most enhanced when Fed- 
eral use of the income tax has been reduced to more moderate levels. 
This tax is a first lien on income as received. If its rates are severe, the 
ibility of the great majority of the citizens to use income in ways that 
would generate other taxes—as through consumption spending or 
investment of savings—is reduced. 
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With respect to coverage, our continuing position is that the tax be 
applied on “end products” of manufacture. The implications of 
this have recently been thoroughly explored by our taxation com- 
mittee. It was especially concerned with the question as to whether 
such end products as productive machinery should be taxed. The 
committee, with only one dissenting vote, decided on the literal mean- 
ing of the words “end product.” The reasons for this conclusion are 
quite persuasive : Maximum coverage and hence the lowest rate con- 
sistent with revenue needs would be assured ; controversy would be 
minimized and the time of taxpaye ind officials conserved; the cost 
of compliance to the taxpayers and o of enforcement to the Government 
woul | be cut down. 

The committee recognized that a case can be made for various 
exemptions, considered alone. But it realized that once the door is 


opened to any exemption beyond the broad one of food and food 


products and the historical separate taxation of alcoholic beverages 
and tobacco, that door would never be closed. One exemption would 
lead to another and soon would seriously whittle away at the revenue 
base, thus compelling a higher rate of tax. Thus a new system of 
discrimination would be set up—this time by exemption instead of 
by direct selection, but nonetheless real. 

The experience of our Canadian neighbors has had a decided influ- 
ence on our thinking. We have admired them for their wisdom in 
using a general manufacturers’ tax, and their realism is getting so 
much of their revenue, now about 36 percent, from excise taxation, 
as contrasted with about 14 percent here. But we cannot admire their 
overall structure. The revenue base of their general excise tax has 
been seriously eroded by = introduction of eight substantial classes 
of exemptions. This may be why they imposed a system of selective 
excises on top of the general system. Frankly, that is not the struc- 
ture of excise taxation we want in this country. The association 
would vigorously oppose any move in that direction. 

We are aware of the propos: il to broaden the present discriminatory 
excise-tax system by extending the list of taxable articles. Such an 
approach would also be strongly opposed. The cure for arbitrary 
decision and discrimination cannot be more of the same. The present 
system is evidence enough that no group of men, even the distin- 
euished members of this committee, is wise enough to establish equity 
in the exclusion or inclusion of specific items to be taxed. 

One criticism made of excise taxation as such, is that it reduces 
total purchasing power, This is not so. The process of taxing and 
public spending is basically one of transfer of purchasing power from 
private to public hands: the pr ivate citizen spends less, but the Gov- 
ernment spends more. There is no reduction of purchasing power in 
the market place. However, the pattern changes if the tax burden 
laid on income is so severe as to interfere with private saving and 
investment. The entire process of investment, production, and con- 
sumption is impaired as the years go by because economic growth has 
been sacrificed to pay for the current services of Government. Exces- 
sive use of income taxes has more adverse economic effects than 
balanced use of excise taxes. 

A second general criticism of excise taxes is that they are regres- 
sive. The answer to this charge is that such a tax, when levied as 

percentage of price, is obviously proportional to the price. Even 
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in the current use of the term “regression,” however, our data show 
that the burden of a uniform excise is proportional to income. This 
is shown by the chart attached, which I also ask be included in the 
record. 

The CuatrmMan. Without objection it is so ordered. 

(The chart referred to follows:) 


Effect of flat-rate tav* on manufactured goods 


Amount left 


Income of family of 4 ifter income | Income tax Flat-rate 
tax ! 
tax 
¢ ) $2, 000 None $55 
$4,000 3, 729 $271 06 
5, 334 666 143 
v0 6, 916 1, 084 182 
$10,000 8, 472 1, 528 21 
4 percent 
E 1) The income left after income tax (second column) is the source of all other taxes, including 
excise taxe 2) the flat-rate tax (fourth column) is proportional to the amount left after income tax. 


Mr. Siicu. This chart also answers the charge that a flat-rate 
excise tax would shift tax burdens from the big fellow to the little 
fellow. There would be no increase or shift in excise-tax burden 
unong income groups from a flat-rate tax merely replacing the present 
ystem. The burden of a flat-rate excise would spread, throughout 
the income groups, in about the same proportion as the excises to be 
replaced. 

An argument especially advanced against a flat-rate excise tax 

that it would be a new tax; and, hence, would only provide an 
idditional source of revenue to support additional Federal spending. 

Excises are not new, but the uniformity and fairness of a general 
tax would be. There is every reason to have a flat-rate excise tax in 
the revenue system. Its uniformity and universality would be a 
safety valve against excessive use—not present in any other Federal 
tax. Since as the record demonstrates, it is easier for Government to 
spend deficit dollars than tax dollars, the provision of a tax structure 
capable of supporting Government should dispense with deficit 
spending. 

Another point made by some retailers is that a flat-rate tax at the 
manufacturing level would be included in inventory costs, and hence 
would increase the capital requirements of retailing. The fact is not 
peculiar to this tax. It is equally true of the present excises, and of 
all other business taxes, from local property taxes to Federal income 
taxes, which become a cost of doing business. It is true that tax in 
inventory would not be a problem with a retail tax, but the ad- 
vantage to our States and constitutional scheme of government of 
reserving a retail tax for State use would seem to outweigh any in- 
ventory disadvantage of a Federal uniform excise. 

Finally, there are two arguments that are heavily relied upon by the 
opponents of a flat-rate excise tax at the manufacturing level. These 
are: (1) That the tax is pyramided; and (2) that it is hidden. But 
neither of these stand up under examination. 

The pyramiding argument that retailers will realize more profit 
because of the percentage markup on the tax can be quickly disposed 
of—if retailers could make more profit by raising prices, they would 
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do so, tax or no tax. When retailers earn a profit, it is by performing 
a service successfully in a highly competitive field. We need not worry 
about any unearned retailing profits due to the mere carrying of a tax. 

On the other hand, a flat-rate excise, like the present excises, would 
become a cost factor in doing business. This is often confused with 
pyramiding. A business is entitled to collect from its customers 
the cost of carrying any tax. Any necessary carrying cost is not 
pyramiding. 

The charge that a manufacturers’ excise would be hidden is poorly 
founded. The very opposite is true. By contrast with the present 
selective _ discriminatory excises, the corporation income tax, and 
all other business taxes, a flat-rate excise would be most open and 
aboveboard. Because it would be uniform and universal, it would 
be well known to everyone. 

A retail tax would, of course, be conspicuous. Some people, there- 
fore, assume that this publicity would incite citizen opposition to the 
public spending that has led to the tax. This is wishful thinking. 
Unpopular taxes have been attacked, but there is no case on record 
of an unpopular tax leading to the restriction of excessive spending. 
The real objective of those who advance this argument is eventual 
elimination of excise taxes, and they are relying on popular irritation 
to accomplish it. This is a mistaken estimate of the good sense of the 
taxpayers, in our judgment, for most of them would consider higher 
income taxes too stiff a price to pay for termination of excise taxes, 
notwithstanding the irritation involved. 

In conclusion, I ask that you consider our proposal in historical 
perspective. ‘Twenty-one years ago this committee reported out a 
uniform manufacturers’ excise-tax bill, but it was beaten on the floor. 
Those who caused that defeat should take no pride in it. Without 
question it resulted in more deficits, more monetized debt, more in- 
flation. 

We want no more of these today. We must honestly recognize that 
the om nt Feder: * tax system has failed us. We need a firm road to 
fisea ur ity. I believe, and the association I represent believes, 
that it amnion turers’ excise, at a flat and moderate rate, is a necessary 
first step on this road. 

The CrarrMan. Does that conclude your statement? 

Mr. Suicn. Yes, sir; except this chart that is attached. 

The CuHarrmMan. Thank you very much, sir, for your contribution 
to the information of the committee. There may be some questions. 

Mr. Kean will inquire. 

Mr. Kean. Mr. Sligh, you mentioned a moderate tax. What do 
you mean by that; what rate? 

Mr. Sticu. Our suggestion is a tax of approximately 414 percent. 

Mr. Kean. What do you believe that will yield in revenue? 

Mr. Suicu. We believe that will bring in approximately the same 
amount as is now brought in by the present system. 

Mr. Mason. Without liquor and tobacco? 

Mr. Suieu. Yes, sir. 

Mr. Kean. A 414 percent would bring in approximately the same 
amount ? 

Mr. Suen. Yes. 

Mr. Kean. So in spite of the way you are talking about the evils 
of other taxes, this would not take the place of the other taxes ¢ 
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Mr. Suicn. Just the present discriminatory system. 
Mr. Kean. The four and a half? 
Mr. Suicu. Yes, sir. 

The CuatrMan. On page 7 at the second paragraph from the top, 
ou say— 

But the advantage to our States and constitutional scheme of government of 
reserving a retail tax for States seems to outweigh any inventory disadvantage 
fa Federal uniform excise tax. 

That is one of our great problems, the vast amount of money we 
raised through duplication of taxes. I am hoping that this Commis- 
on that is going to be appointed to study this problem, and the con 

butions the witnesses will make will possibily bring us nearer a 

lution to the problem. 

Mr. Sticu. The duplication of taxes between the States and Fed- 
ral Government ? 

The CuHairman. Yes, the Federal and local governments. 

Mr. Suicu. Yes. We agree with that. As I understand it, there 
re now 33 States that use the retail sales tax. That is one of the 
nain arguments for staying out of the retail tax field in our opinion. 

The CuarrMan, That is right. 

We thank you very much, sir, for your contribution. 

Mr. Suigu. Thank you, sir. 

(The following statement was submitted for the record :) 


FEDERAL ExcIses: WHy AND How 








An analysis by Dr. Harley L. Lutz, tax consultant, National Association of 
Manufacturers, and professor emeritus of public finance, Princeton Univer- 
sity) 











‘he unanimity with which the present discriminatory excise system was 
tacked in the course of recent hearings before the House Ways and Means 
mmittee provides a strong case for the flat-rate general excise tax that was 
advocated before the committee by Mr. Charles R. Sligh, Jr., president of the 
National Association of Manufacturers, and Mr. Chester M. Edelmann, treasurer 
H. L. Green Co., operator of a group of limited price variety stores. 
\ large number of witnesses presented testimony relating to the federal excise. 
xes, and the case for a general excise was substantiated every time a spokes- 
in for an industry under the harrow of the present selective excises said, 
We want no excise tax on our product.” The present selective excises are 
discriminatory, the rates are excessive, and they impose a part of the Federal 
load according to the capricious basis of the kind of goods bought. In the 
ht of this record, it is now possible to clarify and restate the issues involved. 
lo begin with, it is evident that merely asking for removal of the particular 
on a given industry is not enough to provide excise-tax correction; for, 
though it shows the need of revision, it affords no guidance as to an accept- 
e plan of revision. A realization that criticism is relatively fruitless unless 
is accompanied by a constructive program has underlain the approach that 
NAM has taken toward the excises as well as toward the entire Federal tax 
ystem, 


rhe association’s proposal regarding Federal excise taxes is now fairly well 
own, though it may not yet be completely understood. In brief, it is that 
of the existing Federal excises, except those on alcoholic beverages and 
bacco, be replaced by a flat-rate tax on all finished manufactured goods except 
od and food products. The rate of the proposed flat-rate tax should be such 
s to provide a revenue equivalent to the total now collected under the taxes 
be replaced. It is estimated that a rate of 414 to 5 percent would produce 
the replacement revenue. Fundamental to this proposal is, of course, the premise 
that the Federal Government should always make use of excise taxation. 
Question as to whether the Federal Government should use excise taxes was, 
however, one of the first issues raised by the recent testimony. The witnesses 
who asked for removal of their particular tax probably did not intend to 
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recommend the conclusion implicit in the aggregate of their testimony, which is 
the elimination of excise taxation. However, a witness for the National Retail 
Dry Goods Association, Mr. E. C. Stephenson, vice president of the J. L. Hudson 
Co. of Detroit, clearly stated that his association is and has always been 
fundamentally opposed to all excise taxation, except on liquors and tobacco. 
Nevertheless, he recognized the need for excise taxation while the revenue 
requirement is as high as at present. 

Opposition to excise taxes is often based on the feeling that any tax on 
consumption reduces demand, with a consequent lessening of production and 
employment ; and this was the explanation made by Mr. Stephenson. 

This is a variation of the mass purchasing power argument, which holds 
that capital formation and production go on automatically, and that the only 
support for prosperity is to provide enough purchasing power to absorb the 
stream of products. So far as taxation goes, the implication of this view is 
that all taxes now levied on consumption should be transferred to production, 
the only other place for them 

When taxing and spending are viewed together, as they must be since the 
only fiscal purpose of ta ion is to provide expendable funds for the Govern 
ment, it is clear that there is a transfer, but no overall diminution, of purchas- 
ing power. The Government spends that portion of income which is taken in 
taxes rather than the citizens. As taxes increase, the people can spend less 
and the Government spends more. The return flow of expended tax receipts 
sustains the aggregate of purchasing power. 

The problem is one of the effects of taxation on motives and incentives. It 
is evident that, despite the logic of purchasing power transfer, an extreme con 
centration of taxation at any point will arouse opposition, resentment, and 
resistance that are adverse to both production and consumption. For example, 
total Federal excise revenues in the fiscal year 1953 were about $9.5 billion, 
of which some $4 billion came from alcoholic beverages and tobacco. If part 
or all of these excise taxes were to be removed, their equivalent would neces- 
sarily be added to the income taxes, unless the Federal deficit were to be in 
creased by that amount. 

The result of such an increase of income tax would be a further impairment 
of the incentives to earn income, or to save and add to the supply of capital. It 
has long been the contention of NAM that there is a less overall bad effect of 
taxation when its burden is so broadly distributed as to assure moderate rates 
throughout the tax system. Specifically, there would be a minimum deterrent 
effect on production, capital formation, employment, and consumption if the 
taxload, whatever its total, were distributed over the broadest possible base. 
Such a base is provided when the taxes are paid, in part, as income is received 
and in part as income is spent. Consequently, NAM believes there should always 
be Federal use of excise taxes 

There is slow but growing recognition of the soundness of this position. All 
other countries, from the most advanced to the most backward, rely even more 
heavily than we do upon indirect taxes. A speaker at the annual meeting of 
the National Tax Association, Mr. A Kenneth Eaton, Assistant Deputy Minister 
of Finance, Dominion of Canada, rebuked us wittily but nonetheless serious!y, 
in the following words: } 

“There seems to be among your leaders and writers in the field of public 
finance a far greater reverence for income tax as a fiscal instrument than there 
is in Canada. It could be that your professors have oversold you on this idea, 
and perhaps you learned too well the rather lofty classroom doctrines of a few 
decades ago. In Canada we tolerate income tax, but certainly we do not go into 
raptures over it. As for indirect taxes, many of your writers seem to regard them 
as somehow inherently evil things and have an abhorrence of them that verges 
on the unnatural, and, if I may say so, seems slightly old maidish. We, who 
have lived for three decades under a general sales tax at the manufacturers’ 
level coupled with a generous sprinkling of miscellaneous excise taxes, can, 


perhaps, not be expected to cringe or come out all over goose pimples on hear- 
ing repeated academic criticisms of these taxes south of our border—and I do 


not mean down Mexico way 

The only realistic attitude under present circumstances is that the Federal 
Government must make use of excise taxes. At the time of the last increases of 
income tax, the Senate Finance Committee said in its report on the tax bill that 


* Proceedings of the National Tax Association at Toronto, Canada, September 9-12, 


1952, p. 21 
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the income taxes were now at their extreme limit of endurance for the tax 
payers and of revenue return for the Government. Starting from the premise 
that there must be Federal excises, the remaining issues become clear. It is 
now only a question of the kind of excise-tax system to be used, and of the 
amount of revenue to be provided thereby. 

The recent testimony before the Ways and Means Committee provides final 
and effective confirmation that the present system of selective excises is intol- 
erable. The grievances of the industries now affected make it clear also that 
the solution does not lie in an extension of the selective system. The complaint 
if discrimination and unfair treatment of producers and consumers under the 
selective system is entirely valid. It would continue to be valid if more articles 
were singled out for taxation. ‘Thus the conclusion is inescapable that the 
proper remedy is the substitution of a general excise tax which would remove all 
ground for allegations of discrimination and inequality of tax treatment 

This much was admitted in the hearings by those witnesses whose testimony 
neluded reference to alternatives. The witness for the Gas Appliance Manu 
facturers’ Association, Mr. Louis Ruthenburg, chairman of the board of Servel, 
Inc., said: “Any revenue deemed to be necessary must be raised equitably, not 
selectively ; evenly, and not by discriminatory taxation.” Mr. Stephenson, for 
NRDGA, also advocated a general tax, if 
opposition to excise taxes as such. 

On the question of point levy, however, there is sharp division of opinion and 
preference. The NRDGA witness expressed strong preference for a Federal 
retail sales tax, but Mr. Edelmann, speaking for the limited price variety stores 
group, Was equally strong in his advocacy of a tax at the manufacturing level. 
Che latter position has been approved also by NAM. The pros and cons of this 
controversy have been discussed at various times by spokesmen for NAM and 

ive been set forth in different NAM publications. With the approach of discus 
sion to the critical stage preceding action, it is desirable that the ¢ 
viewed again. 

The arguments against a flat-rate tax on finished manufactured 
they have been stated by others as well as by Mr. Stephenson, 
the following: 


revenue needs required, despite its 


ase be re 


goods, as 


be grouped into 


1. The tax would become part of inventory cost, thereby requiring more capital 


and higher interest charges to carry a given inventory 


This point was noted by Mr. Sligh in his testimony before the Ways and Means 
Committee. Throughout, the NAM program has recognized that higher financing 
costs would be incurred and it has been admitted that this additional cost 


is 
properly recoverable in the price. 

















2, The tax would increase certain other costs, including ad valorem taxes on 
retail inventories (in the States which still tax business personal property), 
insurance, selling commissions, and rental agreements based on a percentage 
of sales 


With respect to both of the foregoing points, it should be noted, first, that the 
various elements of cost specified above are already present in the case of the 
existing manufacturers’ excises and in view of the high rates of these excises 
there is undue concentration of such costs. Further, with respect to the taxes 

services and the Federal retail excises, there are substantial costs of com- 
pliance. Under the moderate flat-rate tax of 414 to 5 percent which NAM 
proposes, there would be an equalization of the cost burden. 
tems 


Firms handling 
now subject to high rates of tax would have a reduction of their handling 
charges, insofar as the tax rates have an effect upon such charges. There would 
be moderate new costs with respect to commodities to be subjected to tax for the 
first time, but there would be no excessive cost load at any point. There would 
be a saving, which should ultimately benefit consumers, with respect to the direct 
compliance costs now involved in the taxes on services and on sales at retail. 

In an overall view it is a matter of balancing different kinds of costs, and 
1e general advantage to be derived from spreading such necessary costs as are 


involved over a broad base is to be offset 


+} 
ul 





inst the hardship and discrimina 
tion of imposing a heavy cost burden upon the customers of certain segments of 
business. 


aga 





2In addition to the statement before the Ways and Means Committee, Mr. Stephensor 
has an article in Stores, May 1953, What's Wrong With NAM’s 
ensation of an address before NICB in April 1953 
writer is in Women’s Wear Daily, August 7, 1953 


Tax Proposals, a cor 
A summary of his testimony by a staff 
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38. There would be a loss to retailers in any liquidation of inventories. 

The orderly liquidation of inventories by way of “end of season” and other 
special sales presents no problem from the standpoint of the flat-rate tax. 
If the clearance policy is a markdown to cost, this cost level would include the 
tax which would be recovered as goods were moved. Where there is an extensive 
markdown to some level below cost it is indicative of distress selling and under 
such circumstances whether the cost included a tax or not would not be a 
material issue. 


j. There would be pyramiding of the manufacturers’ level tax 


The pyramiding argument has been used more often than any other, with 
resultant greater confusion. The proper meaning of the term is an increase of 
distributor profits because of the successive application of percentage markups 
on the tax, each time on a larger base than before. The term is also used to 
denote the various additional costs of financing and selling that wer? noted above 
Mr. Stephenson employs the latter meaning in the following from his testimony : 

“A tax imposed at the manufacturer’s level would be pyramided to the cus 
tomer when the retailer applies sufficient ‘mark on’ so that he can recover thx 
tax included in merchandise cost, plus all costs of doing business, enlarged 
because of the added costs created by the purchase of tax as a part of the pur 
chase of the merchandise, plus his normal profit.” 

It has been noted above that financing and other costs would be a proper 
charge. Mr. Sligh made this point in his testimony. But most of the addi 
tional costs mentioned are not compounded or multiplied because they ar 
incurred at the retailer level. They are a direct addition to distribution cost, 
but they do not constitute pyramiding in any correct meaning of this term. 

The real issue in the pyramiding argument is the difference between the costs 
and the profits of distribution. Everyone knows that business costs are passe 
ob and eventually recovered from the ultimate customers. If retailers grant 
wage increases, or if their real-estate taxes are raised, no fuss is made when 
these additional costs are passed along into prices. Yet, to the extent that such 
costs affect dollar sales volume, they become a source of higher expenses of the 
kinds cited by the critics of a flat-rate tax on finished manufactured goods. It 
is time that this side of the argument be recognized as a bias against a particular 
tax despite the fact that everything else about the business of distribution, and 
indeed of all business, operates in precisely the same way and produces precisely 
the same results. That is, every kind of cost of doing business, whether arising 
from taxation, wages, or any other factor, is ultimately paid out of the dollars 
received for goods sold. When properly understood and seen in correct per 
spective, costs of carrying and financing a flat rate excise tax become no more 
iniquitous than any other kind of business costs. 

The particular financing and carrying costs that may be involved in the flat 
rate excise tax would not be present in the case of a tax at the retail level 
This point has been stressed by advocates of the retail type of tax. There wil! 
be costs of another character, however, if the tax were to be imposed at the 
retail level. These costs will be in more expensive administration and in com 
pliance expense to retailers. As to the latter, Mr. Stephenson says that despite 
the opposition of NRDGA to all excise taxes, the members of this association 
are willing to assume the burden of collection from the consumer, preparing 
required tax returns and paying the retail level tax over to the Treasury. 

Here is recognition that a retail tax will be a burden of cost on the retailers. 
While the statement says literally, that the retailers will assume this burden, 
it means only that the retailers will do the work but the customers will pay 
the bill. 

To the compliance cost of the retail-type tax must be added the higher adminis 
trative cost of such a tax. The Government would pay this part of the cost 
initially but it would fall on the people in the end. The relative numbers to 
be dealt with under a tax at the manufacturer’s level and at the retail level, 
and the greater difficulty of maintaining effective contact in the latter case, 
support the position that the administrative cost of the retail tax will be much 
greater. 

As of December 1953 there were 297,200 manufacturing firms. Eliminating 
those engaged exclusively in the manufacture of food products, alcoholic bever 
ages, and tobacco products, it is reasonable to assume that the number subject 
to a manufacturers’ level tax would not be greatly in excess of 200,000. On the 
same date the number of retail establishments was 1,654,700. But there were 
also 869,700 service establishments, 211,800 wholesalers, and 617,700 unclassified 
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usiness units. The proportion of the firms in the last three groups that would 

ngage in taxable transactions under a retail tax cannot be determined. How 
er, the likelihood, or possibility, of such transactions would oblige the Govern 

ent to use a net fine enough to include all, or a large proportion, in each group 
is this prospect that has led to the assertion that upward of 3,000,000 estab 
hments would be subject to inspection and examination under the retail tax. 
the extent that the examinations disclosed no taxable sales there would be 
return to offset the cost but the audits would have to go on regardless of 
it fact. 

, further cause of higher administrative cost for the retail-type tax is the 
tively greater turnover of retail establishments. During the year 1952 the 
bers of new and of discontinued firms in manufacturing and retailing. 

espectively, were as follows, by quarters: 


100 
1, 600 
600 
600 


March 1952 
June 1952 
iber 1952 


mber 1952 


Total 3, 900 
ng in and out ss 297, 000 


Excess of retail swing. 209. 000 


Here is 1 year’s record of the new and discontinued firms in manufacturing 
nd retailing. The numbers of those that come and go are much greater in 
retailing. In fact, the excess of new and discontinued retailers over the new 

| discontinued manufacturers in 1952 was about the same as the probable 

ntinuing number of manufacturers that would be subject to the flat rate 


excise tax. The “leakage” of tax at the retail level would be much greater than 
the manufacturing level, not only because of the larger turnover of new and 
continued firms, but also because of the many thousands of small outfits in 
retailing that do not maintain adequate records of sales from which proper 
iudits could be made. Tax leakage increases the burden on other taxpayers. 

There are no data that would provide an accurate comparison of the aggre- 
gates of the costs involved in the two types of tax. The important thing is to 
recognize that there will be costs under either method, a fact which tends to 
neutralize this aspect of the argument. It is also important to recognize that 
the term “pyramiding,” which is semantically a bad word, has been distorted 

include certain retailing costs that must be recovered, although without any 
ompounding of the sort that is really the essence of pyramiding. 

This leaves the question of higher distributor profits because of the applica- 
tion of percentage markups to a base which would include the tax from the 
factory on through to the retail store. It is asserted by some that these per- 
entages are rigid because of long traditional usage and that their retention 
vould automatically compound the profit margin through the successive markup 
stages. 

It is contrary to all economic logic and experience that there should be extra 
profit in merchandising merely because of a tax. Mr. Stephenson indicated 
n his testimony that there would be no uniform policy of markup. He said: 

“In some cases the increased retail price might be but little more than the 
manufacturer’s tax. In other instances the increase in the retail price would 
far exceed the amount of the manufacturer’s tax plus the normal markup on 
the tax, in order to cover those instances where insufficient markup was secured 
vhen price lining or tax pass through on ‘Fair traded’ merchandise [was] pro 

ited.” 

No ‘one has said that there would be no effort on the part of distributors to 
increase protits by applying established, customary percentage markups to the 
tax. On the other hand, it is contended vigorously, by many who are in position 
to know, that such practices will be neither universal nor long-lived. The ab- 
sence of universality is conceded in the foregoing excerpt. Economic logic sup 
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ports the view that there will be no enduring general increase of distributor 
profits, first, because the mere relay of a tax is not a service to customers that 
would justify profit in its performance and, second, because the ability to in 
crease prices at will, which is imputed by this argument, leads to the obvious 
conclusion that prices would be advanced, if such ability actually existed, re- 
gardiess of the presence of the tax. 


5. There would be a loss to retailers handling “fair trade price” items becaus« 
the fized margins between factory price and retail price would not allow 
for the added financing and carrying costs of the tar 


The area of fair trade or “administered” prices is one in which there would 
be little question of compounded percentage markups on the tax. That is, there 
would be little or no question of pyramiding in the true sense. As to the allow 
ance for necessary added costs, the experience and the practices under existing 
manufacturers’ excises should be indicative of distributive procedures under 
a general tax. No manufacturer is likely to insist upon arrangements with 
his dealers that lead to demonstrably adverse effects upon sales volume, 

6. final criticism of the manufacturer's level tag is that it would be hidden 

In the condensed version of Mr. Stephenson’s remarks before the NICB, there 
appears under the topical heading, “The NAM Theories,” the following : 

The tax would be hidden (copied after the Canadian tax laws). The con- 
sumer would not realize how much tax was being paid and therefore the tax 


uld be painless.” 


The context of the remarks accompanying this statement implies that a major 
purpose of the NAM advocacy of a flat-rate tax on finished manufactured goods 
to provide a hidden tax. 

In Mr. Sligh’s testimony it was stated that an excise tax, levied at a single flat 
ate on all finished manufactured goods except foods, alcoholic beverages, and 
ohaecco would not be a hidden tax it would be a fact familiar to all. The one 
rate of tax would be simple and easy to remember. There could be no reason 
or excuse for a lack of general public awareness of the fact, and of the rate, 
of the tax. 

Individual consumers would not be able, in all cases, to compute the exact 
amount of excise tax in every purchase. Mr. Stephenson thinks that this is 
important, for he said in his testimony : 

“We believe also, that the consumer is entitled to know how much of the price 
he puys is for the product, and how much is for the tax required to permit him to 
acquire and enjoy the product.” 

The charge that a flat-rate tax at the manufacturing level would be hidden 
disregards the fact that the same situation applies to almost all other taxes. 
For example, all of the taxes that any department store pays to local, State, and 
Federal Governments, plus all of the taxes that were paid to these governments 
by the firms that producéd the merchandise sold by this store, are Somewhere in 
the prices of the goods sold, as of course they must be. 3ut no customer who 
has ever entered the store has been able to see these taxes in the price. As an 
lustration, the corporation income taxes through a long succession of primary, 
secondary, and tertiary producers of finished goods are more securely hidden in 
the price than a flat-rate tax at the end of the manufacturing process would be 
Yet the opponents of excise taxes must face the prospect of higher corporation 
rt of their drive to eliminate excises. 

The NAM plan for a flat rate of tax on all finished manufactured goods would 
provide relief and for all now subject to the discriminatory 20-percent retail 
al tax. For example, NAM would substitute a tax rate of 41%4 to 5 percent 
on the factory cost of ladies’ handbags, which would probably be equivalent to 
thing like 3 percent on the retail price. This would be a tremendous reduc 
tion from the present 20-percent tax at retail. When all commodities are taxed 
at the same moderate rate there is fairness instead of discrimination and in- 
equality. Achievement of this end is the NAM goal. 

There is a final point in support of the flat-rate excise at the manufacturer's 
evel which is not sufficiently recognized by its opponents. This point is the 
need and importance of avoiding Federal encroachment upon a significant source 
of State revenue, namely the retail-sales tax. 

Proposals have been made to make col’ection of Federal and State retail-sales 
taxes a joint operation by Federal and State officials. Coordination of Federal 
and State tax administration has been much discussed but it has never advanced 
beyond the talking stage. There is mutual clearance of information about 
various taxes between Federal and State officials, but that is a very different 


incoIne taxes as p: 
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natter from the acceptance, by either side, of full joint administrative respon 
DLLItY 
In the testimony of Mr. Edelmann reference is made to the difficulties and 
ardships for retail merchants in the lower-priced merchandise fields because 
f the lack of uniformity in the sales-tax collection brackets used in the States 
id cities and counties where sales taxes are in effect liere are some of these 
icket variations: 


he confusion that would result from the requirement that all retailers should 

jllect a Federal retail-sales tax, with its own series of sales-tax brackets for 

w-priced items, in addition to computing and accounting for the State tax 
iccording to the brackets provided in the State law, is better imagined than 
lescribed. 

The matter goes deeper than this, however tI involves the protection of the 
States in the use of a tax source which they have developed and upon which 
hey now rely heavily. Federal levy of a retail-sales tax would put the Federal 
Government in direct competition with those States that now impose a sales tax 
and in such a one-sided competition there can be no question of the outcome 

We have the experience with two other taxes that were first developed and 
used by the States and later taken over in substantial degree by the Federal 
Government as evidence that the State claim would always be subordinate 
hese are the death transfer taxes and the gasoline tax. As the Federal Govern 
ment has extended its monopoly over tax resources, notably through excessive 
ncome taxation, the States have been forced to accept ever la i 
iid. The end of this road is complete subjection of the States 
power and the destruction of our traditional form of government as a unior 
States. The reversal of this trend must come through a relaxation of the Fe 
eral grip on tax resources, to be effected by a moderation of the rates of income 
ix. Such moderation will be possible only by developing for Federal use a 
ereater relative reliance on excise taxes. But in order to preserve any gain fron 
such action, it will always be imperative to avoid direct Federal-State competi 
tion in the use of indirect taxes. A Federal retail-sales tax would be direct con 
petition and therefore it would neutralize the whole operation 

On the other hand, a Federal excise tax at the manufacturers’ level would not 
constitute direct competition with the States The present manufacturers’ 
excises have not prevented State development and use of their retail-sales taxe 
Neither the State oflicials nor the peopl » view these Federal taxes with any cor 
cern as competitive with the State taxes. They would not 
lederal tax at the manufacturers’ level as an encroachment 

Mr. Edelmann’s testimony contains some pertinent references to his com 
pany’s experience under the Canadian tax. The H. L. Green Co. operates S82 
limited-price stores in Canada, and 141 stores in the United State Mr. iidel 
Inann said: 

“My company has had considerable experience with the Canadian tax at the 
manufacturers’ level because of its operations in Canada, and with sales taxes 
at the retail level in Canada and the United States for more than 20 years, and 
ve are firmly of the opinion that from the retailer’s standpoint the tax at the 
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manufacturers’ level is far less costly and more productive than sales taxes at 
the retail level. 

“We have talked to a number of Canadian retailers and businessmen and 
without exception, they have stated that in their opinion a tax at the manu 
facturers’ level is more reliable and productive than a tax at the retail level and 
has the additional advantage of being much less costly to administer and collect 
both as to retailer and the Government.” 

In conclusion, it is clear that there must continue to be Federal use of excise 
taxes, unless we ure to be forced to choose between the bad alternatives of large: 
Federa! deficits or a crushing increase of the income taxes. It is also clear that 
he present Federal excise system is intolerable and must be completely revised. 
The major disagreement in dealing with a general excise, which is accepted as 
the only feasible revision meuasure, is the point of levy. This disagreement has 
been caused in large part by failure to achieve a full interchange of views on all 
of the issues involved, including the terms and concepts employed in the argu- 
ments. As the confus ion over these matters is cleared away, it is believed there 
will develop a substantial area of agreement both as to the objectives sought and 
as to the methods to be eal to attain them. 


The Cnamman. The next witness is Mr. Dudley J. Scholten, Na- 
tional Association of Photographic Manufacturers. 
Will you give your name and the capacity in which you appear ? 


STATEMENT OF DUDLEY J. SCHOLTEN, VICE PRESIDENT, ARGUS 
CAMERAS, INC., ANN ARBOR, MICH., REPRESENTING NATIONAL 
ASSOCIATION OF PHOTOGRAPHIC MANUFACTURERS, INC. 


Mr. Scuouren. Mr. Chairman and members of the committee, my 
name is Dudley J. Scholten. I am vice president of Argus Cameras, 
Inc., and I am here representing the National Association of Photo- 
graphic Manufacturers, Inc. That association accounts for over 90 
percent of the total volume of photographic products manufactured in 
the United States. 

I would like to summarize quickly three vital points for the consider- 
ation of the committee with respect to the photographic excise taxes. 
But before doing so, Mr. Chairman, please permit me to take this 
opportunity to express to you and to all members who served on this 
committee in the last Congress, the grateful appreciation of the indus- 
try for its consideration in making major corrections in what the 
committee characterized as one of the worst excise-tax hardship cases 
to come to its attention. The whole industry is most appreciative of 
your understanding and of your constructive actions. 

The three points which I would like to discuss are: 

(1) Our serious problem as to rate, including its impact on defense 
potential. 

(2) From our own actual experience, how an excessive rate can cause 
great injury, serious loss of employment, and actual loss of revenue to 
the Government. 

(3) Why correction of rate is needed and our requests in that respect. 

I wish you would refer to the bar chart that is attached to my state- 
ment, and I ask that you include this bar chart in the record. 

The Cuatrman. The clerk of the committee will see if it is possible. 

Mr. Scuouren. It is obvious from the bar chart that the photographic 
industry has had the most burdensome excise-tax raté from 1942 to 
date. Beginning October 1, 1941, when a 10-percent tax was applied 
to many products, including photographic, this industry and its sales 
outlets have been handicapped seriously by an inequitable, discrimina- 
tory, and unduly burdensome excise tax. 
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Then, in the Revenue Act of 1942, photographic excises were singled 
out for heavy increases, while such taxes on other manufactured prod- 
ucts were either eliminated (7 instances) or maintained at 1941 levels 
(19 instances). Asa result, from November 1, 1942, until November 
1, 1951, this industry was burdened with excessively high rates, namely, 
5 percent on equipment, and 15 percent on sensitized material. Be- 
ginning November 1, 1951, as a result of changes in the Revenue Act of 
1951, the rate on equipment remaining subject to tax was reduced from 
5 percent to 20 percent, but at the same time the rate on film was 
nereased from 15 percent to 20 percent. 

As of today, the 20-percent photographic excise-tax rate is the high- 

t of all manufacturers’ excise percentum rates, this unenviable posi- 

on being shared only by electric-light bulbs. 

We have, as you know, carried the burden of extremely high rates 
ore than a year and a half longer than any other industry, since our 
eavy increases were made in the Revenue Act of 1942, and, as you 
ave characterized them, were the first of the wartime regulatory 
nereases, 

The ‘re are now only 6 other manufacturers’ excise percentum taxes 

hich are at rates greater than their 1941 rates. Of these 6, 3 (auto, 
truck, and parts) are presently scheduled by law for automatic reduc- 

on to prewar rates on April 1, 1954, namely, from 8 percent and 7 
ercent to a uniform rate of 5 percent. 

Here I want to call to your attention a typographical error in the 
tatement. 

We remind you of these facts for two reasons: 

(1) Only specific action by the Congress will provide that the pres- 
nt 20-percent rate on photographic products will revert to the 1941 
rate of 10 percent on April 1, 1954 (or on any other date) 

(2) Because we have been longest burdened with high rates of any 
ndustry, we submit that in fairness we should receive rate reduction 

least as soon, and to as favorable a level, asis accorded any other 
manufacturers’ excise tax. 

With reference to the impact of tax in respect to defense potential: 

The photographic manufacturing industry is relatively small. Be- 

use of the very highly specialized nature of its products and their 
xceptional essentiality in wartime it is one of the top key strategic 

dustries, according to military and defense agency officials. Its 
photographic products i in tremendous volume are essential to success- 

il military operations in modern warfare, before, during, and after 
ombat, for industrial uses in the production of other war material 
ind for many essential noncombat military needs. 

Most of the companies in the industry are small, but their continued 
uccess is of the greatest importance to the strength of the industry 
ind to instability to serve in both peacetime and wartime. 

As you may recall, this industry is principally engaged in the manu- 
facture of photographic products nearly two-thirds of which, in dollar 
aaa and in application, are for commercial, industrial, educational, 
scientific, professional, governmental, and similar uses. 

The Cuarrman. May I ask a question there? 

Mr. Scuouren. Yes, sir. 

The CHamman, Can you give me anything like the percentage of 

your product that went into defense during the defense period ¢ 

Mr. Scuotren. During the recent defense period ? 
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The CHatrmMan. Yes. 

Mr. Scuouren. I cannot tell you company by company. I can tell 
you our own experience from our own company. At this time, ap- 
proximately one-third of our overall volume is for defense work. I 
don’t know whether that applies to the other companies or not. 

The CHairman. Maybe Mr. Babbit can tell us. 

Mr. Wituiam C. Baserr (National Association of Photographic 
Manufacturers). The information as provided by the War Munitions 
Board is to this effect: About 36 percent of the produc ts of the indus- 
try are regular photographic products for military use. About 36 
percent of the products of the sternite are special military ore 
such as fire-control apparatus, time fuses, proximity fuses, and s 

rth. About 28 percent of the products of the industry—and this is 
during World War II—is nonmilitary photographic products, which 
ire assembled by allocation, for business, education, health, local gov- 
ernment, Federal Government of a nondefense character, science, and 
personal use. 

The Cuarrman. Thank you very much. We are glad to have that 
in the record. 

Mr. Scnotren. However, it should not be overlooked that sales to 
amateur photographers are also very important to this industry and 
its continued success. In fact, certain plants which are key precision 
plants in wartime depend largely or entirely upon this market for 
their peacetime oper: ition. 

lor these companies, the products now taxed at 20 percent are their 
means of livelihood and continued existence in peacetime, and there 
fore their ability to serve in wartime. 

In this connection we emphasize: 

(1) That these precision photographic manufacturers with their 
highly skilled and specialized personnel and machinery are a majo! 
national asset wich cannot be expanded rapidly to meet a national 
emergency. 

(2) That most photographic products can be made during wartime 
only by the photographic industry, becauuse of the highly specialized 
skills and facilities required for their manufacture. 

(3) That most wartime photographic products are the same as or 
are modifications of regular peacetime photographic products. 

We have some cameras here. This is a 16-millimeter camera. It 
is sold primarily to people like ourselves who want to take movie 
pictures. It is a precision-made instrument. It is operated by putting 
amagazine in a camera. 

This is its counterpart, this other one, which is a gun-sight-aiming 
camera. Cameras similar to this are used by all combat aircraft. This 
camera is made by the same people. Many of the parts are common. 
They are made by the same know-how and skills that made the other 
camera. As a matter of fact, if this civilian camera had not been 
dev veloped, it probably would have taken a long, long time to develop 
this gun-sight-aiming camera. It uses the same magazine, the same 
cartridge. In every respect except its outward appearance and the 
way it is geared up, of course, to use in an aircraft, it is an identical 
instrume nt. 

The CrarrmMan. Probably it is of much greater speed. 

Mr. Scuouren. No, I do not think the speed. -it is motor-driven in- 
stead of being driven by spring. In this other one, you wind it by 
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sand, and this one has to be motor-driven. The principle is the same. 

Would you like to see these two cameras / 

The Cnamman. I think I am fairly familiar with one, but I do not 
now about the other one. 

Mr. ScHoitEn. Another example of the products of the industry 
, of course, film. That is made both in war and peace. A good 

unple is the film made for reconnaissance aircraft. That film comes 

nuch larger spools than the spools we use to take pictures civilian 
But it is processed in the same plants, made by the same peo ple 
akes the same know-how. 
my own company of Argus, all of the peacetime products we 
ke are subject to this Federal excise tax. re the peacetime 
oducts we make, and components of them, are very, very similar 
products made in wartime for the Armed Forces and products 
are making now. 

lor example, here are two lens elements for 35- millimeter * cameras 
of our manufacture. Here are 2 lens elements, these other 2, made for 

military in connection with range-finding, ocean instru 
ments. These lens elements for the civilian cameras are made in the 
ime place with the same machinery, the same tooling, the same 
know-how, and to the same precision, as are the military versions. 

It is our sincere belief that upon examination of this matter, the 
mmittee might well conclude that it is fundamentally undesirable 
place an excise tax on any photographic product, even amateur 
oducts, and that accordingly, the existing 20 percent tax should 
reduced as much and as rapidly as possible, and repealed entirely 
quickly as conditions will permit. 

As to the hazards of high rates: 

This industry knows the costly damage which excessive excise tax 
rates can cause. When such a high rate of tax exists in other than 

m aa or those of artificial shortages, it means loss of sales, 

iss of employment, and business failures. These losses occur at a 
ch accelerated rate as contrasted with other industries having no 

cise tax or at most are taxed at much lower rates. 

Our industry’s aaEeeee has proven that any mild business re- 
ession produces a serious depression in such a heavily-taxed area. 
You may reme smber our testimony 2 years ago, namely, that: 

(1) In 1949, when we had a mild recession for business in general, 

ere Was a deep de ‘pression for the photographic manufacturing in- 
dustry. The 25 pere ent taxed area suffered a loss of nearly 45 percent 

employment and sales, as contrasted with only 9 percent for manu- 
facturing in general. 

These losses were very much greater than would be expected, as 

ia against the experience of this industry in previous periods of 


recession. 


5 


1 


A number of small- and medium-size concerns largely or wholly 
dependent upon photographic markets either failed or were in finan- 
al difficulties with the ultimate outcome in doubt. 

High excise-tax rates in such circumstances also cause substantial 
loss of total tax revenue to the Government. You may recall that we 
provided a composite profit and loss and tax statement, of companies 
subject to the 25 percent rate, comparing 1949 with 1948. It showed 

drop of 104 percent (namely, to a refund position) in company 
Federal income taxes, as well as a very heavy decline in payroll and 
vithholding taxes. 
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The amount of reduction in total Federal income and payroll tax 
payments by these companies was greater than their excise tax pay- 
ments in 1949. 

It was our conclusion that the 25 percent rate had caused a direct 
loss of Federal tax revenue of at least $16 million, and that this los 
exceeded the total photographic excise-tax collections at the 25 percent 
rate. In other words, it appears that the Government was actually 
a net loser as a result of the 25 percent rate. 

We especially emphasize the regressive and destructive nature of 
high excise-tax rates at this time because of the widespread feeling 
reported in Government and industry circles that in 1954 some reces 
sion in business appears probable. 

We ask you, therefore, to remove the 20 percent rate so that we will 
not again experience the destructive effects of an excessive rate to the 
injury and loss of all concerned, including the Government. 

The Cuamman. I would like to ask you for an observation there. 
Is this not a pretty safe rule: that when your tax rate is too high, you 
ire bound to lose revenue rather than gain revenue? 

Mr. Scnorren. That is true, sir. We believe that is true. 

The Cuarrman. That is your case; is that right? 

Mr. Scuouiren. Yes, sir. When our tax rate is too high, it means 
we are less competitive to others, even though they are other industries 
whose tax rate 1s lower, and we will lose sales and the Government will 
lose revenue from income taxes and otherwise. 

The CuHairman. We have many examples of that right now. 

Mr. Scnouren. Yes, sir. 

In conclusion, we respectfully make the following requests: 

That the present 20-percent rate be reduced to the level generally 
prevailing for other manufacturers’ per centum excise taxes, namely, 
to 10 percent, or to such other lower rate as may be adopted by the 
committee as the generally prevailing rate in its forthcoming bill. 

. That the reduction in the 20-percent rate, at least to the 10 
per recent prewar rate, be made effective as early as any other wartime 
rate inc — is eliminated, such as those now scheduled for reduction 
April 3 

Ths “ as “quic kly as conditions permit, the excise tax on photo 
aphie produc ts be eliminated entirely for reasons set forth herein. 
Mr. Chairman, the material which I have presented, together wit] 
other aoe information, is more fully developed and documented 
in our brief. May I have your permission to submit this brief for 
inclusion in the record at this point ¢ 

The Cuainman. Without objection, it is so ordered. 

(The material referred to follows:) 


ar: 


NATIONAL ASSOCIATION OF PHOTOGRAPHIC MANUFACTURERS, INC., 
New York 20, N. Y., August 3, 1958. 
In the matter of the 20-percent manufacturers’ excise tax rate on photographi¢ 
apparatus (sec. 3406 (a) (4) Internal Revenue Code) 
Committee on Ways and Means, 
House of Representatives, Washington, D. C. 

GENTLEMEN : The purpose of this statement is to set forth and support our r 
quest for equitable treatment in connection with the excise-tax revisions under 
consideration by your committee. 

This association, whose member companies, according to the best available 
information, produce more than 90 percent of the total dollar volume of photo 
graphic products of all kinds and types manufactured in the United States, res 
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pectfully presents this information and requests in response to the opportunity 
ifforded by the committee. 

In doing so, may we first express our great appreciation for the attention 

nd consideration which you have accorded us in the past and especially for 
the important corrections in the photographic excise-tax law which you adopted 
n the Revenue Act of 1951 

This statement is in elaboration and support of our testimony. It undertakes: 

1. To point out certain facts about the industry which seem pertinent to the 
committee’s consideration of our request. 

2. To remind you of the inequitable tax rate, 20 percent, applicable to taxable 
photographic products. 

3. To show from actual experience the extensive damage, including loss of 

nployment, and net loss of revenue to the Government, which a high excise 
ate can cause in any period of slackening business activity such as now seems 
oreseeable. 

4. To point out the vital importance of the taxed products as the “bread and 
butter” items which in peacetime are the only means of maintaining key de 
fense plants and their specialized skilled labor. 

5. To present specific requests for the consideration of the committee 


I, FACTS ABOUT THE PHOTOGRAPHIC INDUSTRY 


The following information about the photographic industry, its products 
nd their applications, may be of interest. 


1. Nature of the industry 

The photographic-manufacturing industry is relatively small. Because of 
the very highly specialized nature of its products and their exceptional es- 
sentiality in wartime it is according to military and defense agency officials one 
of the top key strategic industries. 

Most of the companies in the industry are small, but their continued success 
s of the greatest importance to the strength of the industry and to its ability 
to serve in both peacetime and wartime. 

There are, according to the best information available to us, about 150 com 
panies in the United States engaged wholly or importantly in the manufacture 
of photographie products, or which, though not principally so engaged neverthe- 
less produce in significant volume 1 or more photographic products. The 1947 
Census of Manufacturers records 366 establishments with a then total of 50,911 
employees and a total value of products shipped of $440,134,000. 

Photographic manufacturing plants are principally located in these States: 
California, Connecticut, Delaware, Illinois, Indiana, lowa, Massachusetts, Micb- 
igan, Minnesota, Missouri, New Jersey, New York, Ohio, Pennsylvania, and 
Wisconsin. with a nuimber of plants scattered in various other States. 

There are thousands of establishments in other branches of the photographic 
industry, namely, photographic distributors, photographic retailers, photo fin- 
shers, commercial, industrial, and profesisonal photographers, and such related 
ndustries as photoengraving, photolithography, and others. These other 
ranches of the photographic industry and related customer industries provide 
gainful employment to thousands of persons in every State in the Union. 


Industry of key strategic importance 


It cannot be too strongly emphasized that the photographic-manufacturing in- 
dustry is one of the Nation’s most essential key strategic industries. Its photo- 
graphic products in tremendous volume are absolutely essential to successful 
military operations in modern warfare before, during and after combat, for es- 
sential industrial uses in the production of other war material, and for many 
essential noncombat military needs. 

As just one example of defense-industry use of photographic methods in de- 
velopment, production, inspection, testing, plant protection, and a myriad of uses, 
it might be well to recall that it was photographic methods that broke the pro- 
duction bottleneck in the aircraft industry. This procedure made and still does 
make large production goals attainable both in quantity of planes and in speed 
of getting newly developed planes into the air. 

Most photographic products can be made during wartime only by the photo- 
graphic industry, because of the highly specialized skills and facilities required 
for their manufacture. It is to be remembered that most wartime photographic 
products are the same as or are modifications of regular peacetime photographic 
products. 
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An example of the conversion of a regular peacetime product to an essential 
wartime product is the gunsight aiming point camera required in every combat 
aircraft. The gunsight camera was produced in volume during the war by 
manufacturers of high-precision civilian 16-millimeter motion-picture cameras 
and are a simple modification thereof. It uses the same film magazine as the 
civilian camera. Obviously, only peacetime production of these civilian cameras 
and magazines assures wartime availability of this military camera. 

As another example, take a 500-foot roll of film for aerial photography. This 
film is made by the same employees and on the same basic equipment as Civilian 
rolifilm. You can visualize why the military uses so much film since a single 
aerial roll contains enough film to make up 5,000 rolls of the civilian types, yet 
it would be used up in a few minutes in photo reconnaissance work. 

In addition to the foregoing, because of the peacetime-developed skills of its 
employees, the photographic industry was also called upon during World War II 
and also during the Korean war to produce large quantities of high-precision, 
complex war equipment of a nonphotographic nature. 

A War Munitions Board report (March 1948) stated that during World War II 
72 percent of the products of the photographic industry went to essential mili 
tary claimants. Half of these products for military uses were regular photo- 
graphic products. The remaining 28 percent of the industry’s wartime produ 
tion went to nonmilitary claimants (by scientific laboratories, by local govern 
ment units, and by civilians, and by defense industries for military products). 

A vigorous peacetime photographic industry is essential to national security 
here is no substitute for its military products. 


3. Importance of amateur market 


Chis industry is principally engaged in the manufacture of photographic prod- 
ucts which, in dollar volume and in application, are preponderantly (nearly two 
thirds) for commercial, industrial, educational, scientific, professional, govern 
nental, and similar uses. (A brief, illustrative listing of some of these uses is 
provided on p. 1668, vol. I, of the House hearings on the revenue revision of 1950). 

It should not be overlooked, however, that sales to amateur photographers (i. e., 
about 36 percent of the total) are also very important to this industry and its 
continued success. In fact, certain plants which are key precision plants in 
wartime depend largely or entirely upon this market for their peacetime opera- 
tion and therefore for their availability to serve in wartime. In this connection 
it should be emphasized that these precision photographic manufacturers with 
their highly skilled and specialized personnel and machinery are a major national 
asset which cannot be expanded rapidly to meet a national emergency. 

For these companies, the products now taxed at 20 percent are their means 
of livelihood and continued existence in peacetime. 


II. GENERAL COMMENTS AS TO TAX 


Since October 1, 1941, the photographie manufacturing industry, its sales out- 
lets, its customer industries, and other product users have been handicapped 
seriously by an inequitable, discriminatory, and unduly burdensome excise-tax 
law. At that time, in the Revenue Act of 1941, 10 percent manufacturers’ excise 
taxes were applied to various products including photographic equipment and 
sensitized goods. 

1. Changes in photographic ercises 

Then, in the Revenue Act of 1942, photographic excises were singled out for 
heavy increases, while such taxes on other manufactured products were either 
eliminated (7 instances) or maintained at 1941 levels (19 instances). As a 
result, from November 1, 1942, to November 1, 1951, this industry and those it 
serves were burdened with excessively high excise rates; 25 percent on equip- 
ment and 15 percent on sensitized materials. 

In the 80th Congress, we appeared before your committee and submitted evi- 
dence in support of our contention that these high rates of taxes had already 
caused injury to the industry Our greatest concern at that time, however, 
was that the conditions complained of would become progressively worse unless 
the requested relief was promptly provided. We also pointed out that these 
high rates of tax would greatly accentuate the effect on this industry of any 
period of recession such as, in our opinion, we could then foresee. 

In a unanimous report, after extensive hearings on excises, you recommended 
to the House of Representatives the passage of bill, H. R. 4259, stating that the 
amendments to the photographic excise-tax law provided therein would relieve 
one of the most acute excise-tax hardship cases that had come to your attention. 
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Although the bill was passed by the House, it did not come up for vote in the 
Senate. This industry therefore remained in the unenviable position of being 
subjected, in a wide product area, to special discrimination and inequity. 

In the 8ist Congress, we again appeared before you, this time to show how 
our actual experience had far exceeded our previously expressed fears of serious 
injury, especially in the 25-percent-taxed areas (p. 1662 et seq., House Hear- 
ings on Revenue Revision of 1950). The information presented then is sum- 
marized in the discussion of the hazards of high rates, herein. 

Although in the Slst Congress the committee again strongly recommended 
and the House of Representatives in H. R. 8920 passed a major correction of the 
photographic excise-tax law, the Senate committee because of the Korean situ- 
ation felt ferced to greatly alter the House bill. As one result of this, the 
greatly needed changes in the photographic excise-tax law were once again 
postponed. 

In the 82d Congress, your committee and the House of Representatives again 
approved the major technical revision which, except for the 20-percent rate, 
was the same as that contained in H. R.8920 of the previous Congress. This 
time these provisions were enacted into law, whereby, as explained in the report 
of your committee, two major changes in the manufacturers’ excise on photo- 
graphic products (sec. 3406 (a) (4) I. R. C.), were made, namely: 

(1) A uniform 20-percent rate is substituted for the 25-percent tax on 
photographic apparatus and the 15-percent tax on film. 

(2) The bases of these taxes are revised so that the tax is imposed only 
on film, cameras, and lenses which, insofar as is administratively possible, 
do not represent a cost of doing business. 

2, Present situation as to rates 

As of today, the photographic excise-tax rate remains the highest of all manu- 
facturers’ percent rates. Only electric light bulbs share this unenviable posi- 
tion. This rate is still twice the 10-percent rate generally prevailing as to other 
manufacturers’ excises. 

Of the 19 manufacturers’ percent excise taxes in the act of 1941, 7 were 
repealed in 1942, and 1 new one added in 1951. 

Of the 13 manufacturers’ excise taxes which still remain, 6 have never been 
increased from the original (1941) 10-percent rate. 

Only 7 still have rates greater than in the Revenue Act of 1941, namely: 


Existing manufacturers’ excise tares whose rates were increased over their 
1941 rates 


Items 1941 rate Present | Apr. 1, 1954! 


Percent Percent Percent 

Auto chassis and bodies-_-.- 5 10 
4 part 7 ~ 
ick chassis and bodies ' ‘ 5 8 
Fountain pens-pencils 0 15 
Sporting goods 2 . i 15 
ectric light bulbs f 20 
tographic 10 


Of the increased rates still in effect, 3 automatically return to their old rates of 5 percent on Apr. 1,195 
according to present provisions of the law, as indicated in the above table. 


As we have previously reminded the committee, (1) the idea of high photo- 
graphic excise rates originated as a penalty, regulatory wartime excise intended 
to reduce consumer demand and assure adequate supplies for the Armed Forces, 
of which they were the first and only ones at such excessive rates, 

You are also aware of the fact that from the time they were imposed these 
rates helped in part to force involuntary conversion of the industry to non- 
photographic products and that the resulting lack of ability to obtain photo- 
graphic products in their required quantities was one of the most serious 
situations faced by the armed services in the early part of World War II. 

As to the present 20 percent tax levied almost entirely on the amateur photog- 
rapher, it is in our opinion highly discriminatory. It is difficult to understand 
how the personal and family use of photographie products can be considered 
more of a luxury than that of numerous other products which either are not 
taxed or which are taxed in general at not more than 10 percent. 
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Accordingly, in view of the discriminatory nature of this tax and particularly 
of the fact that photographic products have carried the burden of excessive 
rates longer than any other products, it will be readily understood why we 
request that in fairness it should: 

(1) Be accorded rate reduction at least as soon as any other excise tax, 
and 
(2) Be reduced to as favorable level as is accorded any other manu 
facturers’ excise tax. 
8. Hazards of high rates, to the industry and to the Government 

This industry knows by bitter experience the costly damage which an exces 
sively high excise tax rate can do. When such a tax exists in times other than 
those of scarcity, as shown by our experience, it means loss of sales, loss of 
employment and business failures, especially among those companies who 
specialize in the manufacture of high-taxed products. Our industry’s experience 
has proven that any mild recession for business in general, produces a serious 
depression in such heavily taxed areas. 

In testifying before your committee in connection with the Revenue Revision 
of 1950, we presented evidence showing that in the minor recession of 1949, 
when general manufacturing employment fell off about 9 percent, the 25-percent 
taxed photographic equipment industry suffered a loss in employment of nearly 
45 percent. 

We sincerely believe that our experience can only raise in your minds the 
most serious doubts as to the wisdom and worthwhileness of high excise tax 
rates 

You may recall that by way of further information, we provided to the com 
mittee on a confidential basis a composite prefit and loss and tax statement 
of manufacturers of photographic equipment and apparatus whose products were 
principally subject to the 25 percent tax (made no 15 percent taxed goods). In 
this study we compared the year 1949 with the year 1948. These data showed 
that this group of companies as a whole had gone from a satisfactory profit 
position to a loss position. 

It showed that they would pay no Federal (corporate) income tax, but instead 
would as a whole have a refund claim. Specifically, their: 

Federal payroll tax deductions (old-age benefit and withholding) dropped 
30.8 percent 

*~hotographic excise tax payments were down 41.6 percent. 

Total Federal taxes were off 54.4 percent. 

Profits decreased 112.9 percent (i. e. to a net loss position). 

Federal income taxes (company) were off 104 percent (4 percent net loss). 

This group of manufacturers paid approximately 30 percent of the total col 
lections by the Government at the then existing 25 percent tax. It will be noted 
that they experienced almost identically the same loss of sales (41.6 percent) 
as shown by data presented at that time representing 80 percent or more to the 
Government's collections at the 25 percent rate. 

From these data it appears that the decrease of the listed Federal taxes for 
the entire group amounted to more than $16 million. We called attention to 
the fact that our data indicated that this loss in Federal tax revenue was in 
excess of the total revenue to the Government from the 25 percent rate for the 
entire yvear 1949 

We believe that this information makes it evident that in any period even 
of moderately faltering business conditions, the Government actually loses 
revenue if it maintains a hich rate of evcise tax. 

We have especially called attention to the extreme hazards of high rates and 
particularly urge you to recognize their regressive and destructive nature at 
this time because of the widespread belief that there will be something of a 
downturn in business beginning sometime in 1954. We believe the importance 
of reducing the 20-percent rate of tax before such a fall-off in business can 
occur, in order that we may not again be subjected to this destructive experi- 
ence, is self-evident. 

One other point of interest about the group of companies involved in the above 
report, namely, 70 percent of these companies are key producers of some special- 
ized wartime photographic product, upon whom, in the last war not only our 
own Armed Forces, but those of our allies, placed principal reliance. 


CONCLUSION 


In this brief we have presented information concerning the especially dis- 
criminatory and inequitable characteristics of the present photographic excise 
tax rate and the need for its prompt reduction and eventual elimination. 
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We have reminded you of key strategic importance of the photographic indus- 
ry and photographic products, and that in time of war the principal source of 

e armed services and of defense supporting effort for vast quantities of urgently 
eeded photographic products necessarily must be the photographic manufac- 
turing industry. 

We have also reminded you of the fact that the photographic products which 
ire subject to the 20-percent excise tax are the livelihood items which provide 

r the effective continuance of important segments of the photographie manu- 
facturing industry during peacetime. They are thus the means of keeping these 
ey precision plants and specialized skilled work force, in a strong and healthy 
osition to cope with any sudden emergency. We have reminded you of the 
extremely serious experience of this industry in 1949 when a minor recession 

business in general became a major depression for the excessively taxed 
hotographic-equipment industry. 

For the reasons set forth herein and in our testimony, we respectfully submii 
e following requests: 

1. That the present 20-percent rate be reduced to the level generally pre- 
vailing for other manufacturers’ percent excise taxes, namely, to 10 percent, 
or to such other lower rate as may be adopted by the committee as the 
generally prevailing rate in its forthcoming bill. 

That the reduction in the 20-percent rate, at least to the 10-percent 
prewar rate, be made effective as early as any other wartime rate increase 
is eliminated, such as those now scheduled for reduction April 1, 1954. 

3. That as quickly as conditions permit the excise tax on photographic 
products be eliminated entirely for reasons set forth herein. 

Once again you will note that our plea is for equitable treatment. Please 
‘cept our thanks for the opportunity to be heard and for the consideration we 
now you will once more give our serious situation. 

We urge the importance of favorable action by your committee with respect 

to our requests. 
Respectfully submitted. 
NATIONAL ASSOCIATION OF PHOTOGRAPHIC MANUFACTURERS, INC., 
By WILLIAM C. BaAsritt, Managing Director. 


The CratrrMANn. Does that conclude your statement? 


Mr. Scuouren. Yes, sir. 
The Cuarman. We thank you very much for your contribution. 
We are glad to have you appear. 
Mr. Mason will inquire. 
Mr. Mason. You have drawn the same pattern that a good many 
ther industries have drawn on these special, selective excise taxes. 
What would you think of a general manufacturers’ tax of, say, 5 per- 
ent to take the place of all these specific, selective excise taxes, leaving 
t liquor and tobacco 4 
Mr. Scnoiten. We would favor such a general, overall, equitable 
xcise tax. We realize the Government’s need for funds. 
= Mason. It is supposed to produce about the same, but it would 
: spread over all of them. 
"we ScnHoiren. We would certainly approve of that. We would be 
ieartily in favor of it. 
Mr. Mason. That is all, Mr. Chairman. 
The CHairmMan. Are there any other questions? 
The Chair hears none. 
We thank you very much, both of you, for your contributions. 
Mr. Scuotten. Thank you, sir. 
The CuairMan. We will now proceed to the excises on processing 
oils. 
The first witness is Mr. Charles W. Holman, secretary of the Na- 
tional Milk Producers Federation. 
Mr. Hotman. Mr. Chairman, it is a real pleasure to come back be- 
fore this committee again. Bre : 
The CuHamman. Will you give your name and the capacity in which 
you appear ? 
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STATEMENT OF CHARLES W. HOLMAN, SECRETARY, NATIONAL 
MILK PRODUCERS FEDERATION 


Mr. Horman. My name is Charles W. Holman, secretary of the 
N il ional Milk Producers Federation. 

I have a very short statement. 

Before I qualify, I would like, Mr. Chairman, to ask permission 
of one request. We have here, in connection with this short state- 
ment, 1 chart and 2 accompanying tables. I would like to ask 
the privilege of having them made a part of the record. 

Phe CHarrMan. What is the nature of the charts? 

Mr. Hoiman. It is a chart of the wholesale prices. 

The Cuarrman. The committee clerk will see if it is possible. 

Mr. Hotman. Could I ask for table 1, which is United States im- 
ports and utilization of coconut oil in the years 1925 to 1952, and 
table 2, which is the wholesale prices of coconut oil, cottonseed oil, 
and soybean oil, for the years 1950-52, and January up to date, and 
the third supplemental table, called the imports of copra and coconut 
oil, by principal countries of origin, 19385 to 1939 average, 1950-52, 
to be included in the record ? 

The Cuarmman. If there are no objections to those, and I hear 
none, those may be inserted into the record with the statement. 

(The tables referred to follow :} 


TABLE 1.—United States imports and utilization of coconut oil, 1925-52 


UTILIZATION 


Paint 
and 
varnish 


Other 


Loss 
uses 
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TABLE 2.— Wholesale prices of coconut oil, cottonseed oil, and soybean oil, 1950 
and by months, January 1952 to date 


[Cents per pound 


Department of Agriculture 


U.s 


ree: Bureau of Agricultural Economics, 


TABLE 3.—Imports of copra and coconut oil, by principal countries of origin 
1935-39 average, 1950-52 


{1,000 pounds] 


COPRA 


Philip- Nether- . 
tf . British French 

j ands 
Oceania Oceanla 


Republic} Indies 


435, 237 6, 327 14, 241 
933, 113 

898, 966 

642, 997 


1 


COCONUT OIL 


British 


Philippine 
Malaya 


Republic 


342, 695 
136, 293 
112, 672 


118, 6 


West Pacific Islands. 
Source: Bureau of the Census, U. 8. Department of Commerce. 
For 


Mr. Hotman. Mr. Chairman, my name is Charles W. Holman. 
the purpose of this hearing, the address is 1731 I Street, Washington, 
. I am secretary of the National Milk Producers Federation, 
hich, as the committee knows, is a very old organization, represent 
ig most of the dairy cooperatives of this country that are engaged 
n the marketing of fiuid milk and cream and in manufactured dairy 


DG 


products. 
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There are about 460,000 dairy farmers in 46 States who own these 
organizations. The federation as a whole is entirely farmer-owned 
and farmer-controlled. 

I am appearing one this committee in opposition to any reduction 
in the rate of the first domestic processing tax on coconut oil. 

Most of the a oil coming into the United States is imported 
in the form of copra (dried coc onut) which contains about 64 perceiit 
oil. There has never been any tariff on copra; nor on coconut oil 
itself imported from the Philippines. On coconut oil from other for 
eign countries the Tariff Act of both 1922 and 1930 imposed a tariff of 
2 cents per pound. This was reduced to 1 cent per pound under the 
General Agreement Trades and Tariffs on January 1, 1948. 

As I recall, that was the Geneva agreement. 

In 1934, a first processing tax of 3 cents was applied to both coconut 
oil and copra coming from the Philippines, and of 5 cents from othe: 
foreign countries. This tax is still in effect, and is the tax for co1 
sideration of the committee. At the time this tax was enacted, coco 
nut oil, refined, in drums, was selling in New York for less than 
§ cents per pound, and was considerably below the prices of domes 
tically er cottonseed oil and soybean oil. 

The National Milk Producers Federation has long taken a keen 
interest in the prices and imports of coconut oil because of the close 
competitive position that it has with butterfat and edible domestic 
vegetable oils. Our interest in this matter began, officially, in 1921, 
and has continued through to date. Coconut oil has been used exten 
sively in the past in such edible products as oleomargarine, shortening, 
and confectioneries and coatings for bakery products. More recently 
it has been popular in imitation ice-cream products. We predict it 
will be extended into other imitations of dairy products, particular] 
where they are filled products. By “filled products,” we mean wher 
butterfat is extracted in whole or in part, and substituted with various 
types of vegetable oils. All of these uses are in competition with 
domestic butterfat, cottonseed oil, and soybean oil. 

Prior to World War II, more than half of the coconut oil imported 
into the United States was used for soap. In more recent years, how 
ever, the proportion that has been used in edible products other than 
margarine and shortening has increased from 19.2 percent in 1935-39 
to 22.6 in 1951 and 28.2 percent in 1952 (table 1). This continued 
expansion is likely to occur as production expands of imitation ice 
cream and vegetable-oil-filled dairy products, among which is Ched 
dar cheese, or imitations of Cheddar cheese. 

In most edible products the rate of substitution of coconut oil fo 
lomestic fats is dependent on price relationships. This is exemplifie 
by the fact that in 1946 and 1947 the price of coconut oil was 4 to § 
cents less per pound than that of soybean or cottonseed. During thos 
years colored oleomargarine carried from 30.8 to 32 6 percent coconut 
oil. In 1948 the price » of coconut oil aver aged 2 to 4 cents above so 
bean oil. In that same year colored margarine contained less tha: 
6 percent coconut oil. ; 

Our studies of the interchangeability of oils and fats and shifts 

rices shows that a very small shift in price of any of these oils and 


ts its will cause a commensurate shift in the utilization of the particula: 
oil. 
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The CuarrMan. Mr. Holman, pardon me, but I want to apologize 
because I have to leave. I have to go to the House floor because of a 
bill that is pending in the Senate and which may go to the House. 
| have to give it attention. I shall have to ask one of my colleagues 
here to preside. 

Mr. Hotman. Mr. Chairman, I was aware of that, and I am sur- 
prised that you stayed this long. I realize the necessity of being on 
the floor. 

The Carman. I shall read your report very carefully. You have 

id permission to extend your remarks in the record. 

Mr. Hotman. I thank you for your courtesy. 

The CHairMan. I will ask Mr. Simpson to preside at the hearing. 

Mr. Houtman. In 1950, 1951, and 1952, coconut-oil prices averaged 
from 1 to 5 cents higher than soybean oil. In none of those years 

as the Department of Commerce reported any coconut oil used in 
oleomargarine. Table 2 and chart 1 present a ones arison of coconut 
il, cottonseed oil, and soybean oil prices from 1950 through June 

953. These indicate, during 1951 and 1952 and June of 1953, that 

coconut-oil prices have exceeded soybean oil prices by less than the 

cent processing tax imposed on imports from the Philippines. Prac- 
tically all of our imports of both coconut oil and the raw-product 
copra are from the Philippines (table 3). 

In the past 10 years, the United States has changed from a net 
importer of fats, oils, and oil materials, to a major net exporter. Since 
World War II, United States production of domestic materials has 
represented about one-fourth of world production as compared with 
only 15 percent in 1935-39. Major increases in the last decade have 
been in soybean and linseed oils, tallow, and lard. These have more 
than offset a drop in butter production. 

The major edible fats and oils exported by the United States in 
recent years were lard, soybeans, and soybean oil. Net exports, in- 
cluding oil equivalent of oilseeds, were equal to 14 percent of domestic 
production in 1949-52. 

If the present 3 cent first processing tax were removed, it appears 
that the price of coconut oil would be reduced below soybean oil and 
substantially below the support price for cottonseed oil. At present, 
Commodity Credit Corporation owns approximately 1 billion pounds 
of cottonseed oil which it has stated it will not sell for less than about 
2 cents over the current commercial market. 

Certainly removing the 3-cent processing tax on coconut oil would 
not assist in bringing the market price of cottonseed up to where CCC 
could dispose of its holdings or reduce the rate of its purchases under 

support program. Similarly, the reduction of coconut oil prices 
would be reflected in depressed soybean oil and butterfat prices. 
Manufacturers of oleomargarine, imitation ice cream, and filled cheese 
would all tend to use more and more coconut oil and less and less 
butterfat, soybean oil and cottonseed oil. Prices of these products 
would be depressed, support purchases increased, and the problem 
of disposing of support purchases magnified. For these reasons the 
National Milk Producers Federation urges that the present process- 
ing tax on coconut oil, or any substance containing a substantial 
quantity of coconut oil, ‘shall not be reduced. 


37746—53—pt. 4——13 
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Mr. Chairman, that finishes my direct statement. 

Mr. Simpson (presiding). The committee thanks you, Mr. Holman, 
and appreciates your appearance before the committee. 

Are there any questions / 

I believe that is all, Mr. Holman. 

Mr. Hotman. Might I thank the committee. 

Mr. Smpson. Thank you, sir. 

The next witness is Mr. John B. Gordon, Bureau of Raw Materials 
for American vegetable oils and fats industries. Mr. Gordon? 


STATEMENT OF JOHN B. GORDON, SECRETARY, BUREAU OF RAW 
MATERIALS FOR AMERICAN VEGETABLE OILS AND FATS INDUS- 
TRIES, WASHINGTON, D. C. 


Mr. Gorpon. Mr. Chairman and gentlemen of the committee, my 
name is John B. Gordon, and I am secretary of the Bureau of Raw 
Materials for American Vegetable Oils and Fat Industries. 

Mr. Stwrson. Mr. Gordon, 1 have in front of me your statement, I 
believe. About. how much time will you require? 

Mr. Gorvon. I will say I will try to hold myself to 15 minutes. 

Mr. MAson. I wonder, Mr. Chairman, if Mr. Gordon could brief 
this in 2 or 3 minutes and have it included in the record. 

Mr. Simpson. I am not disposed to unduly hasten him, though I 
think we might ask—you will want unanimous consent to insert parts 
of it into the record, will you not ? 

Mr. Enermarter. Mr. Chairman, we have not requested any other 
witness this evening to curtail hisstatement. I think we ought to allow 
Mr. Gordon the same amount of time we allowed the other witnesses. 

Mr. Simpson. I am now referring to these statements he wants to 
put into the record. 

Mr. Enernarrer. That is perfectly all right with me. 

Mr. Stupson. Without objection, the entire statement, including the 
statements at. the end, will be put into the record. Now you may 
aeete 

Mr. Gorpvon. My address is 1243 National Press Building. Mr. 
Chairman and members of the Ways and Means Committee, L appear 
on behalf of the Bureau of Raw Materials for American Vegetable 
Oils and Fats Industries, which is a trade association containing in its 
membership a 200d cross section of the various industries producing 
and consuming vegetable oils in the United States. It has in its mem 
bership the crushers of copra and the processors of the larger portion 
of the coconut oil consumed in the United States. This group includes 
soapmakers, who require coconut oil inthe making of soap. It includes 
refiners of coconut oil who refine the oil for sale to trades such as con 
fectioners, cracker, and biscuit makers. It includes distillers of fatty 
acids who break down the coconut oil into glycerin and fatty acids. 
The fatty acids are sold to manufacturers of synthetic rubber, plastics, 
resins, insecticides, germicides, sulfonated higher alcohols, and cer 
tain war materials, and to other industrial users. 

I appear to petition for the removal of the 3-cent excise tax on coco 
nut oil as proposed in H. R. 5 and H. R. 2915 and wish to set forth five 
situations which existed in May 1934 when the processing tax was 
levied on coconut oil and which do not exist today. 
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I now wish to have you turn to page 7, in view of the witness before 

. speaking from the sti undpoint of coconut oil being used in oleo- 

arg irine. 

Coconut oil was used in oleomargarine in 1934. However, it is not 

sed in the manufacture of margarine at the present time. Displace- 
ment of coconut oil as an oleomargarine saceeiieek: by cotton seed and 
yybean oil occurred during World War II years, when the use of 
oconut oil for edible purposes was necessarily forbidden by the War 
Food Board and the War Food Administration in order to conserve 

e limited supply for defense needs. 

When the 3-cent processing tax was levied on coconut oil, the butter 
producers were in the forefront of those requesting that action. But 
coconut oil is no longer used in oleomargarine manufacture. 

Phe records of the Bureau of the Census of the De partment of Com- 
merce show that none was so used in the calendar years of 1950, 1951, 
1952. Oleomargarine manufacturers found during their enforced 
abstinence from the use of coconut oil that they could make a mar 
varie W ith better spreading properties from hydrogenated cottonseed 

d soybean oils. Coconut oi], unlike most fats, in its natural or hy- 
drogenated state does not exhibit a gradual softening with increasing 
temperature but is inclined to pass rather abruptly from a brittle solid 
to a liquid within a temperature range of a relatively few degrees. 
This narrow plastic range of coconut oil and the inability of the 

oleomargarine manufacturers or other processors to modify the prop- 
erties of the oil by hydrogenation as can be done with cottonseed, 
peanut, or soybean oils greatly restricts the use of coconut oil in 
edible products. A further objection to coconut oil held by margarine 
manufacturers arises from the fact that much margarine is used for 
cooking purposes. Here the housewife found that margarine or other 
cooking fat containing coconut oil would foam and sputter to her 
intense annoyance. 

The only edible users who find coconut oil not only desirable but 
essential for their needs are the confectioners and bakers. 

[ might state, Mr. Chairman, that to my knowledge coconut oil is 
not used to any particular extent in. the manufacture of imitation 
ice cream Which Mr. Holman mentioned. Mellorine; that is the name 
of the imitation ice cream. Soybean and cottonseed oil are the stand- 
ard ingredients. 

\nother factor, so far as I know; the manufacture of that product 
is permitted only in four States of the Union. 

Mr, Eseruarrer. How many States? 

Mr. Gorpon. Four, that I have official notice of. 

Both the confectionery and baking industries use coconut oil for 
coatings. In this use, its very narrow plastic range which makes it 
unpopular with the margarine maker is useful because coatings must 
be nongreasy at ordinary temperature but must melt quickly in the 
mouth. 

The biscuit makers such as National Biscuit, employ coconut oil for 
fillings in making products such as Nabisco wafers. In that connec- 
tion, the National Biscuit Co. has requested permission to file a state- 
ment, if that is possible. 

Mr. Srpson. Do you have the statement ? 

i Gorpon. No; I don’t have it. They are going to send it in by 
mall, 
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Mr. Srmmprson. Without objection the statement may be filed upon 
receipt. 
(The statement referred to follows:) 


STATEMENT OF RUSSELL M. SHULTZ, VICE PRESIDENT, NATIONAL Biscuit Co., on 
Toric 40, Excisr TAxes, WitH SpecrFic REFERENCE TO THE 3 CENTS PER PounNp 
Excise Tax oN Coconut Orn AS CONTAINED IN PARAGRAPH 2470 (A) (1), INTER 
NAL REVENUE CODE 


My name is Russell M. Shultz, New York City, N. Y. I appear on behalf of the 
National Biscuit Co. I am both a director and officer of that company. As vice i 
president, operations, I am in charge of its production, research, and engineer 
ing departments. 

My company’s annual use of coconut oil varies between 30 and 35 millior 
pounds. Most of that amount is used in the production of our sprayed varietie 
such as Ritz, Cheese Ritz, and Triangle Thin crackers. These products are 
known as sprayed varieties because, as part of their baking process, they litera! 
are sprayed with coconut oil. 

There is no domestic oil that is as satisfactory as coconut oil for this purposs 
While soybean, cottonseed, corn, and peanut oils may appear similar to coconut 
oil, each of these oils differs greatly from coconut oil in its chemical compositior 
and/or flavor characteristics. 

Soybean oil has a distinct “beany” flavor, regardless of its degree of refine 
ment, and it oxidizes much more rapidly than does coconut oil. As it oxidizes, 
soybean oil first develops what is known as a “reversion” flavor and, later, actual 
rancidity. The reversion flavor of soybean oil is extremely objectionable and its 
slightest manifestation results in an unsalable product. For bakery purposes, 
there is no satisfactory means available today to eliminate the tendency t: 
reversion flavor in soybean oil. 

Cottonseed oil is not as bland in flavor as coconut oil and, therefore, it is not 
as satisfactory a spray oil even when fresh. It does not develop the reversio: | 
flavor of soybean oil, but it does oxidize quickly and is classed as a semidrying 
oil. Unless hydrogenated, it rapidly develops rancidity, which results in short 
ened shelf life for the product in which it is used. 

Corn oil develops a reversion flavor somewhat similar to that of soybean oi 
and, like cottonseed oil, is classed as a semidrying oil, making it subject to rapid 
oxidation and early rancidity. 

Peanut oil is bland-flavored when fresh but it also is subject to rapid oxidatio 
and early rancidity. 

While the resistance to rancidity of these four domestic oils may be increased 
by hydrogenation, the process of hydrogenation makes them completely unsatis 
factory for use as spray oils because it increases their melting points to abov: 
body temperature. With those higher melting points, these oils crystallize or 
solidfy on the surface of the cracker and do not penetrate it. Because they melt 
at above body temperature, they leave an unpalatable, greasy sensation in the 
mouth when the cracker is eaten. 

Coconut oil, on the other hand, has a natural resistance to rancidity because 
of its higher lauric-acid content, and its high content of low molecular weight 
fatty acids give it a melting point below normal room temperature. When used 
as a spray oil, the liquid coconut oil penetrates the cracker and, because it 
remains liquid at room temperature, it gives the cracker a shiny, attractive 
appearance. Again, because it remains liquid at room temperature or above 
it does not create any sensation of greasiness in the mouth when the cracker 
is eaten. 

The other principal use my company has for coconut oil is as an ingredient 
in the fillings of our Oreo Creme Sandwich, Nabisco Sugar Wafers, and other 
sweet, sandwich-cookie varieties. Coconut oil is also uniquely suited for this 
purpose by its chemical composition. Unlike most fats, coconut oil in its natural 
or hydrogenated state does not exhibit a gradual softening with increasing 
temperatures, but is inclined to pass rather abruptly from a brittle solid to a 
liquid within temperature range of relatively few degrees. 

When used as an ingredient in fillings, even coconut oil must be hydrogenated 
in order to raise its melting point above ordinary room temperature. But, 
unlike most fats, the melting point of coconut oil remains below body tem- 
perature after hydrogenation, and it thus retains the distinctive sharp melting 
range which imparts a pleasant, cocling-taste sensation to the sandwich-cookie 
filling that contains it. 
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After hydrogenation, the other vegetable fats soften gradually over a wide 

nge of temperature, and thus leave a sensation of greasiness in the month 
uring this melting process. Actually, since there is always a fraction of these 
her fats that does not melt at body temperature, sugar and fat fillings made 
th them are inclined to be unpalatable. 

lo summarize, coconut oil has a number of characteristics, not possessed by 
ther oils, which make it especially suitable for the purposes for which it is 

ed by the National Biscuit Co. Coconut oil is colorless, its flavor is bland, 

dit blends well with that of other flavoring materials used in bakery products. 
In its natural liquid state it has great resistance to oxidation and the develop- 
ent of rancid off-flavors. Whether in its natural state or hydrogenated, its 
texture is such that the eating qualities of the product in which it is used are 
superior to those of products containing other oils. There is no known way to 

,lify the other vegetable oils mentioned so that they compare favorably with 
coconut oil for the purposes I’ve described. 

I began my statement by indicating that my appearance here today was on 
half of the National Biscuit Co. That, of course, is true, but in a very real 

ense I also appear on behalf of the millions of consumers of our products who 
nowingly pay the processing tax on the coconut oil that is used by my 
ompany because the tax ultimately is reflected in the price of our products. 

In the interest of lower food prices, my company favors the repeal of the 3- 
cent per-pound processing tax on coconut oil. 

Mr. Gornon. The candy industry uses coconut oil as a constituent of 
om The popular unsweetened crackers consumed so extensively in 

, United States and marketed under various trade names such as 

Crax, Ritz, and so forth, owe their popularity to coconut oil. These 

rackers require a coating of fat on the outside surface. It enriches 
le cracker and imparts a characteristic glossy appearance. 

Edible coconut oil is superior to domestic oils for the foregoing 
and certain other uses because it has less tendency to turn rancid. For 
example, biscuits, crackers, and candy are more or less exposed to the 

tmosphere and therefore require an oil which resists rancidity more 
than would be the case with domestic oils. Coconut oil gains the 
ittribute of antirancidity from its high lauric acid content and again 

may be seen that the essentiality of this oil hinges to the fact that 
t is composed principally of a fatty acid not found in domestic fats 
and oils. Thus coconut oil has its limited field of use in the edible 
field. We estimate that the annual consumption of coconut oil for 
edible purposes is 100 to 125 million pounds, as compared to edible uses 
of domestic oils and fats of 7.1 billion pounds in 1953. Thus, coconut 
oil constitutes only 0.2 of 1 percent of domestic edible oil and fat 
consumption. 

In other words, that fraction of 1 percent is represented by coconut 
oil, and it is used only where it is essential. Coconut oil cannot en- 
croach on the much larger field of edible usage enjoyed by domestic 

dible oils and fats due to their wider range of plasticity and greater 
general adaptability in the manufacture of foods, Coconut oil and 

dible domestic oils and fats each have their distinct and separate 
haracteristics and are not used interchangeably and the removal of 
the 3-cent processing tax could not mean the replacement of domestic 

ls and fats with coconut oil. 
In 1934 when the 3-cent-a-pound excise tax was levied on coconut 
, there was no substitute for soap. During World War II years, 
however, the production and use of synthetic. detergents began mak- 
ng inroads upon the per capita consumption of soap to such an extent 
that during the year 1952 the per capita consumption of soap at 16 
pounds was lower than in any year since 1920. 


1 
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I desire to place in the record at this point a chart entitled “Disap- 
pearance of Soap and Synthetic Detergents (per Person) .” 

Mr. Sturson. I regret that that cannot be readily printed into the 
record. The table may be inserted without objection. 

(Tables referred to appear following prepared statement. ) 

Mr. Sapiax. Mr. Chairman, I wonder if the chart should be left 
for the use of the staff in working on this. 

Mr. Simpson. There is one in the paper there. 

Mr. Gorpon. It isa table, Mr. Congressman, not achart. This tab 
shows the per capita consumption of soap in the United States begin- 
ning with the year 1921. You will find this in the statement. 

I beg your pardon, this is a chart. I will have to read it into the 
record. The chart shows the per capita consumption of soap in the 
United States beginning with the year 1921 and the per capita con- 
sumption of synthetic detergents beginning with the year 1945. Syn- 
thetic detergents have been manufactured in the United States since 
the year 1930, but it was not until the war years when soapmakers 
were deprived of adequate supplies of coconut oil by the war in the 
Pacific that they began to feel the competition of synthetic detergents. 

In 1945 the domestic disappearance of synthetic detergents was 1 
pound per — which constituted 3 percent of the domestic soap 
market. In 1946 synthetic detergents took 7 percent of the United 
States soap market. By 1948 synthetic detergents were taking 13 
percent of the soap market. Coconut oil was again available in 
quantity but at fabulous prices—25 cents per pound and higher and 
the high prices held an umbrella over synthetics just as the shortage 
of the supply had in the war years. 

In 1951 synthetic detergents took 3314 percent of the soap market 
and in 1952 with their consumption per capita standing at 10 pounds 
synthetics took 3814 percent of the soap market. The consumption 
of soap per capita in 1952 stood at its lowest level in more than three 
decades. 

Inedible tallow has always been the basic ingredient soap in this 
country but in the manufacture of most soaps it must be mixed with 
15 to 25 percent of coconut oil to improve the solubility of the soap 
and to provide quick lathering qualities. These attributes which are 
imparted by coconut oil arise from its high laurie acid content. 
Because soapmakers know that to make a better, more salable soap it 
must contain an adequate content of coconut oil they have paid as 
much as 10 to 15 cents per pound more for coconut oil than the price 
paid for tallow over long periods of time. 

Since under present-day conditions soap must compete qualitatively 
with synthetic detergents, which lather very freely even in hard water, 
it is more than ever necessary that an adequate percentage of coconut 
oil be used with the soap formula. If the price of coconut oil be so 
high as to make the average price of the tallow-coconut oil formula 
too high to compete with synthetic detergents then there is that much 
less soap produced and that much less inedible tallow and coconut oil 
consumed. 

The statistics of the Department of Agriculture show that the copra 
crushers lost one-half of their coconut oil business in the soap field in 
the calendar year 1952 as compared to the prewar period 1938-41. 
The figure on this loss of business will run to approximately 200 mil- 
lion pounds, which would require the crushing of 150,000 tons of 
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copra to produce. The copra crushers naturally want to regain the 
business which they have lost and the soapmakers would like to see 
them regain it. The soapmakers have a heavy investment in soap- 
making pk: unts and they want to keep their factories at work making 
soap. They merchandise synthetic detergents because they must 
perforce do so to survive. If they did not merchandise them, non- 
soapmakers would. In fact, considerable of the distribution is by 
nonsoapmaker agents. ’ 

If your honor: able ¢ ‘ommittee can see its way clear to grant the peti- 
tion that the 3-cent processing tax be removed from coconut oil, I be- 
lieve that the production of soap will increase at the expense of syn- 
thetic detergents. If coconut oil can be purchased at a more reason- 
able price—which means free of the 3-cent processing tax—soap- 
makers can make a better, more salable soap or the same quality soap 
at a lower price. Either course should lead to larger soap sales ma 
therefore larger domestic fat consumption. 

Mr. Stimpson. We thank you for your appearance. As we stated 
earlier, the tables which follow that you have requested will be in- 
cluded in the record, together with your statement in full. 

Mr. Gorvoy. Mr. Chairman, attached to my statement is a table 
of Philippine foreign-trade statistics. I just wanted to be sure that 
the one going into the record has that attached. 

Mr. Stmpson, That includes the table headed “Philippine Foreign- 
Trade Statistics.” 

(The statement referred to follows :) 


STATEMENT BY JOHN B. Gorpon, SECRETARY, BuREAU OF RAW MATERIALS FOR 
AMERICAN VEGETABLE OILS AND FATS INDUSTRIES, WASHINGTON, D. C. 


My name is John B. Gordon and I am secretary of the Bureau of Raw Mate- 
ials for American Vegetable Oils and Fats Industries. Our address is 1243 
National Press Building, Washington, D. C 

Mr. Chairman and members of the Ways and Means Committee, I appear on 
behalf of the Bureau of Raw Materials for American Vegetable Oils and Fats 
Industries, which is a trade association containing in its membership a good 
cross section of the various industries producing and consuming vegetable oils 
in the United States. It has in its membership the crushers of copra and the 
processors of the larger portion of the coconut oil consumed in the United 
States. This group includes soapmakers, who require coconut oil in the making 
of soap. It includes refiners of coconut oil who refine the oil for sale to trades 
ich as confectioners, cracker and biscuit makers. It includes distillers of 
fatty acids who break down the coconut oil into glycerin and fatty acids. The 
fatty acids are sold to manufacturers of synthetic rubber, plastics, resins, in- 
secticides and germicides, sulphonated higher alcohols, and certain war mate- 
rials, and to other industrial users. 

I wish now to discuss five situations which existed in May 1984 when the 
processing tax was levied on coconut oil and which do not exist today. 


I. IN 1934 THERE WAS A WORLDWIDE DEPRESSION 


The first of these situations was that there was a worldwide depression in 
1934. The index of wholesale commodity prices in the United States in May 
1934 (when the coconut oil processing tax was levied) according to the Bureau 
of Labor Statistics, stood at 47.9—basis 1947-49 prices equaling 100. In June of 
1953 this index number stood at 109.4. Thus it can be seen that the processing 
tax on coconut*oil was levied at a time when the average of all commodity prices 
was about 48 percent of normal, whereas today the average stands not far from 
an alltime high. It would not appear to be reasonable to continue the coconut 
‘il processing tax in effect indefinitely when it is apparent that it was passed as 
a contribution, for whatever it was worth, toward alleviating the economy of 
fats and oils producers at a time when they, like all other commodity producers 
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in this country and the world over, were plodding through the depths of a de- 
pression which no longer exists. 


II, PROCESSING TAXES ON NUMEROUS AGRICULTURAL PRODUCTS WERE IN EFFECT IN 1934 


The second situation which existed in 1934 which does not exist today had to 
do with Public Law 10 of the 73d Congress. This was the old Triple A Act 
which became effective in May 1933. Under title I of this act processing taxes 
were in effect on hogs, cotton, corn, paper, jute, wheat, and tobacco. The 
amount of the processing tax on hogs was $2.25 per 100 pounds live weight; that 
on cotton, 4.2 cents per pound of lint; that on corn, 5 cents per bushel. These 
processing taxes which were in effect and those which were projected furnished 
a ready basis for such fats and oils producers as were feeling the effects of the 
nationwide depression to appear before your committee and say: “Processing 
taxes are in effect or proposed on domestic commodities which are the sources 
of domestic oils and fats together with compensating taxes on imports of manu- 
factured articles made from same. Why, therefore, should there not be proc- 
essing taxes on imported oils and fats which would otherwise have a competi- 
tive advantage?’ The argument proved persuasive and processing taxes in 
the amount of 3 cents per pound were levied by the 73d Congress on coconut, 
palm, and palm-kernel oils. An additional processing tax of 2 cents per pound 
was levied on coconut oil from which tax the Philippines were ¢xempted in order 
to give the Philippines a monopoly of the domestic market for coconut oil. In 
the case of palm oil, the chief use for which palm oil is today imported is for 
tin and terneplate, and palm oil for this purpose was exempted from the 3-cent 
processing tax by the 73d Congress. Therefore, at present practically all palm 
oil which enters the United States for consumption is exempt from payment of 
a processing tax. Palm-kernel oil—the third oil on which a processing tax was 
levied—has never been imported into the United States in any important 
volume. 

On January 6, 1936, the decision of the United States Supreme Court in the 
Butler case having to do with the processing tax on cotton invalidated all 
processing taxes levied under Public Law 10 of the 73d Congress (U. 8. v. Butler, 
Receiver of Hoosac Mill Corporation (297 U. S., p. 1)). Therefore, these 
processing taxes on domestic commodities, which were as much responsible for 
the levying of the processing tax on coconut oil as any other single factor, no 
longer exist, whereas the processing tax on coconut oil still remains in effect. 


Ill. IN 1934 THE UNITED STATES WAS A NET IMPORTER OF FATS AND OIL8, WHEREAS 
IT NOW HAS A HEAVY EXPORT BALANCE 


The third situation which existed in 1934 which has not existed in recent years 
was that in 1934 the United States had a large deficit of oils and fats produced 
from domestic materials, whereas it today has a great surplus. Production of 
oils and fats from domestic materials in 1934 was 7,311.1 million pounds. Actual 
domestic disappearance, however, was 8,602.6 million pounds. This meant that 
we had to draw on imported supplies for about 1.3 billion pounds. Contrast 
this with the year 1952 when the United States production from domestic ma- 
terials, including the oil equivalent of domestic oilseeds, exported for crushing 
was, according to the Bureau of Agricultural Economics of the Department of 
Agriculture, 12.3 billion pounds. In this same year we had imports of 974.1 
million pounds and exports of 2,330.6 million pounds. We had, therefore, a net 
export balance of 1,356.5 million pounds of fats and oils in 1952. 

Of our total oils and fats exports in 1952, all but 39.1 million pounds was 
made from domestic materials. Subtracting this from total exports, we find 
that exports of purely domestic origin were 2,291.5 million pounds. Applying 
this against our production of oils and fats from domestic materials, it may be 
seen that our exports in 1952 constituted 18.6 percent of our domestic production. 

I desire at this point to place in the record table 16 from the Fats and Oils 
Situation for February—March 1953, a publication of the Bureau of Agricultural 
Economics, which compares prewar exports and imports with those of the post- 
war period. ; ° 

In our change from a deficit fats and oils economy to the surplus side we lead 
all countries of the world as exporters of oils and fats. In 1950 we exported 
17 percent of our production from homegrown materials. This constituted 17 
percent of total world exports. In 1951 we exported 20 percent of our production 
of oil and fats of domestic origin which constituted 20 percent of world exports. 
In 1952 our exports from homegrown materials constituted 20.5 percent of 
world exports. 
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What has been the result of the changeover from a deficit to a surplus position 
since 1934? Mainly, that as long as we were on a deficit basis we could in 
theory profit by establishing a barrier of 3 cents per pound in the form of 
tariff duties and processing taxes against foreign competition. Since the trans- 
portation cost and incidental expense of bringing imported oils into the United 
States was 1 cent per pound this meant that there was a direct and indirect 
protective barrier of 4 cents per pound against imported oils and fats. Thus, 
ve should have obtained 4 cents per pound more for domestically produced 
fats and oils than the world market price. We did not succeed in doing this 
because we exported almost as large a volume of hog lard in 1934 as in recent 
years, 481 million pounds, and we had relatively inconsequential exports of 
cottonseed oil, soybean oil, and miscellaneous animal and vegetable oils which 
brought the total up to 662 million pounds, which was about 9 percent of do- 
mestic production. This was not sufficient, however, to hold our prices down 
to the world market level. Contrast the foregoing situation with that of today 
when our production almost doubles that of 1934 and our exports are almost 
4 times as great. 

In view of this changed condition in postwar years as compared to 1934 the 
price of domestic oils and fats in the United States is no longer the world mar- 
ket price plus some portion of the tariff duties and the transportation cost 
of bringing oils from «broad. Our price today by virtue of the operation of 
economic law is the world market price less freight and incidental costs incurred 
in selling United States fats and oils for export. In 1934 only one of our do- 
mestic oils and fats, i. e., lard, was obliged to compete to an important degree 
in the world market. Now with our exports volume totaling in the vicinity of 
20 percent of domestic production and every important domestic oil or fat— 
such as soybean and cottonseed oils, hog lard, fish oils, inedible tallow, and 
greases—making up an important part of the export surplus, each of these 
must meet the full force of world competiion. They cannot possibly escape it. 

Since it is essential that we make heavy exports of all our important oils 
and fats we must recognize that if Philippine coconut oil has any ability to 
compete with these oils and fats its competition will be all the keener if we 
continue to compel it to sell below its actual value by the use of the 3-cent 
processing tax. If the Ways and Means Committee sees fit to follow the recom- 
mendations made here that the 3-cent processing tax be repealed and Philippine 
coconut oil be allowed to regain the markets which it has lost to synthetic 
detergents it is bound to increase in price. By the same token the prospect of 
selling our domestic fats and oils surpluses in the world market at good prices 
would be enhanced. They would have just that much less competition from 
coconut oil and such competition as remained would be at a higher price level. 

I hope that your honorable committee will bear in mind that the regaining 
of the volume of business which Philippine coconut oil has lost in the United 
States will not be at the expense of domestic oils and fats. This is certainly 
quite obvious in the soap field where the regaining of lost ground means solely 
the removal of the umbrella which the 3-cent processing tax holds over synthetic 
detergents. There is no product of agriculture involved there as the chief 
raw material of the synthetics originates in the coke ovens. 

As respects the balance of the fats-and-oils field let me again point out that 
the United States stands preeminent as the world’s greatest producer and 
exporter. We have attained this position of leadership as a result of several 
factors. I do not wish to encumber the record by discussing all of these but 
the chief among them is probably the mechanization of American agriculture. 
For illustration, it will be noted that the development of our great soybean 
industry followed along with that of the farm combine, the extensive use of 
which dates from 1935. Other areas of the world, however, can likewise 
mechanize their agriculture. Thus it would be possible to lose our position as 
the world’s largest exporter if we do not follow sound commercial policy in 
international trade. In our opinion the removal of the 3-cent processing tax 
on coconut oil would constitute an important part of a commercial policy 
designed to hold intact our export trade in domestic oils and fats. If it was 
any part of a sound policy to impose the processing tax when the United States 
was a net importer of oils and fats it is equally sound policy to remove the 
processing tax now that we have become net exporters. 


IV. COCONUT OIL IS NO LONGER USED IN OLEOMARGARINE 


The fourth situation which existed in 1934 which does not exist today was that 
coconut oil was extensively used in oleomargarine manufacture. Displacement 
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of coconut oil as an oleomargarine ingredient by cottonseed and soybean oils o 
curred during World War II years when the use of coconut oil for edible purposes 
was necessarily forbidden by the War Food Board and the War Food Administra 
tion in order to conserve the limited supply for defense needs. When the 3-cent 
processing tax was levied on coconut oil the butter producers were in the fore 
front of those requesting this action. But coconut oil is no longer used in ole 
margarine manufacture. The records of the Bureau of the Census of the 
Department of Commerce show that none was so used in the calendar years 195¢ 
1951, and 1952. 

Oleomargarine manufacturers found during their enforced abstinence from 
the use of coconut oil that they could make a margarine with better spreading 
properties from hydrogenated cottonseed and soybean oil. Coconut oil, unlike 
most fats, in its natural or hydrogenated state does not exhibit a gradual soften 
ing with increasing temperature but is inclined to pass rather abruptly from a 
brittle solid to a liquid within a temperature range of a relatively few degrees 
This narrow plastic range of coconut oil and the inability of the oleomargarine 
manufacturers or other processors to modify the properties of the oil by hydro 
genation as can be done with cottonseed, peanut, or sovbean oils greatly restricts 
the use of coconut oil in edible products. <A further objection to coconut oil held 
by margarine manufacturers arises from the fact that much margarine is used 
for cooking purposes. Here the housewife found that margarine or other cooking 
fat containing coconut oil would foam and sputter to her intense annoyance 

The only edible users who find coconut oil not only desirable but essential for 
their needs are the confectioners (ind bakers. Both of these industries use 
coconut oil for coatings. In this use, its very narrow plastic range which makes 
it unpopular with the margarine maker is useful because coatings must be non 
creasy at ordinary temperature but must melt quickly in the mouth. The biscuit 
makers such as National Biscuit employ coconut oil for fillings in making products 
such as Nabisco wafers. The candy industry uses it as a constituent of candy 

The popular unsweetened crackers consumed so extensively in the United 
States and marketed under various trade names such as Crax, Ritz, ete., owe their 
popularity to coconut oil. These crackers require a coating of fat on the outside 
surface. It enriches the cracker and imparts a characteristic glossy appearance 

Edible coconut oil is superior to domestic oils for the foregoing and certain 
other uses because it has less tendency to turn rancid. For example, biscuits, 
crackers, and candy are more or less exposed to the atmosphere and therefore 
require an oil which resists rancidity more than would be the case with domestic 
oils.. Coconut oil gains the attribute of antirancidity from its high laurie acid 
content and again it may be seen that the essentiality of this oil hinges to the fact 
that it is composed principally of a fatty acid not found in domestic oils and 
fats. Thus coconut oil has its limited field of use in the edible field. We estimate 
that the annual consumption of coconut oil for edible purposes is 100 to 125 
million pounds, as compared to edible uses of domestic oils and fats of 7.1 billion 
pounds in 1952. Coconut oil cannot encroach on the much larger field of edible 
usage enjoyed by domestic edible oils and fats due to their wider range of 
plasticity and greater general adaptability in the manufacture of foods. Coconut 
oil and edible domestic oils and fats each have their distinct and separate charac- 
teristics and are not used interchangeably and the removal of the 3-cent process 
ing tax could not mean the replacement of domestic oils and fats with coconut 
oil 


V. IN 1934 THERE WAS NO SUBSTITUTE FOR SOAP 


The fifth situation which has changed since 1934 was that in that year there 
Was no important substitute for soap. During the World War II years, however, 
the production and use of synthetic detergents began making inroads upon the 
per capita consumption of soap to such an extent that during the year 1952 the 


per capita consumption of soap at 16 pounds was lower than in any year since 
1920. 
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I desire to place in the record at this point a chart entitled “Disappearance 
f Soap and Synthetic Detergents (Per Person)”. The chart shows the per 

pita consumption of soap in the United States beginning with the year 1921 

| the per capita consumption of synthetie detergents beginning with the year 

45. Synthetic detergents have been manufactured in the United States since 
the year 1930 but it was not until the war years when soapmakers were deprived 

adequate supplies of coconut oil by the war in the Pacific that they began to 
ee] the competition of synthetic detergents. 

In 1945 the domestic disappearance of synthetic detergents was 1 pound per 
ipita which constituted 3 percent of the domestic soap market In 1946 syn 
hetic detergents took 7 percent of the United States soap market. By 1948 

synthetic detergents were taking 13 percent of the soap market. Coconut oil 
as again available in quantity but at fabulous prices—25 cents per pound and 
higher and the high prices held an umbrella over synthetics just as the shortage 

f the supply had in the war years. 

In 1951 synthetic detergents took 3314 percent of the soap market and in 1952 

th their consumption per capita standing at 10 pounds synthetics took 38% 
ercent of the soap market. The consumption of soap per capita in 1952 stood at 
ts lowest level in more than 3 decades. 

Inedible tallow has always been the basic ingredient of soap in this country 

in the manufacture of most soaps is must be mixed with 15 to 25 percent of 
coconut oil to improve the solubility of the soap and to provide quick lathering 
qualities, These attributes which are imparted by coconut oil arise from its 
high laurie acid content. Because soapmakers know that to make a better, more 
salable soap it must contain an adequate content of coconut oil they have paid as 
uch as 10 to 15 cents per pound more for coconut oil than the price paid for 
tallow over long periods of time. 

Since under present-day conditions soap must compete qualitatively with 
nthetic detergents, which lather very freely even in hard water, it is more than 

ever necessary that an adequate percentage of coconut oil be used with the soap 
formula If the price of coconut oil be so high as to make the average price of 
the tallow-coconut oil formula too high to compete with synthetic detergents then 
there is that much less soap produced and that much less inedible tallow and 
oconut oil consumed. 

The statistics of the Department of Agriculture show that the copra crushers 
lost one-half of their coconut oil business in the soap field in the calendar year 
1952 as compared to the prewar period 1988-41. The figure on this loss of 
business will run to approximately 200 million pounds, which would require the 
crushing of 150,000 tons of copra to produce. The copra crushers naturally 
want to regain the business which they have lost and the soapmakers would like 
to see them regain it. The soapmakers have a heavy investment in soapmaking 
plants and they want to keep their factories at work making soap. They mer 
chandise synthetic detergents because they must perforce do so to survive. 
If they did not merchandise them, nonsoapmakers would; in fact, considerable of 
the distribution is by nonsoapmaker agents. 

If your honorable committee can see its way clear to grant the petition that the 
cent processing tax be removed from coconut oil, I believe that the production 
of soap will increase at the expense of synthetic detergents. If coconut oil can 
he purchased at a more reasonable price—which means free of the 3-cent process- 
ng tax—soapmakers can make a better, more salable soap or the same quality 
soap at a lower price. Either course should lead to larger soap sales and there- 
fore larger domestic fat consumption. 
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TARLE 16.—Imports, exports, and shipments of fats, oils, oil-bearing materials, 
and fat and oil products in terms of oil 









































Imports for consumption | Exports ‘ 
= ; weuatiiees = “ ape 
Item Aver- | | | Aver- | | 
age, 1950 } 1951 1952 | age, , 1050 | 
1937-41 | | | 1937-41 
| | 
Food fats and oils Mil. lb. | Mil. lb. | Mil £7 | Mil. lb. | Mil. lb. | Mil. ib ae! b. | 
Butter- 38; () | 5 9.5) 4 
Lard @ | @® oy | 68 | 272.7]! 521.9} 
Oleo oil A ae oon ont 3.8 | 5.2 
Oleo stock |--- |------=- --] 29) 29 
Stearine, animal, edible - 1.0 | aon 2 | .3 1.5 
Tallow, edible 2.9 @) | SF eT at 6.0 
Total, edible anima] fats___ 7.7 Q@) | 3 7.5 | 280.4 | 542.4 
—————=—_=_ | = ————= — === 7 
Corn oil. .....---. 14.2} @ | 2; @® | 8 1.3 | 
Cottonseed oil 72.1 | : oibic.acesl, S607 869 
Cottonseed (15.5 percent) ‘ --| swenbsicameedl 3.4 
Olive oil, edible 48.5 79.3) 40.4) 45.6) .4 
Peanut oil J 16.1 | =e 2.4 39.6 
Peanuts, shelled (43 percen t) ° | a | o---] uot S275 
Sesame oil 7 9.9 | : ona 1} aren |----2nee 
Sesame seed (47 percent) 4.8 10.0} 5.8 5.6 | : cad 
Soybean oil 7.0 (@) =| | (%) 10.5 299. 8 . 
Soybeans (16.7 percent) ! ‘ (2) ® | @ | 80.9) 186.0) 240.7 231.7 | 
Stearine, vegetable oil, winter . —— ee — ansieg .6 1.7 28 | 
Teaseed oil __ ae 10.0 | 1' @ aoe ee a care le ae a tes 
Other vegetable oils 8) @ aoe om 5.9 | 71 2.2 | 35.1 i 
Vegetable oils, shipments . o-----] | ----] 8.5 | 3.6 | 1.1 | 2 7 } 
Total, edible vegetable oils_. 183. 4 89.6 46.5 | 51.3 | 69.5 | 698.2 /' 900.3 | 611.6 | 
| | |] | | | | > 
Soap fats and oils: j | | | | | | 
Fish and fish liver oilsgnon- | | } | | | 
medicinal 2.6! 15.5} 17.2] 15.0 2.7! 76.0] 49.8 39.9 
Greases __. : | = .3 3) 45) 66.7) 74.6 84.8 
Marine mammal oils 25. 4 36.6 | 44.1] 42.3 2.9 | -4 | -5 | 2 
Foots and soap stock, ineluding | | 
olive oil 25.7 8.8 | 3.9 2.5 aa 1.7 | 1.5 11.4 
Palm oil : 301.2] 564] 101.2] 51.2| 17.3] 29 Od24... 
Tallow, inedible 7.7 | 1.9} 3.1 5 | 1.5 469.2 | 459.3 | 662.8 
a Ss # i al selene | 
Total, slow-lathering oils 362.6 | 119.2] 169.8} 111.8] 28.9! 616.9! 587.0} 799.1 
Babassu oil sone .4 18.2; 31.0) 1.9 | ¢ a4 es —— 
Babassu kernels (63 percent) - 48.9} 20.7 13.7 | 7 ; : al — 
Coconut oil 362.8 | 137.7] 112.7] 118.6 33. 4 24.6! 39.8 38.1 
Copra (63 percent) 335.9 692.2 | 568.2 409.0| 27.8) @ | 2.8 |. eae 
Murumuru kernels (36 percent) 1,2 2) -- ee --|-- --|------- 
Palm kerne] oil 28.8; 19.8 4.9 | 7.9 | ° } 
Palm kernels (45 percent) 14.8 Q® | @® @) | | a 
Tucum kernels (43 percent 2.4 6.8 | 8.6 -2 | | _ éaeum exe 
Total, lauric-acid oils ----| 795.2 | 795.6} 739.1 | 337.6 | 61.2) 246) 426 38. 1 
Drying oils: } | | } 
Flaxseed (35.4 percent) 361.7; @) | @ (?) ; 70.5 | 74.1 36.8 
Linseed oil 1| @ a) | @ 3.3] 241] 17.0] 19.0 
Oiticica oil 16.0) 13. ri 13.9 7.8 . : ese 
lung nuts (36 percent) . --} ----| () inal sont a 
Tung oil i. 100. 4 112.! 5 | 29.7 29.9 6.0 | 8.4 4.9 | 1. ( 
Total oman 468. 2 126.0 43.6 | 37.7 8.3 103. 0 96. 0 6. 8 
Other industrial oils and fats 
Cashew nuts shell liquid (oil) - - 2.7 6.2 9.9 10.9 oe 
Castor oil 5 47.3 89, 2 111.8 1.0 2.0 1.4 
Castor beans ( 45 Percent) 95. 0 117 67.1 63. 4 . 
Fish-liver oils, medicinal 16.7 21.7 23.0 25.7 7 7 3 
Japan w ania’ 3.0 2 a 1 a 
Neat’s-foot oil and stock - 1.3 8 1 6 9 4 
Rapeseed oil 10.3 4.4 6.2 4.7 5 2 
W ool grease 3.0 &.7 4.6 6.2 8 3.2 - 
Other getable oils and fats, | 
inedible... a . 7 6 oa 7.3 1.3 1.6 8.4 
Total Baa a 206. 5 201. 5 223. 0 8.9 5. 


161.2 


See footnotes at end of table. 
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TaBLE 16.—Imports, exports, and shipments of fats, oils, oil-bearing materials, 
and fat and oil products in terms of oil—Continued 




















| Imports for consumption | Exports ' 
Item Aver- | Aver- 
age, | 1960 | 1951 | 10562 | age, 
1987-41 | | 1937-41 
= | nee Laat 
Other products (fat content): Mil. lb. | Mil. tb. | Mil. 1b. | Mil. lb. | Mid. Ib 
Margarine ¢ | 1.9 3 ~ 1 | 1.3 
Shortening | 14; (@& @® | @® 8.0 
Cooking and salad oils | manbdes lniiccsheinscincie iperodnineeesesels 
Salad products *. 
Soap o-nse-] 2.8 av 8 .6 30.8 
Fatty acids eeendelina 2.7 3.1 4.4 j : 
Total 6.1 3.7 4.0 6.1 40. 1 113.0 05. 6 90 9 
Grand total ¢ 1, 984. 6 |1,340.6 i1, 205. 1 974. 1 506.3 |2,104.5 2,485.4 | 2,330.6 
oil 17) 2.3) 43.5 34.7 


Includes shipments through October 1952 of butter, lard, and manufactured products to United’States 
lerritories, reexports of coconut, palm, and tung oils, olive-oil foots and copra. 
a ; than 50,000 pounds. 
+ 1937-41, 15 percent. From 1950 through September 1952, 16.3 percent. Since October 1952 ,16.7 percent, 
‘ Imported margarine goes largely to Puerto Rico and the Virgin Islands 
' Includes mayonnaise and salad dressing. 
¢ Computed from unrounded numbers. 


Compiled from Foreign Commerce and Navigation of the United States, reports of the Bureau of the 
sus, and U. 8. Department of Agriculture. 


TasLe 17.—Index numbers of wholesale prices of fats and oils, February 1958, 
with comparisons 


1947-49 = 100 


Item February | 1952 | 1953 
| 
1951 1952 Decem ber January February 
41] fats and oils 110 86 78 | 77 77 
4|] fats and oils, except butter 116 59 62 62 61 
Grouped by origin: 
Anima! fats 108 | 100 80 79 79 
Vegetable oils, domestic. -_- - - 108 60 68 67 67 
Vegetable oils, foreign. - -- 121 79 92 95 97 
rouped by use: | 
Butter s “ 102 121 97 97 97 
Butter, seasonally adjusted... . 100 119 89 95 95 
Lard bie | 100 64 43 40 44 
| Food fats other than butter. | 114 | 59 68 68 68 
j Food fats other than butter and lard 115 | 58 70 69 69 
' All edible fats and oils 106 99 87 86 86 
Soap fats 124 45 48 49 49 
Drying oils . . 105 90 78 76 75 
Other industrial. ‘ ‘ 125 | 4 60 61 60 
All industrial 118 59 57 57 56 


Edible vegetable oils, grouped by | 
degree of processing: | | | 


Crude ‘ 115 58 7 70 70 
Refined “ 110 69 69 77 7 
End products — 108 80 82 83 83 


All indexes except ‘Butter, seasonally adjusted” and ‘‘Other industrial"’ from Bureau of Labor Statistics. 


Mr. Srwpson. Mr. Eberharter will inquire. 
Mr. Epernarter. Mr. Gordon, I would just like to get this clear in 
; ; © 
my own mind. You feel that the bakers and confectioners, in order 
to make these confections which are so popular today, must have 
this coconut oil ¢ 
Mr. Gorvon. Yes. That is in their testimony. 
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Mr. Esernarter. Is this coconut oil taking the place of milk 
any respect in these confections? 

Mr. Gorpon. No; it could only take the place of shortening and it 
is not used as shortening at all. In addition to the coconut oil they 
use the ordinary standard grade and quantity of shortening. 

Mr. Evernarrer. You would say that the confectioners and bakers 
feel the same way about this processing tax of 3 cents that you do/ 

Mr. Gorpon. Yes. As I say, one of the larger users, the National 
Biscuit Co., desires to submit a statement. 

Mr. Esvernarrer. About the oleo, and oleomargarine products, this 
coconut oil is not used for that purpose any more because it is found 
notas good as cottonseed oil or the soybean oil? 

Mr. Gorpon. That is true. 

Mr. Exvernarrer. So the coconut oil is not a competitor of the 
cottonseed oil ? 

Mr. Gorpon. That is true. 

Mr. Esernarrer. That is the sum and substance of your statement, 
presenting the figures ? 

Mr. Gorpon. Yes. 

Mr. Esveruarrer. And your statement presents the history of those 
things ? 

Mr. Gorpon. Mr. Holman mentioned the element of price, but 
there have been frequent times in the past several years where coco 
nut oil has been used advantageously in making oleomargarine, but 
that drop in price was not taken advantage of by the oleomargarine 
manufacturers. They did not pre fer to use it. 

Mr. Enernarter. What impressed me about your statement was the 
fact th: at cottonseed oil and soy be: an oil stands up under heat whereas 
the coconut oil does not when it is used in oleo. 

Mr. Gorvon. Yes. 

Mr. Esernarrer. And that is the reason that coconut oil has been 
supplanted by the others in the making of oleo ? 

Mr. Gorpon. That is right. Cottonseed and soybeans both have 
a much wider plastic range. Coconut oil is a solid and liquid at a very 
close range of temperature and that makes it undesirable for 
margarine. 

Mr. Esernartrer. I think I understand. 

Mr. Mason. Mr. Chairman, I agree with the statement that Rep 
resentative Eberharter made as to the two points. But, Mr. Gordon, 
there is another point that you have made which is very important, 
it seems to me, and that is the competition between soap makers and 
ynthetic detergent makers. The soap makers of course use the coco 
nut oil, but the synthetic detergent makers do not. So you are asking 
is to favor the soap makers at the expense, shall we say, of the syn 
thetic detergent maker, in throwing off this 3 percent tax. 

Mr. Gornon. No, sir; we are not, Mr. Congressman, asking you to 
favor us. We are just asking you to put on a basis of equality by 
removing the 23 percent tax on coconut oil. In other words, we are 
fighting with one of our hands tied behind us and that hand is coco 
nut oil. If you will loosen our hands, we will give synthetic dete: 
gents a good scrap. And may I say this, Mr. Mason, that synthetic 
detergents are largely the product of the coke ovens. There is no 
product of agriculture involved there. It is a question of an absolutely 
ynthetic product taking the place of an agricultural product. 
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Mr. Mason. But they are being used more and more in washing 
machines. 

Mr. Gorvon. Yes, sir. In the last 3 years we have lost a billion 
ynounds of soap business to them. 

Mr. Mason. Well, as between one manufacturer and the other, I 

ist simply cannot see any diffe ‘rence, If this brings in some money, I 
m not going to throw it off just to favor the soap manufac ‘turers, 

Mr. Gorvon. Well, the amount of revenue involved is $15 million 
on the basis of 1952 tax collections. But please bear in mind that the 
lreasury Department would have to forego about 50 percent of that 
ecause the manufacturer is able to ch: arge it off as an operating ex- 
pense. So your revenue involved, actu: uly, is probably not more than 
ST1/, million. 

Of course, that does not mean that the manufacturer does not have 
to include it in his manufacturing cost. What it is doing is practically 

estroying an industry which is paying taxes, It is destroying the 
copra crushing industry, and in a large way is enabling the synthetics 
detergent manufacturers to get the best of the soap industry. Both 

e copra crushing industry and soap industry are good taxpayers 

id will pay a great deal more taxes to the Government, if they are 
illowed to get back to operating on a normal basis, than you can collect 
from this 3-cent coconut oil excise tax. 

Mr. Mason. I am against all of these special, selective excise taxes 

i any and all commodities outside of liquor and tobacco, and I favor 
i. general manufacturers tax, applicable to all on the same basis. That 

all, Mr. Chairman. 

Mr. Saptakx. Why does the gentleman exclude alcohol and tobacco? 

Mr. Mason. We have to have somé control on them. I do not use 
them, 

Mr. Gorpon. Are there any further questions ? 

Mr. Sapiak. I have a question. I am seeking information as to 
what part advertising plays in this, Mr. Gordon? Is advertising, for 

ustance television and radio, is that a greater competitor than the 
-cent tax? Can you give us any information on that ¢ 

My little girl, before she went to school, she came to know by tele- 
vision a great Many of these detergents and soaps, too. But I think 
perhaps more in the other line. Your bigger competitors might use 
more extensive and effective advertising leading to lesser sales for 
your products. 

Mr. Gorvon. Of course, the soapmaker would have the same access 
to radio and television as the synthetic manufacturers. We cannot 
complain on that score. We do complain about the inequality where 
our second most important raw material, namely, coconut oil, is taxed 
so heavily while the synthetic detergent manufacturer has no tax at 

ill on his raw materials. 

Mr. Saptak. Do the soapmakers use the same mediums to the same 
extent? The name soap opera must have come in there some place. 

Mr. Gorvon. They have access to the same advertising media as do 
the synthetic detergent manufacturers. I would not say that was a 
source of inconvenience to us. We do complain about this serious 
discrimination, where our second most important raw material is taxed 
25 percent. 

Mr. Saptak. I am looking for information. Thank you. 

Mr. Simpson. We thank you, Mr. Gordon. 
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I ask unanimous consent that a statement of our colleague, Hon. 
John J. Allen, Jr., in support of H. R. 2915, or any other bill of similar 


purposes, be inserted into the record. Without objection, permission 
is granted. 
(Representative Allen’s statement follows :) 


STATEMENT OF HON. JOHN J. ALLEN, Jr., A REPRESENTATIVE IN CONGRESS FROM 
THE STATE OF CALIFORNIA, IN Support oF H. R. 2915 on ANY OTHER BILL 0¢ 
SIMILAR PURPOSE 


Mr. Chairman, on February 12, 1953, I introduced H. R. 2915, a bill to amend 
certain sections of chapter 21 of the Internal Revenue Code, and designed io 
accomplish the repeal of the processing tax particularly on coconut oil. 

The shipping industry which carries copra to the San Francisco Bay area 
and the vegetable-oil industry which processes such imports each believe that 
they suffer from the tax sought to be repealed and join in the opinion that the 
tax is no longer necessary and no longer effective in carrying out the purpose 
for which it was originally enacted. 

I believe that these segments of the two industries mentioned face a problem 
which is of concern to the industries on a nationwide basis. I also believe that 
the provisions of H. R. 2915 are similar in purpose to the provision in section 10 
of H. R. 5 and might also be properly a part of any bill which your committee 
considers and reports to revise the excess tax rates now in effect. 

I am informed that detailed testimony concerning the subject will be offered 
by representatives of the vegetable-oil industry of the San Francisco Bay area 
and elsewhere and will therefore leave to such witnesses the further discussion 
of the subject. 

I recommend the committee favorably report the enactment of H. R. 2915, or 
the provisions in any bill which will carry into effect the purpose of H. R. 2915. 


Mr. Stmpson. The next witness is Mr. Dudley F. Miller, on behalf 
of the National Institute of Oilseed Products and the Pacific Vege- 
table Oil Corp. of San Francisco. 


I am advised he will present the brief of the next witness, who is 
unable to be present, Mr. James W. Moller of the El Dorado Oil 
Works of Bayonne, N. J. 

Mr. Mitizer. That is correct. 


STATEMENT OF DUDLEY F. MILLER, REPRESENTING THE 
NATIONAL INSTITUTE OF OILSEED PRODUCTS AND THE PACIFIC 
VEGETABLE OIL CORP., OF SAN FRANCISCO, CALIF. 


Mr. Mitzer. My name is Dudley F. Miller, of 400 Montgomery 
Street, San Francisco. I am appearing on behalf of the National 
Institute of Oilseed Products, and also a member of that organiza- 
tion, the Pacific Vegetable Oil Corp. 

Mr. Smapson. I will ask you the same question, not in an attempt 
to hasten you, but in view of the hour, that you conserve the com- 
mittee’s time reasonably as much as you can, but without injuring 
the effectiveness of your statement. 

Mr. Mitier. I will endeavor to do so, sir. My intention was to 
request the committee’s permission to file the brief which I have 
prepared, the statement which is in your hands. 

Mr. Suwpson. Without objection, you may do so. 

(Mr. Miller’s prepared statement follows :) 
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STATEMENT OF DUDLEY F’. MILLER OF THE NATIONAL INSTITUTE OF OILSEED PRODUCTS 
or SAN FRANCISCO, CALIF., AND SECRETARY OF PACIFIC VEGETABLE OIL Corp. OF 
San FRANCISCO, CALIF. 


My name is Dudley F. Miller, of 400 Montgomery Street, San Francisco. I am 
appearing on behalf of the National Institute of Oilseed Products of San Fran- 
isco, a trade association, and on behalf of Pacific Vegetable Oil Corp. of San 
i Francisco, of which company I am secretary and a director. 
. The National Institute of Oilseed Production has some 50 members, compris- 
| ng oil mills, processors, importers, steamship companies, insurance companies, 
and others interested in the vegetable-oil industry, and particularly in copra and 
' oconut oil. Copra is the dried meat of the coconut, and is the raw material 
from which coconut oil and the byproduct, coconut meal, is made. 

Pacific Vegetable Oil Corp. is a member of the National Institute of Oilseed 
Products and is engaged in the manufacture, processing, and distribution of all 
types of vegetable oils, including linseed oil, cottonseed oil, soybean oil, castor 

il, tung oil, as well as copra and coconut oil. It has manufacturing facilities in 
the San Francisco Bay area and the Los Angeles area and offices in those areas, 
in New York, in the Philippine Islands, and elsewhere in the world. 

The purpose of my appearance is to urge the removal of the present processing 
tax of 3 cents per pound on coconut oil, provisions for such removal being con- 
tained in H. R. 5, introduced by Representative Dingell of Michigan, and H. R. 
2915, introduced by Representative Allen of California. 

‘his tax is now imposed on the first domestic processing of coconut oil by sec- 
tion 2470 (a) (1) of the Internal Revenue Code. As defined, “first domestic 
rocessing” includes anything done to or with the oil after the initial crushing 
process by which the crude oil is extracted from the copra. As crude coconut 

il has no commercial use, the tax obviously falls ultimately on all coconut oil 
produced in or imported into the United States. 

The tax was originally imposed in 1984. It was not then intended as a revenue 
measure, but as a kind of protective tariff. We believe, and believe that we can 
demonstrate, that any reason for its existence has long since disappeared, that 
it now does nothing but harm to American industry, and that it should be re- 

ioved. That the tax was never intended as a revenue producer is clearly shown 
by the fact that, until the Philippines were given their independence in 1946, 
the collections from the tax were remitted to the Treasury of the Philippine 
Islands to be used for the benefit of the people of the islands. This remittance 
shows, also quite clearly, that the imposition of the tax was recognized to be a 
hurden upon the Philippines’ economy, which it has continued to be. Since 
1946 this remittance has ceased, and the proceeds have been retained by the 
United States, a result never intended by the original law. Furthermore, as 

revenue measure, the tax has had little value for any purpose, for many years, 
and certainly no value comparable to the damage it does. Being a cost of opera- 
tion to every user of coconut oil, it is deductible for income-tax purposes, so that 
the Treasury’s net revenue from the tax hardly exceeds 50 percent of it, which, 
were the tax removed, would be in large measures restored from higher taxable 
ncome from the industries now adversely affected by the existence of the tax. 
Moreover, to whatever extent the economy of the Philippines is benefited by the 
removal of the tax—and there is every reason to suppose that some improvement 
in the market price of copra would result—our present burden of support of the 
Philippine Republic, now amounting to some $50 million per year, would be 
lessened. 

The tax was, then, in 1934, intended as a protective tariff, designed to protect 
certain American industries, primarily the dairy industry and secondarily Amer- 
ican producers of vegetable oils, from what was then conceived to be undesirable 
competition. Whether the reasons which then existed for the imposition of the 
tax were good reasons is not now relevant. Good or bad, they have ceased to 
exist, and it is this fact which I desire to impress most strongly upon the 
committee. 

In 1984 the dairy industry feared the competition of margarine with butter, 
and was conducting a vigorous fight against margarine. That industry, more- 
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over, saw coconut oil as the major material available for the manufacture of 
margarine, and hoped, by limiting its availability. to reduce margarine produc- 
tion. Now, in 1953, the dairy industry has lost its battle against margarine 
not to the coconut-oil producer, but to domestically produced cottonseed oil and 
soybean oil, which have been found far more suitable for margarine manufac- 
ture than coconut oil. 

No coconut oil is now used in margarine manufacture. The very qualities 
which render it suitable for the uses which will be described hereafter are quali- 
ties which render it unsuitable for margarine. Primarily, its plastic range is too 
narrow so that it passes from a brittle solid to a liquid within a small tem- 
perature range. Under refrigeration, it becomes brittle and when removed from 
refrigeration it softens much too quickly for household use. Moreover, when 
used in cooking it tends to froth and sputter in a highly undesirable manner, 
The margarines produced from cottonseed and soybean oil, and even peanut 
oil, do not have these characteristics, and in consequence all margarines are 
now made of these oils. 

The chief use of coconut oil in the United States is now industrial, not edible. 
In fact, it is classified by the Department of Agriculture as a nonfood oil. Its 
chief industrial use is in soap manufacture in which it is blended with tallow 
or other animal fats. Coconut oil supplies the free lathering qualities desirable 
ina good soap. These lathering qualities are due to the low molecular weight of 
the fatty acids contained in coconut oil, Domestic oils and fats, such as cotton- 
seed oil and soybean oil, contain fatty acids of high molecular weight hence do 
not lather freely and are unsuitable for soap manufacture. Tallow or other 
animal greases provide the body and lasting properties of soap. Thus coconut 
oil and tallow supplement each other in the production of a satisfactory soap. 

Throughout the geographical area of the United States west of the Appalachian 
Mountains, the water supply possesses varying degrees of hardness or alkalinity. 
In much of the western part of the United States this hardness is most pro- 
nounced. Soaps employed in such areas, therefore, must contain liberal per- 
centages of coconut oil, or otherwise they will not lather with any degree of 
satisfaction. The general run of soaps employed throughout the United States 
as a whole contains from 15 to 25 percent of coconut oil. 

In areas east of the Appalachian Mountains, the water is less apt to be hard 
or alkaline. There are, however, important areas east of the Appalachians 
where the water is processed of a considerable degree of alkalinity. Under prac- 
tical soapmaking conditions, therefore, the soap manufacturer who produces 
soap for household usage is obliged to put a substantial percentage of coconut 
oil in all the soap produced, no matter in what section of the country marketed. 

There are extensive other industrial uses for coconut oil, many of which are 
closely related to defense needs, as is evidenced by the recent stockpiling of 
coconut oil by the Munitions Board. These uses are as follows: 

1. Synthetic rubber: Synthetic rubber utilizes the largest quantity of coconut 
used in the defense program. It is used for the manufacture of mercaptan, 
one of the important ingredients of synthetic rubber. There is no approved 
substitute. 

2. In the manufacture of incendiary bombs such as napalm, coconut-oil fatty 
acids constitute 50 percent of the total fatty acid content. This use ranks sec- 
ond in size. The napalm bomb is one of our most valuable offense weapons on 
the Korean front. 

3. It is used as a plasticizer in the manufacture of superior nonclouding-at- 
low-temperatures safety glass for airplanes, tanks, trucks, and automobiles. 

It is also used as a plasticizer in cellulose-acetate molding powder for the 
manufacture of auto, truck, airplane, tank, and radio parts. 

t. In synthetic resins: One of the important uses of these resins is in the 
production of the lining for food containers, the use of which is indispensable 
n view of the current shortage of tin. 

5. Insecticides and germicides: The Navy has a germicidal program which 
calls for the use of quaternary amines made from coconut oil in the production 
of germicides known variously as Navy germicide, Tetrosan, etc. 

6. For use in the flotation process in the mining of materials such as potash: 
The mineral is dispersed in water. Coconut oil in processed foérm (quaternary 
amines) is added. The bits of rock and other foreign material are buoyed up by 
air bubbles introduced from the bottom of the container and can be skimmed off 
along with the supernatant foam. The function of the processed coconut oil is 
to act as a surface agent and by removal of the surface film to permit of a 
more complete separation of the potash from extraneous materials than would 
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etherwise be possible. Coconut oil in processed form is also employed in the 
flotation process in the mining of molybdenum. 

7. Rubber substitutes such as hospital sheetings: Coconut oil has an important 
use a a plasticizer in the manufacture of rubber substitutes of the polyvinyl- 
chloride type of resin. 

8. In vuleanized-rubber goods such as tires: Lauric acid produced from coconut 
oil is employed in the production of-aine laurate, which is used to shorten mia- 
terially the vulcanizing process in the production of automobile tires. 

9 Coconut oil is employed in the production of sulfonated higher alcohols, 
which in turn are employed in such important uses as 

(a) Wetting agents for use in the paper and pulp industries ; 
(b) In dyeing agents for textiles and leather: 

(c) In electroplating; and 

(@d) In insulating material. 

Coconut oil, aside from its specific uses in the defense effort, is of further im 
portance in that it yields approximately 40 percent more glycerine per pound of 
oil than any domestically produced fat or oil; or, stated in other terms, approxi- 

ately 140 pounds of domestic fats and oils must be consumed to make the same 
amount of glycerine that 100 pounds of coconut oil would produce. 

The needs for glycerine in substantial quantities include— 

(a) Those for cordite, blasting powder, and explosives ; 

(b) Dynamite for mining iron for steel, copper, nickel, tungsten, molyb- 
denum, ete. ; 

(c) Protective coatings on ships, tanks, ete.; and 

(d) Indirect defense requirements such as erplosives for mining coal, 
medicinal and drug supplies, protective coatings of all kinds, plasticizers, 
and innumerable others. 

\ll the fats are sources of glycerine, but in the past coconut oil has been a 
ource of approximately one-quarter of the glycerine produced domestically 

It is important to note that, since the processing tax applies to the “first do 
nestic processing” of all coconut oil, it is payable upon coconut oil used for 
defense purposes as well as other purposes. There is no exemption in the Inter- 
nal Revenue Code for strategic or defense needs. As the effect of this is only 
to increase the cost of defense production to the United States, this constitutes 
another reason why the elimination of the tax does not result in substantial loss 
of net revenue to the Treasury. 

The only edible use to which coconut oil is put in the United States is in the 
confectionery and baking trade, in which its narrow plastic range and resistance 
to rancidity are desirable characteristics. Moreover, these characteristics are 
not found in any domestically produced oils, and even in this limited edible 
field there is no competition between coconut oil and any domestically pro 
duced oil. 

It is thus obvious that coconut oil is an industrial oi] in the United States, 
seful for purposes for which no domestic oils are suited, and that its limited 
edible uses in the United States are likewise in fields for which domestie oils ar¢ 
not adapted. In the rest of the world, however, the situation is entirely dif- 
ferent In Kurope, particularly, and to a considerable extent in Latin America, 
coconut oil is an edible oil primarily and only secondarily an industrial oil, 
being widely used in margarine production and in the production of various types 
of shortenings. Europe has not had available adequate supplies of the oils better 
suited to edible uses, such as cottonseed oil, soyabean oil, and peanut oil. There 
fore, coconut oil is heavily purchased in the European market for edible uses 
ind the lower the world price of coconut oil the heavier the purchases become. 
These circumstances have a direct bearing upon the second great difference be 
tween the conditions existing when the processing tax was imposed in 1934 and 
the conditions existing today. 

In 1934 the United States was a net importer of fats and oils. Prior to the 
Second World War we had an import balance of approximately 1 billion pounds 
of oils and fats annually. The United States has now become an exporting 
country in the fats and oils field, due to the enormous increase in our productive 
capacity. For example, in 1952 we had an export balance of 1,350 million pounds 
of fats and oils with additional large surpluses available for export, if a market 
can be found, amounting to another 1,500 million pounds of fats and oils now in 
Government hands. Still further, heavy domestic production of fats and oils for 
1953 and following years are in prospect. It is completely apparent, therefore, 
that all domestically produced fats and oils, including lard, tallow, cottonseed 
oil, soybean oil, and linseed oil, must find an export market, and that in seeking 
that market they must meet the competition of other oils. Anything which in- 
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creases the price of competing oils in foreign markets, or reduces the available 
supply of such oils in these markets is therefore a direct benefit to the American 
economy. 

Coconut oil is the chief oil from foreign sources whose competition our domes- 
tic oils must meet abroad. Since coconut oil does not compete with our domestic 
oils at home, it is desirable to adopt every method to increase consumption of 
coconut oil in this country where it is not in competition with our own oils 
thereby limiting the supply available to the rest of the world. It is equally 
desirable to take any available steps to increase the value of coconut oils in 
our market as the world price for coconut oil will thereby likewise be increased, 
again improving the competitive position of our domestic oils in the export trade. 

The complete change in our circumstances between 1934 and 1953 hardly needs 
further amplification. From a country short of fats and oils, and possibly 
requiring protection from the competition of foreign materials in order to develop 
adequate domestic supplies, we have become a country whose great need in the 
field of fats and oils is to develop foreign markets for our products. In such 
circumstances, protective tariffs can do only harm when they force competitive 
materials into the very markets most important to us. 

Since the end of the Second World War the effect of the processing tax has 
been to create two undesirable conditions, as follows, without any corresponding 
benefit : 

1. It has imposed upon domestic industries, the producers, processors, and 
users of coconut oil, a heavy, unfair, and inflexible burden of cost, seriously 
damaging their competitive position with nonvegetable oil materials; and, 

2. It has increased the competition in the rest of the world, of coconut oil with 
our exportable surpluses of other oils. 

The tax, it wil be noted, is not upon a percentage basis or upon a sliding 
scale but is a flat 3 cents per pound, constituting a fixed and unavoidable 
cost of every operation in which coconut oil is used. At present prices of 
coconut oil, f. 0. b. mill, of approximately 13 cents per pound, the tax represents 
an additional cost burden of approximately 23 percent to the user of the oil. 
The advantage thereby given to any competing material is overwhelming. In 
the United States, coconut oil’s chief and most serious competitors are the 
so-called synthetic detergents, which are heavily invading the soap field, the 
field of coconut oil’s chief use. 

These products, which are made in the most part by the use of benzene— 
largely the product of coke ovens—and sulfuric acid, have come into wide- 
spread use since the close of World War II. Their production began 
considerably prior to World War II, but consumption was less than one-half 
pound per capita until the war years. Coconut oil was then in very short 
supply due to the occupation of the chief producing areas by the Japanese. 
Per capita consumption stepped up to 1 pound in 19438. By 1947 the per 
capita consumption had reached 3 pounds. In 1952 it was 10 pounds per 
capita. 

Coinciding with the increase in the per capita consumption of synthetic 
detergents, there has been a drop in the per capita consumption of soap. 
According to the Bureau of Agricultural Economics of the Department of 
Agriculture, the average per capita consumption of soap for the 4-year prewar 
period from 1938 to 1941 was 25% pounds. In the year 1952 soap consumption 
dropped to 16 pounds per capita. 

As the consumption per capita of soap has declined, the consumption of 
coconut oil in soap has decreased. In the 4-year prewar period 1938 to 1941, 
according to the Fats and Oils Situation, published by the Bureau of Agricul- 
tural Economics, the consumption of coconut oil in soap averaged 403 million 
pounds per annum. The average consumption in soap for the years 1951 
and 1952 was 200 million pounds which represents a drop of 203 million 
pounds. This represents a decline of 50 percent. 

The effect of this development upon the coconut oil producing and pro- 
cessing industry becomes distressingly evident when it is realized that this 
decline in the consumption of coconut oil in soap has deprived the industry 
of the opportunity which they might otherwise have had, to crush at least 
150,000 tons of copra per annum, and to produce approximately 100,000 tons 
of oil, or 200 million pounds per annum. 

The processing tax, by imposing upon the industry this heavy and inflexible 
burden of cost has materially contributed to this loss of market, the unfairness 
of which is so obvious as hardly to require discussion. 

It must again be emphasized that no domestic fat or oil has in any way bene- 
fited by this burden which the coconut oil industry has borne. In fact, another 
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domestic industry, the tallow industry, has suffered equally with coconut oil. 
Both tallow and coconut oil, are, as pointed out above, necessary ingredients of 
a good soap. In fact, much more tallow than coconut oil is used in soap. A\l- 
though coconut oil is an essential ingredient they are companions in the soap 
kettle and suffer equally from the competition of the synthetics. They do not 
compete with each other. Indeed, they could not possibly do so from the stand- 
point of price as well as from the standpoint of joint use. Coconut oil, on a 
tax excluded basis, has for many years been substantially higher in price than 
tallow, as now, tallow’s present price is 4% cents per pound as compared to coco- 
nut oil’s price of approximately 13 cents. Even if it were possible from a manu- 
facturing standpoint to do so, no manufacturer would substitute a raw material 
costing 13 cents for one costing 4%4 cents. Moreover, so far as tallow is con- 
cerned, it likewise requires a substantial export market. As it is, exportable 
surpluses are very large. In 1952, the United States exported approximately 
32 percent of its production of inedible tallows and greases. 

The diversion of copra and coconut oil from the United States into the rest 
of the world, resulting from the conditions above described, is striking. All 
copra and coconut oil imported into the United States comes from the Philippine 
Islands, due to the fact that there is an additional processing tax of an additional 2 
cents per pound upon coconut oil manufactured from non-Philippine copra. It 
should be stated, in passing, that the industries in whose behalf I appear do not 
suggest the removal of this additional tax as its effect is definitely beneficial to 
the Philippine Islands toward whom the United States has a heavy obligation 
of support. Copra and coconut oil represents approximately 60 percent of the 
value of all Philippine exports, so that the importance of a market for copra to 
the Philippines is apparent. 

Prior to the Second World War, in excess of 80 percent of the total Philip- 
pine production of copra and coconut oil came to the United States. Since the 
war, the highest percentage of Philippine production imported into the United 
States was 69 percent, 426,263 tons out of a total production of 658,434 tons, and 
that in 1949 when the Munitions Board was stockpiling large quantities of coco- 
nut oil. In 1952, only 48 percent of the Philippine copra production came to the 
United States, only 373,221 long tons out of a total production of 770,887 long 
tons. In 1952, the stockpiling program had largely ended and the only copra 
imported was that needed for current domestic consumption. We are informed 
that the stockpiling program has been substantially completed and that no further 
imports for this purpose are in prospect. 

The remainder of the Philippine production has gone to Europe and Latin 
America where it has come into direct competition with domestically produced 
American fats and oils and where it will continue to go unless its use in the 
United States can be stimulated by every possible means. In the United States, 
as pointed out above, it would not compete with any domestic fat or oil. 

The experience of two United States vegetable oil companies, both members 
of the National Institute of Oilseed Products, is particularly relevant. Bl 
Dorado Oil Works is one of the oldest and largest copra crushers and coconut 
oil producers in the industry, with plants in the San Francisco Bay area and in 
New Jersey. The president of this company, Mr. James Moller, had intended to 
be present at this hearing but was prevented from doing so by circumstances 
beyond his control. He has prepared a statement for submission to the com- 
mittee which I wish to submit on his behalf. This statement shows how seriously 
the operations of this company have had to be curtailed as a result of the condi- 
tions I have described. 

Pacific Vegetable Oil Corp., of which I am a director, built an additional plant 
for crushing copra immediately after the Second World War. After crushing 
at the rate of 3,000 tons per month at the outset, the production fell to 1,000 tons 
per month in 1948 and has continued to decline until in 1952 the plant crushed 
only 590 tons in the entire year and in 1953 has crushed none. The company’s 
copra supplies from the Philippine Islands have had to be disposed of elsewhere, 
in very large measure to Europe and Latin America. The experience of these 
two companies, which has parallels throughout the industry, shows the serious 
loss to domestic business and domestic revenue resulting from the condition of 
the industry, which the removal of the tax would substantially alleviate. 

It is also important to realize the adverse effect upon the Philippines of any- 
thing which depresses the price or reduces the market for Philippine copra. 
We are now supporting the Philippine economy to the extent of approximately 
$50 million per year. The removal of this processing tax, as stated above, should 
result in some improvement in the price of copra, to the producer as well as, and 
in conjunction with, an increase in the copra demand in the United States. To 
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whatever extent this occurs, the Philippine economy is benefited and the obliga- 
tion to support thereby so much lessened. There appears to be no more reason 
for saddling the Philippine economy with any portion of the burden of this tax 
than for saddling American industry with the burden. No possible benefit is 
achieved and only harm is done. 


Mr. Mitier. We are dealing here, it must be kept in mind, with a 
tax that is truly an excise tax. This tax is 3 cents per pound on the 
first domestic processing of coconut oil. The first domestic process 
ing, as defined, means anything you do with the oil after you first 
crush it from the copra, and it is 3 cents per pound, not a percentage 
tax, 

Secondly, it was instituted primarily in 1934 as a tariff. It was 
not a revenue measure then, and only became one in a sense by acci 
dent, because from 1934 until the time the Philippines were given 
their independence in 1946, all the collections from the tax were re 
mitted to the Treasury of the Philippines. After independence, for 
reason that are not entirely clear to me, nothing was done about 
changing the structure at all, and the tax became a part of the rev 
enue of the Treasury. Therefore, it has to be approached not en 
tirely from the standpoint of a revenue producer of the United 
States, but as a tariff. 

Asa tariff, the organizations which I represent fee] that it no longer 
serves a useful purpose. I would like to digress for a moment to say 
that the National Institute of Oilseed Produces comprises over 50 
companies, not only producers of oil but also handlers, dealers, and 
transporters. Most of the steamship companies operating off the 
Pacific coast are also members, because they are very much inter- 
ested in the carriage of copra. It is one of their major items of 
tonnage across the Pacific. 

In 1934, as I think you have been told by previous witnesses, coco- 
nut oil was widely used in margarine manufacture, and in consequence 
the dairy industry had considerable hostility to it, and quite under- 
standably so. But that condition, as Mr. Gordon has pointed out, is 
completely changed. It is simply not used in margarine any more. 
As a matter of fact, the only edible use that it has is in the bakery 
and confectionery trade which Mr. Gordon spoke of. 

In short, in this country, coconut oil has become an industrial raw 
material primarily. It is otherwise, in Europe, about which T wish 
to speak a little more fully later, but in this country its uses first are 
in soap: then there is a wide group of other uses which are listed in 
my statement. 

One of the most interesting of those is in the manufacture of incen 
diary bombs. The napalm bomb is made primarily of coconut oil. 
But it is used in synthetic rubber as a plasticizer; synthetic resins in 
rubber substitutes; in vuleanized rubber goods; and in the manu- 
facture of glycerin. 

But the primary use is in soap, and the only edible use is the sec- 
ondary one, just spoken of. 

In that edible use, as Mr. Gordon has just pointed out, it does not 
compete with any domestic fat or oil. Since it is no longer used in 
margarine, it does not compete with dairy products. Therefore, in 
our opinion, no domestic agricultural fat or oil interest is in any 
manner benefited by the continuance of the tax. 
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On the other hand, as Mr. Gordon has also told you, the coconut- 
oil industry itself is seriously hampered by the existence of the tax 
in its competition with the so-called synthetic detergents. 

We are not asking preferential treatment. If the synthetic deter- 
gents bore the same tax we do, probably our competition with them 
would not be damaged. But the synthetic detergents do not bear it, 
and our tax, the coconut-oil tax, at the present time amounts to ap 
proximately 23 percent, with a 3-cent per pound tax on a 13-cent 
product. That is, as you gentlemen know, a high excise tax. 

The only other article that is produced in this country with which 
some competition has in the past been alleged is tallow. But there is 
no competition there, either, because tallow and coconut oil are both 
necessary to the production of good soap, and both have a common 
enemy, namely, the synthetic detergent. 

In consequence, it is our strong feeling that American industry 
is not aided in any way, but is hurt by the continuance of the tax. 

In connection with the worldwide picture, as I stated before, in 
Europe and in Latin America, particularly, the situation is quite 
different. In those countries, coconut oil is an edible oil, and in those 
countries it competes with such oils and soybean and cotton, when 
available. We have, as you know, as we are all in the vegetable-oil 
industry peculiarly conscious of, an enormous surplus of those oils. 
And this country has, since 1934, become an exoprter and not an 
importer of oils. 

In 1934, I believe, we had about a billion pounds of net imports 
of vegetable oils. Last year we had about a billion and a third net 
exports. We are seeking outlets abroad for those products. Of 
course, beyond that the Government has at least a billion and a half 
pounds of various oils in storage. If crops continue as they seem to 
be in prospect for this year, there will be much more to be disposed of. 

In Europe and in Latin America, and in Japan as well, coconut oil 
competes directly. 

Mr. Enernarrer. What was that / 

Mr. Miuier. It competes directly with our cottonseed and soy- 
bean exports, because their uses are edible for coconut oil, and of course, 
the cottonseed and soybean are primarily edible oils. It seem sensible 
to us that if the consumption of coconut oi] can be increased in this 
country, and the price somewhat improved, as should occur if the 
tax is removed, that more of the Philippine oil will reach this coun- 
try and less will be available for Europe. We have seen in our 
association, and I have seen in my own company, the remarkable 
shift in the course the oil follows, or has followed, since the war. The 
Philippine production formerly came almost entirely to this country. 
I should digress to say, as you gentlemen probably know, that no 
other coconut oil or copra comes to this country in any quantity, be- 
cause there is an additional 2 cents tax with which we are not here 
concerned on non-Philippine copra and oil. We feel that tax should 
be retained because it definitely favors the Philippines and we should 
favor the Philippines. We have an obligation of support there 
which we have to meet. Anything they can do to improve that. posi- 
tion only lessons that obligation of support. Since the war, since 
World War II ended, the shift of coconut oil to Europe and Latin 
America from the United States has been striking. Before the war, 
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the Philippines exported to the United States well over 80 percent of 
their total production. In 1952, only 48 percent of the coconut oil 
and copra production of the Philippines came to this country, and that 
without striking increases in that production. 

Since 1946 the Philippine copra production and oil production, ex- 
pressed in terms of copra, has averaged somewhere in the neighbor- 
hood of 800,000 tons per year. That seems to be about the reasonably 
expected maximum. In one year it was a little higher, and in some 
years a little lower. But that is about the best they can do on the 
average. Instead of our getting over 80 percent of that, we are now 
getting 48. The reason for that is simply that the coconut-oil pro- 
ducer in this country cannot make any money producing coconut oil. 
My own company, for example, put in a plant in 1946, an additional 
int, to crush more copra and produce more oil. We produced about 

3,000 tons per month, then dropped to a thousand per month. 

In 1952 we produced 500 tons the whole year and the last year did 
not produce any. Mr. Moller, whose statement I have asked permis- 
sion to file here, has pointed out in the statement that El Dorado Oil 
Co., his company, is one of the largest and oldest in the business, and 
that they have a crushing capacity of about 180,000 tons of copra, and 
puta plant i in at Bayonne, N. J., after the war for the special purpose 
of increasing capacity. Never yet have they been able to use it. They 
have been operating at 28 percent capacity now. They have closed the 
Bayonne plant and they have to sell it. 

In 1947 they made $4,470,000, in 1950 $203,000, and in 1952 a net 
loss of $761,000. That is what the c ompetition of the synthetic deter- 
gents, as we believe aided and abetted by the burden of this tax, can 
do to one company, and that the oldest and largest in the business. 

I call it to your attention, gentlemen, because I think it is an ex- 
tremely striking example. 

Mr. Mason. May I say at this point, Mr. Chairman, that the wit- 
ness has absolutely convinced me by presenting a very logical and 
effective statement. 

Mr. Miuirr. Thank you, sir. 

Finally, I w vould like to stress the effect we believe the elimination 
of the tax would have upon the export markets. 

It is a concept a little difficult to persons not in the trade, but we 
see it in our commercial activities all the time. If coconut oil can be 
made less available to Europe and Latin America, our cottonseed and 
soybean are bound to take their places. The oil could be made less 
available i in two ways: 

sy reducing supply which would mean increasing the use in this 
country, or by increasing price, world price. The world price is pri- 
marily established by the United States demand. If the United States 
price is relatively high, the Europeans will have to pay that price, too, 
and they will not pay it if they can get cottonseed and soya for less. 

My company, for example, is just as much interested in cottonseed 
and soya as they are in coconut oil, although we are about equally 
interested in all of those. We would like to be able to have an export 
market for cottonseed and soya. We would very much like that, just 
as we would like to have a much better market in our own country for 
our own oils. 

Finally, with respect to the Philippines, the benefit that would be 
conferred upon the Philippines is, in my opinion, definite, although 
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hard, precisely, to specify. If the tax were off, the price improved, 
some portion of that price increase would always accrue to the pro- 
ducer, namely the Filipino. Whether it would be a half cent a pound 
on his copra, in terms of oil, whether it would be a cent, three-quarters 
of a cent, or 2 cents would depend upon the fluctuations in the 
market, worldwide. But some benefits would always ensue. As you 
know, we are now supporting the Philippines and will be for several 
more years to the tune of approximately $50 million because they need 
it, and anything that we can do to make them independent of our 
support, I ‘think, is well worth considering. That concludes my state- 
ment, sir. 


Mr. Stmpson. Mr. Miller, we thank you. 

Are there any questions? 

Mr. Eseruarter. I think we understand the situation thoroughly, 
all of us. 


Mr. Mixtrr. I should also like to submit and file the statement of 
Mr. James W. Moller, of the El Dorado Oil Works, another member 
of the institute, and who is not going to be present tonight. 

Mr. Smreson. Without objection, you have that permission. 

(The prepared statement of Mr. Moller follows:) 


STATEMENT BEFORE THE WAYS AND MEANS COMMITTEE BY JAMES W. MOLLER, 
PRESIDENT OF THE Ex Dorapo Orn WorK8, SAN FRANCISCO, CALIF. 


My name is James W. Moller. I am president of the El Dorado Oil Works 
with principal offices in San Francisco, Calif., and plants located in Oakland, 
Calif., and Bayone, N. J. 

Our company was founded in 1892 and later incorporated in 1904, Our growth 
was substantial and we rapidly became the largest crusher of copra and producer 
of coconut oil in the United States. We have in excess of $6,200,000 invested 
in plant, property, and equipment. Unfortunately, if conditions continue as 
they have, it is doubtful if we can continue in the coconut-oil business. 

A major factor in this unfortunate condition is due in our opinion to the 
excise tax on coconut oil. Soap production declined from 3.66 billion pounds 
in 1947 to 2.26 billion pounds in 1952. In the same period synthetic detergents 
increased from 0.4 billion pounds to 1.78 billion pounds. It has been estimated 
that soap will decline from 2.26 billion pounds in 1952 to 1.85 billion pounds in 
1957, while synthetic detergents will increase from 1.78 to 2.6 billion pounds 
during the same period. These estimates are based on reasonable projections of 
the trends of the past 5 years. 

Tallow, grease, and coconut oil have always been the major ingredients of 
soap, and thus our market for coconut oil has shrunk correspondingly. 

While the synthetic detergents have many points to recommend them for 
certain specialized uses, it is doubtful whether they would have displaced soap 
to the extent that they have were it not for the fact that coconut oil is penalized 
pricewise by the extent of the excise tax. 

Our Oakland plant was designed with a capacity of 100,000 tons of copra per 
annum. Actually, we exceeded this capacity in the year 1947, when we crushed 
a total of 101,442 tons of copra at this plant. In 19% 50 we completed our Bayonne, 
N. J., plant with an annual capacity of 80,000 tons of copra. These two plants 
with a combined capacity of 180,000 tons of copra per year, crushed only 87,096 
tons in 1950, the first year in which both plants were in operation. Our annual 
crush for 1952 was down to 50,154 tons, or less than 28 percent of our rated 
capacity. Our volume so far in 1953 has not bettered this level in spite of the 
fact that five crushers have discontinued the crushing of copra in recent years 
and the remaining plants are not operating at capacity. 

To illlustrate how this has affected our profit and loss figures, our net profit 
after taxes in 1947 was $4,370,302.01. Our net profit after taxes in 1950 was 
$203,321.53. In 1952 our net loss was $761,660.01. 

In May of this year we closed down our Bayonne plant as our losses were 
becoming greater by the month. As a result we were forced to lay off all our 
employees at Bayonne with the exception of a few caretakers. Actually, this 
resulted in the laying off of 49 workers. 
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As this report is being written (July 31, 1953) crude coconut oil for im- 
mediate shipment is available at 14 cents per pound. The 3 cents excise tax 
thus represents an extra cost to the user of coconut oil of 21.4 percent, a penalty 
sufficient to cause a definite sales resistance to the use of coconut oil. 

It is our sincere belief that the removal of the excise tax from coconut oil 
Will greatly stimulate its use in the production of soap. This will serve the 
twofold purpose of bringing relief to the many producers of coconut oil, who 
are faced with financial disaster, as well as creating an increased demand for 
United States tallow and grease, which are used together with coconut oil to 
produce natural soaps. It is hardly necessary to bring out at this time that 
tallow and grease have been in great oversupply in the United States during 
the past 5 years, with consequent lower prices. Tallow and grease alone will 
not produce soaps with satisfactory lathering qualities without the addition of 
some coconut oil; thus, the removal of the tax on coconut oil will also stimulate 
the hard pressed United States tallow and grease industry. 

For these reasons we would like to urge the removal of the excise tax on 
coconut oil. 


Mr. Simpson. Thank you for your appearance, sir. I ask unanimous 
consent that the brief which I have before me, presented by the 
National Paint, Varnish, and Lacquer Association, Inc., be furnished 
the members of the committee and incorporated in the record of the 
hearings at this point in lieu of a personal presentation. 

(The statement referred to follows :) 


STATEMENT OF DANIEL L. BoLAnp, GENERAL COUNSUL, NATIONAL PAINT, VARNISH 
AND LACQUER ASSOCIATION, INC., URGING REPEAL OF THE 3-CENT PROCESSING 
Tax oN Coconut OIL As EMpOprIeED IN SecrTion 2470 (a) (1) OF THE INTERNAL 
REVENUE Cop! 


I am Daniel L. Boland, an attorney-at-law, of Washington, D. C. I am general 
counsel of the National Paint, Varnish, and Lacquer Association, Inc. In that 
capacity, I desire to submit the following statement to the House Committee on 
Ways and Means in connection with its hearings concerning revision of the 
internal revenue laws. I address my statement particularly to the proposed 
repeal of the 3-cent per pound processing tax on coconut oil as set forth in section 
2470 (a) (1) of the Internal Revenue Code. 

The National Paint, Varnish, and Lacquer Association, Inc., with headquarters 
at 1500 Rhode Island Avenue NW., Washington, D. C., is a voluntary, nonprofit, 
industrywide organization, originally established in 1888 and now comprising 
approximately 1,400 members, a large majority of whom are owners of small 
businesses. They are engaged in the manufacture and distribution of paint, 
varnish, lacquer, and allied products, or of equipment and materials used in such 
manufacture. Collectively, they produce approximately 94 percent of the total 
national volume of all types of paints, varnishes, and lacquers. 

The paint, varnish, and lacquer industry is a consumer of refined coconut oil. 
According to the most recent statistics of the Bureau of the Census, approxi- 
mately 3,501,000 pounds of coconut oil were used annually by this industry. 
This consumption is approximately 1 percent of the total amount of refined 
coconut oil used annually in this country. Coconut oil, in its refined form, is 
used by the paint, varnish, and lacquer industry mainly as a plasticizer in the 
manufacture of lacquers, certain baking enamels and vinyl-type paints, 

Two bills proposing a repeal of this processing tax are now pending before 
your committee. These bills are H. R. 5, introduced by Mr. Dingell, and H. R. 
2915, sponsored by Mr. Allen of California. 

Coconut oil is not derived from a commodity produced or grown in this country. 
In the formulation of various products, many members of the paint, varnish, and 
lacquer industry prefer to use this oil in its refined form instead of other avail- 
able plasticizers. In view of this situation we contend that this processing tax 
of 3 cents a pound should not be continued. Such a tax places an unreasonable 
burden upon the suppliers of this material. This 3 cents a pound levy in some 
cases prohibits the utilization of this oil in the manufacture of paint products 
because of competitive market conditions surrounding the sale of such products. 

Therefore, this oil should be available to the paint, varnish, and lacquer in- 
dustry without this additional burden of a processing tax. 

I respectfully request your committee recommend repeal of this existing 
provision in section 2470 (a) (1) of the Internal Revenue Code. 
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Mr. Srmpson. I also ask that a telegram from Mr. F. E. Mollin, 
executive secretary of the American National Cattlemen, in Denver, 
Colo., be incorporated into the record, without objection. 

(The telegram referred to follows :) 

Denver, Coro., July 31, 1958. 
Hon, DAN REEp, 
Chairman, House Waus and Means Committee, 
Washington, D. C.: 

Sorry, impossible our association being represented at brief hearings on excise 
taxes next Monday. We would appreciate your putting this telegram in the 
record as indicating our strong opposition to any lessening of the excise taxes on 
coconut oil. Domestic fats and oils are too cheap to justify any further 
sacrifices for the benefit of foreign producers. 

AMERICAN NATIONAL CATTLEMEN, 
By F. E. Mouuin, Brecutive Secretary. 


Mr. Stimpson. The next witness is Mr. Victor A. Acer, of Spencer 
Kellogg & Sons, Inc., Buffalo, N. Y. 
Will you give your name to the reporter / 


STATEMENT OF VICTOR A. ACER, VICE PRESIDENT, SPENCER 
KELLOGG & SONS, INC., BUFFALO, N. Y. 


Mr. Acer. My name is Victor A, Acer, vice president, Spencer Kel- 
logg & Sons, Inc., of Buffalo, N. Y. 

Mr. Stmpson. You may proceed. 

Mr. Acer. I submitted 60 copies of a brief this afternoon which I 
hope will be read. I will not take the time of the committee to read it. 
I will try to make some comments on some of the previous statements, 


if I may do so. 

I would like to point out that our company produces a good many 
oil-bearing materials, linseed oil from flaxseed, soybean oil from 
soybeans, cottonseed oil from cottonseed, coconut oil from copra, and 
castor oil from castorbeans. 

In his testimony, Mr. Holman assumed that the removal of the 3- 
cent-a-pound excise tax, which we are seeking, would bring down the 
price of coconut oil 3 cents a pound. I don’t think any of us is able to 
say what would be the effect pricewise on the removal of that tax. 
The copra producers and handlers in the Philippine Islands think 
the tax would revert to their benefit and would raise the price of 
copra and coconut oil. I do not know; I don’t believe they can sub- 
stantiate that, and we cannot substantiate that it would reduce the 
price of oil from where it is now, including the tax. It might be a 
little bit of each. 

I think one of the most telling points made by Mr. Miller, the last 
witness, was in regard to the European use of oil. This coconut oil 
goes over there to Europe because they have no cottonseed oil produc- 
tion, they have no soybean oil production. I mean, it is trivial, it is 
almost nothing. ‘They use coconut oil because they do not have these 
oils. By doing so, they take away a market we would have for our 
surpluses of those particular oils. 

Mr. Simpson. I do not quite get the point there, if I may interrupt 
you for a moment. Whatever the measure is, if we buy a ton more of 
copra and thereby have another market for a ton of other oils in 
Europe, how does either side gain? 
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Mr. Acer. Coconut oil is a little bit cheaper without the tax in the 
United States than it is here because they get a better price for meal. 
They are short of feedstuffs and get a price for the byproducts, meal. 
They do not have the 3-cent-a-pound tax which we have on our coco- 
nut oil and therefore their price to the consumer is 3 cents less and 
a little bit more because they get a higher price for the meal. 

Is that clear, Mr. Simpson ¢ 

Mr. Stwpson. Not exactly, I will admit, but I will check it later. 

Mr. Acer. I think you will find that can be substantiated. 

Mr. Exeruarrer. Let us see if I can clarify it. If the 3 cents 
processing tax were taken off, we would import more into this coun- 
try, and the Europeans, of course, would then be compelled to buy the 
cottonseed oil and soybean oil because it is just a little bit cheaper 
than the coconut oil, is that it? 

Mr. Acer. Yes, sir. My contention is that they would be paying 
for their coconut oil at least 3 cents a pound more than they are pay- 
ing now, because we would not have the tax and they would not have 
it. If the Philippine Islands got the full benefit of the tax it would 
be exactly 3 cents. If our price was lowered to the extent of part of 
that 3 cents, then we would import some more coconut oil here. 

Mr. Esrruarrer. If they needed more, they would have to make 
up the shortgage of coconut oil by the purchase of soybean oil and 
so forth? 

Mr. Acer. And lard and so forth; yes, sir. 

Mr. Mason. And we have a surplus of those oils. 

Mr. Acer. Yes, sir. I would like to point out to the committee 
that the use of coconut oil in margarine is a thing of the past in that 
it has been agreed by all members of the National Margarine Manu- 
facturers Association not to use any coconut oil in their manufacture 
by any member. 

Mr. Mason. May I ask why they have made that agreement? Is it 
because their product had had a black eye, because the dairy people 
have so painted this coconut oil in it, and so forth and so on? 

Mr. Acer. That is a difficult question, Mr. Mason. I think you 
have hit on it, however. I think when they use coconut oil, for mak- 
ing a fairly satisfactory substitute, they had a tremendous amount of 
opposition from the soybean growers, the cottonseed growers, the 
other crushers, and so forth, and they thought it was better politics, 
may I say, to use domestic products. So they are committed to the 
use of domestically grown products. 

Mr. Mason. By using their domestic products they got away from 
that opposition ? 

Mr. Acer. Yes, sir. 

May I call attention to the table submitted with Mr. Gordon’s re- 
marks, obtained from the Philippine Embassy. Mr. Holman asked 
that the tax of 3 cents on the processing of coconut oil be continued 
so as to er the dairy industry. The dairy industry exported, in 
1952, 85 million pesos worth of products to the Philippine Islands. 
From that table, you will see when you read it, that the total imports 
of the Philippine Islands in 1952 amounted to 825 million pesos. Of 
that 825 million pesos, 246 million pesos were farm snndinats: We 
cannot expect the Philippine people to buy our farm products, includ- 
ing dairy products, from us unless we give them a market for their 
production, and coconut oil and coconut-oil products are the biggest 
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export they have from the Philippine Islands, and it employs in the 
Philippine Islands 6 million people. And they are friends of ours. 

Mr. Holman spoke about imitation ice cream, which he said 
was using coconut oil. Of that I do not know. I do know that 
4 States have legalized the sale of Mellorene, and it is a subject 
of requests of legislatures in 2 or 3 other States. As far as I know, 
these imitation ice-cream products sometimes called Mellorene, are 
being made from soybean oil, cottonseed oil, peanut oil, and so forth. 

Mr. Mason. At any rate, it has not reached the dangerous stage 
yet, has it? 

Mr. Acer. No, sir. 

Mr. Miller spoke about the difficulty of making money as a result 
of the 3-cent coconut-oil excise tax, and pointed this out in the brief 
sent here by Mr. Moller, president of the Eldorado Oil Co. I don't 
know how effective this statement will be. I told you the nature of 
our business and the processing of various oilseeds. We have been in 
the coconut-oil business since 1917. IL can truthfully say that in our 
fiscal year which ended September 1, 1952, we lost money on our 
coconut-oil business every single month without exception, and in the 
9 months of our current fiscal year, which will end September 1, a 
month from now, we only have 9 months’ figures so far, we have lost 
money in our coconut-oil operations every single month without 
exception. 

Mr. Mason. You do not have to pay much corporation tax on that, 
then, do you? 

Mr. Acer. Not on that end of it; no, sir. We hope vou will repeal 
the 3-cent excise tax on coconut oil so that we can do so. 


That concludes my statement, sir. 
Mr. Stmpson. We thank you, Mr. Acer. 
(Mr. Acer’s prepared statement follows :) 


STATEMENT BY Victor A. ACER, VICE PRESIDENT oF SpeNcER Ketioce & Sons, Inc., 
oF BuFFALO, N. Y. 


My name is Victor A. Acer and I am vice president of Spencer Kellogg & Sons, 
Inc., of Buffalo, N. Y. 

Our company is a processor of oil-bearing materials. We crush flaxseed, 
soybeans, cottonseed, copra, and castor beans. We are refiners of the resultant 
oils and sellers of the resultant meals. We have been crushers of flaxseed since 
1894, of castor beans since 1909, of copra since 1917, of soybeans since 1934, and 
of cottonseed since 1952. 

My appearance here is in reference to the excise tax of 3 cents per pound on 
the first domestic processing of coconut oil. We feel strongly that this should 
be repealed. Conditions confronting the United States economy today seem 
to me to indicate that the repeal of this tax would be beneficial to a great many 
products and to the processors of those products. The conditions are vastly 
different from what they were in 1934 when the tax was imposed. 

At that time the United States was a net importer of oils and fats. Coconut 
oil was being used in very large quantities for the manufaeture of margarine. 
The dairy interests were about the strongest advocates of this legislation as 
they felt margarine, made at that time almost exclusively with the use ot 
coconut oil as a fat, was hurting the sale of butter. 

Today we see the United States a net exporter of oils, fats, and oilseeds. We 
are seeking foreign markets for a great many oils and fats, particularly tallow, 
lard, cottonseed oil, soybean oil, and linseed oil. One reason we find it difficult 
to locate buyers is that coconut oil is relatively inexpensive in Europe and that 
the Buropeans by getting relatively inexpensive coconut oil do not need to buy 
our soybean oil, cottonseed oil, and lard to the extent we would like to sell them. 

Today we feel that more and more tallow renderers are inclined to feel they 
were wrong in helping to stop the importation of copra and eoconut oil because 
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coconut oil helps greatly to carry tallow into the soap kettle. Both tallow and 
coconut oil are essential ingredients of good soap—tallow for the firmness and 
the hardness wanted in soap and coconut oil to provide the good-lathering 
qualities which are not present without coconut oil or some other fat of the 
so-called lauric acid group. We fee! it is due at least partly to this processing 
tax on coconut oil that synthetic detergents have taken so much of the soap 
market away and have consequently reduced the consumption of tallow, because 
tallow needs coconut oil to help make a good-lathering soap. Maybe some 
members of this committee have noticed that soap doesn’t lather like it used to. 

To us it seems evident that we would have a better market for some of our 
surplus of cottonseed oil and soybean oil were it not for this processing tax on 
coconut oil keeping our effective coconut-oil price so much higher than world 
markets 

Today no member of the National Margarine Manufacturers’ Association will 
use coconut oil in margarine All their members use cottonseed oil, sovbean 
oil, peanut oil, or some other domestic fat. 

Coconut oil is used in soaps and in quite a wide variety of other products, 
most of them of a nonedible nature. It is used by the rubber industry in their 
synthetic-rubber program. It is used as a plasticizer in the making of safety 
glass. It is used in synthetic resins by the varnish industry. It is used in various 
insecticides and germicides, and it is used in the production of higher alcohols, 
in the paper and pulp industries, and in the textile and like fields. Edible 
uses are in the bakery and confectionery field where the oil has particular quali 
ties not available in other oils. 

Prior to the war, the United States took about 90 percent of the exports of 
copra from the Philippine Islands, and it is from the Philippine Islands that 
we get virtually 100 percent of our supplies. The only exception is from some 
of the other South Sea islands under American control and the quantities from 
those points are insignificant. In 1951 491% percent of the Philippine copra ex- 
ports were for the United States, in 1952 44 percent, and so far in 1953 36 percent. 
Most of the balance is going to Europe. 

When the excise tax was placed on coconut oil in 1984. the proceeds were 
remitted in their entirety to the Philippine Islands which were then under the 
American flag. Since Philippine independence, these have gone into the United 
States Treasury, but since independence, the United States has been contributing 
many millions of dollars per year to the economy of the islands. Coconut oil is 
the most important export from the Philippine Islands and employs over there 
the greatest number of people. so it would seem to be more consistent to help 
the islands by eliminating the processing tax, which is a very sore point with the 
producers of copra than is anything else. It would seem better economics to 
eliminate the processing tax than to continue to pay an annual subsidy to the 
islands and continue to collect the tax. 

It is not possible to say what might be the effect of the elimination of the tax 
on tue price of copra or the price of coconut oil without the tax here in the United 
States. Growers in the islands would certainly benefit in obtaining a better price 
for their copra, and the price of oil to the United States user of coconut oil 
should be less than it is now with the tax added to the basic price of oil. Cer- 
tainly it would tend to put the price of coconut oil in Europe and the United 
States closer together and should help in creating a better market for our own 
export surpluses of various oils and fats. 


(The following material was submitted for the record :) 


WESTERN STATES MEAT PACKERS ASSOCIATION, INC., 
Washington, D. C., August 7, 1953. 
Mr. Russerx FE. TRAIN, 
Clerk, House Ways and Means Committee, 
House of Representatives, Washington 25, D. C. 

DEAR Mr. Tratn: The Western States Meat Packers Association, Inc., com- 
prising 423 independent companies engaged in the meatpacking industry, hereby 
calls the attention of the House Ways and Means Committee to our opposition 
to proposals to repeal the processing tax on coconut oil. 

Two of the principal byproducts of the livestock and meat industry are tallow 
and grease, used primarily in the manufacture of soap. The soap manufacturing 
companies in this country, who are constantly seeking to reduce the cost of 
their raw materials, are anxious to see a very substantial increase in coconut 
oil imports. The presence of more coconut oil in this country would have a 
very depressing effect on the prices for domestic animal and vegetable fats and 
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oils. Much of the increased supply of coconut oil would no doubt be used in 
soap, thereby displacing the use of domestic tallow and grease for this purpose. 

Coconut oil is not only competitive with tallow and grease, but is com- 
petitive also with soybean oil, corn oil, cottonseed oil, and all other major fats 
and oils produced in the United States. The repeal of the processing tax on 
coconut oil would benefit a few large soap manufacturers and importers at 
tremendous expense to American agriculture. 

The production of domestic fats and oils in recent years has been enormous 
and prices for these products have fallen drastically. Prices of domestic fats 
and oils will drop even more if the processing tax on coconut oil is repealed. 
Farmers will receive a lower price for their livestock or the price of meat 
will have to be increased. Approximately 70 pounds of tallow is recovered 
from each steer slaughtered in a modern packing plant. This product is now 
worth only 8 to 4 cents per pound, having dropped from a postwar high of 
27 cents per pound. 

It has been said that the removal of the tax would make it possible for the 
Philippines to send larger quantities of coconut oil into the United States to 
benefit their country. The world market is available to the Philippines. We 
doubt the wisdom of further depressing the fats and oils market in the United 
States by the removal of this tax. 

The repeal of the processing tax would be a severe blow to American farmers 
and the well-being of the several thousand businesses engaged in the production 
of American vegetble and animal fats and oils. Under these circumstances, we 
feel that it would be unjust to remove the processing tax on coconut oil. 

We hope the committee will recognize the need for continuing this tax. 

Respectfully yours, 
L. BLAINE IALJENQUIST 


STATEMENT BY GEORGE M, STRAYER, SECRETARY, AMERICAN SOYBEAN ASSOCIATION, 
Hupson, lowa, Re Topic 40 


The American Soybean Association represents growers and handlers of the 
soybean crop throughout the United States. Membership of this association 
is located in over 40 States, with the major concentration of membership in 
the States of Illinois, Iowa, Indiana, Ohio, Missouri, Arkansas, Minnesota, 
and Mississippi 

An estimated 700,000 producers of soybeans for the commercial market would 
be affected by removal of the 3-cent-per-pound processing tax on coconut oil. 
This association, in behalf of these producers of soybeans, is vigorously opposed 
to the removal of this excise tax, because of the disastrous effect it would 
have upon our national economy and upon every segment of the soybean and 
allied oilseed industries. 

The 38-cents-per-pound excise or processing tax on coconut oil was placed in 
effect at a time when the soybean industry in the United States was a mere 
infant. During the period of time in which this excise tax has been in effect 
the soybean industry of the United States has grown to a point where in 1951 
it brought a total of approximately $900 million of income to American farmers. 
For the first time in many decades the United States has become self-sufficient 
in fats and oils. During the war years we doubled and redoubled soybean 
production in a valiant effort to supply our own needs of fats and oils. Pre 
vious to World War II we had been dependent upon sources of supply which 
were located on the other side of the world. At Pearl Harbor those supplies 
were shut off, and we were forced into a position of producing our own fats 
and oils supplies. 

It is the contention of the American Soybean Association and its member- 
ship that so long as the present unsettled conditions remain in other portions 
of the world we in the United States cannot afford to place ourselves at the 
mercy of producers of fats and oils originating outside our own borders. 
Adequate domestically produced supplies of fats and oils are vital to our 
national defense. 

During this period when we are talking about breaking down the barriers 
to trade between nations of the world, the farmer is being forced to purchase 
his supplies from basic industries which have been built under a national policy 
in which tariff or subsidy have been an integral part. The excise tax on 
coconut oil is merely a measure designed to give the American farmer and 
oilseed producer a portion of the measure of protection from imports that nearly 
every American industrial commodity has had from its inception. 
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On the assumption that the 3-cents-per-pound processing tax on coconut oil 
would be continued, the soybean-processing industry of the United States has 
invested over $250 million in equipment for processing the soybean crop. That 
figure does not include the many millions invested in storage and handling 
facilities for soybeans. These soybean-processing plants are located througb- 
out the production areas of the United States, where transportation charges 
are held to a minimum, and where the soybean-oil meal is readily made avail- 
able for livestock feeding. Many of the soybean-processing plants have found 
it necessary to curtail their operations or discontinue them during the past 
year because prices being offered for soybean oil and meal would not pay 
operational costs. The soybean-processing industry is far from healthy now, 
and removal of the 3-cents-per-pound excise tax on coconut oil would greatly 
aggravate a situation which is already very bad. 

Our American standard of living and our way of life are predicated upon 
heavy livestock production. The milk, meat, and eggs which are so important 
in the American diet are dependent upon adequate supplies of protein. Soy- 
bean-oil meal is now the major source of protein in the United States. Recent 
developments in the usage of vitamin B—12 and antibiotics have opened up a 
wide new vista of economical livestock production through the use of soy- 
bean-oil meal, which contains the most complete and nearly balanced supply 
of the essential amino acids of any vegetable protein now in commercial 
production. 

Each bushel of soybeans contains about 10 pounds of soybean oil and about 
45 pounds of soybean-oil meal. Without adequate and profitable markets for 
soybean oil there will be no production of soybean-oil meal. Inadequate supplies 
of soybean-oil meal can mean oniy higher priced and inadequate supplies of 
milk, meat, and eggs. Continued high levels of livestock production are vital 
to the maintenance of our national economy and they can be continued only 
with adequate supplies of protein. 

It is reasonable to assume that removal of the 3-cents-per-pound processing 
tax on coconut oil] would mean sales of coconut oil at approximately 3 cents 
per pound less than at the present time. Because all fats and oils are more 
or less interchangeable in usage, it would also mean that soybean oil, cotton- 
seed oil, corn oil, peanut oil, and all the other edible fats and oils would 
be subjected to a similar price reduction. Three-cents-per-pound decline in 
the price of soybean oil would mean 30 cents per bushel less yield of end products 
from the processing of each bushel! of soybeans. 

With soybean-processing plants already closing down throughout the Nation 
in recent months because of the abnormally low prices at which soybean oil 
has been selling, it is probable that removal of the 3-cents-per-pound processing 
tax on coconut oil would deal a death blow to a good proportion of an industry 
which is already operating under extremely low price structures. 

It is our belief that the ultimate effect of removal of the 3-cent-per-pound 
processing or excise tax on coconut oil would be lower prices for soybeans, 
and 1953 crop soybeans are already selling at approximately $1 per bushel 
less than prices of 1 year ago. Removal of this processing or excise tax would 
mean reduced soybean acreage, and inadequate supplies of domestically pro- 
duced fats and oils in times of national emergency. It would also mean highly 
inadequate supplies of soybean-oil meal for the livestock-production programs 
to which we, as a nation, are committed. 

The producers of soybeans, represented by the American Soybean Associa- 
tion, are unalterably opposed to the removal of the 3-cent-per-pound excise 
or processing tax on coconut oil imported into the United States. We urge 
that the committee not take action which might lead to removal of this tax. 
We believe that the first interests of a free world is to keep America strong 
and self-sufficient. It cannot be done by destroying the American soybean 
industry, as would be done with the removal of the 3-cent-per-pound processing 
tax on coconut oil brought in from the cheap-labor areas of the world. 


STATEMENT OF POSITION OF THE AMERICAN SOYREAN ASSOCIATION ON THE 
CONTINUATION OF THE 3-CENT-PER-POUND PROCESSING TAX ON CoPpRA IMPORTED 
INTO THE UNITED STATES 


After giving due consideration to the importance of encouraging imports into 
the United States in order to increase exports as a general policy; and 

After giving due consideration to the fact that this processing tax is admit- 
tedly a burden upon those who use the coconut oil in soapmaking; 





GENERAL REVENUE REVISION 2377 


It remains the policy of the American Soybean Association that the association 
must continue to oppose the removal of this processing tax for the following 
principal reasons: 

1. Historically, stocks of coconut oil brought into this country for soapmaking 
have been diverted to edible uses and dumped upon the domestic market at 
critical times to the detriment of soybean producers. 

2. It remains the general belief among soybean growers that with the con- 
tinued high and increasing farm costs it is impossible for soybean growers 
to produce vegetable oil and meet the competition of coconut oil produced with 
heaper labor abroad. 

3. The price-support program for soybeans is not mandatory and at the dis- 
cretion of the Secretary may be entirely eliminated on the 1954 crop. Acres 
restricted for planting to wheat and possibly cotton and corn, under crop-pro- 
duction-control plans, can be diverted to soybeans—resulting in overproduction, 

hich can be ruinous to established soybean growers who would have no protec- 
tion whatsoever against such ruination. 

1. There is widespread fear among soybean growers that efforts to expand 
foreign trade may result in a situation whereby the expanded imports are in 
the form of competitive agricultural products and the greater share of the 
expanded exports will be in the form of industrially produced goods. 

Adopted at St. Louis, Mo., August 22, 1953.) 


—_—_ 


McNutt & NASH, 
New York, N. Y., August 8, 1958. 
Hon. DANTEL A. REED, 
Chairman, Committee on Ways and Means, 
House Office Building, Washington, D. C. 


Dear. Mr. CHAIRMAN: I am informed that the Committee on Ways and 
Means will conduct hearings this evening on H. R. 2915 and that portion of 
} R. 5 dealing with the same subject matter; namely, the amendment of 
ection 2470 (a) (1) and (2) of the Internal Revenue Code. I sincerely regret 
that I cannot be in Washington at that time to testify in person. I will deeply 
appreciate your making this letter a part of the record. 
rhis same question was before the committee during the 2d session of the 
82d Congress in the form of H. R. 6292. At the hearing on June 24, 1952, I 
testified in support of the bill. See the committee’s report of the hearing, pages 
104, 105, and 106. 

Everything I said at that time I repeat now without change. Events of the 
ast year have served to strengthen my convictions. I was in the Philippines 

April and May of this year and made a careful check of the economic situa- 
tion and especially the effects of the processing tax on coconut oil. 

It is my sincere belief that the enactment of H. R. 2915 will serve the best 
nterests of the United States and of the Philippines and I respectfully urge 
ie committee to report the bill out favorably. 

Sincerely yours, 


PAuUL V. McNovtrt. 


NATIONAL RENDERERS ASSOCIATION, 
Washington, D. C., August 10, 19538. 
Hon. Dante A. REED, 
Chairman, Ways and Means Committee, 
House of Representatives, Washington, D. C. 

DEAR MR.CHAIRMAN: Please find attached herewith a statement representing 
the views of the National Renderers Association with respect to the processing 
tax on coconut oil. 

We had not originally planned to present a statement in connection with the 
general tax revision hearings which your committee is currently holding, but 
inasmuch as several witnesses who have already testified at these hearings have 
suggested the repeal of the above-mentioned tax, we have now considered it 
desirable to file such a statement. 

Accordingly, will you kindly see that the attached document is officially made 
a part of the committee record and printed hearings of these proceedings 

We trust that interested parties will subsequently have full opportunity 
express their views regarding whatever recommendations may result from the 
current hearings. 

Very truly yours, 


4 


0 


B. WISE, Secretary-Treasurer. 
87746—53—pt. 415 
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STATEMENT OF THE VIEWS OF THE NATIONAL RENDERERS ASSOCIATION RELATING 
rO THE PROCESSING TAX ON CocoNUT OIL AS PRESENTED IN CONNECTION WITH 
GENERAL TAx REVISION HEARINGS 


The National Renderers Association is a nonprofit, unincorporated trade asso- 
ciation having national headquarters at 1424 K Street NW., Washington, D. © 


») 


The association is composed of approximately 225 mé¢ mber companies which 











are largely single, independently operated establishments primarily engaged in 
the production of approximately 1 billion pounds of inedible tallow and grease 
innually which is extracted from fat-bearing materials obtained from literally 
thousands of farms, ranches, feed lots, meatpacking establishments, wholesal 
slaughterhouse retall meat shops, and chair stores, hotels, restaurants, Govern 
ment and State institutions d agencies. Members of the association also pro 
duce anim proteins, commonly known in the trade ws meat scraps or tankage, 
and me plants also accumulate hides and skins in connection with their opera 
tions Inedible tallow and grease are principally used in the manufacture otf 
soap; meat scrap and tankage are extensively used in poultry and hog feeds; 
and the man es of leather goods are well known to everyone. Member plants 
ot the association will be found in all States of the United States except Montana 
Due to the perishable nature of the raw material used and products made, the 
operations of the indust are in most cases very closely supervised and regi 
lated by city, county, or State health authorities and it is now a general practice 
that members of the industry be bonded or otherwise licensed to assure diligent 
performance of this spe il type of assignment As a matter of fact, in the 
is where plants of this indus Vv are al eady n operation, it generally fo 
lows that the local health requirements prohibit removal of such materials by 
general refuse-d sposal pr cedures Moreover, were it not for the existence ol 
these plan local units of rvvernment would have to provide for collection and 
disposal of most materials used, at great additional expense to their taxpayers 
The National Renderers Association has always had an active interest in the 
cent processing tax on coconut oll In fact, its predecessor the Associatio 
f American Producers of Domestic Inedible Fats—was one of the original 
groups of domestic producers and processors of fats and oils which helped t 
SOC e enactment of tl tax in 1934 Ever since the latter date, we have opposed 
perio attempts to remove tl tax by one scheme or another 
The efforts to terminate the tax have taken a variety of forms For example, 
there have been special bills to repeal it, appropriate canceling amendments 





have been proposed to revenue bills from time to time, reciprocal trade agres 
ment negotiators have sought to tamper with it, but on the advice of constit 
tional lawyers have found they could not legally do so, and even a move w: 
made to secure its lapse in recent so-called customs simplification legislation 

Since on many of these occasions the matter has been the subject of public 
hearings before this committee, we sincerely feel that we should not burden 
present committee proceedings with repetitious statistics and statements 
Therefore, we would like to list here exact recent references where our view 
relating to the tax may be found within the committee’s records. The refei 
ences are as follows: 

(a) Public hearings before the Ways and Means Committee, House of 


Repre sentatives, 82d Congress, Ist session, on H. R. 1535 (customs s mpi 









fication legislation), commencing at page 525 
(>) Public hearings before the Ways and Means Committee, House of 
Representatives, 82d Congress, 2d session, on H. R. 6292, a bill to repeal the 
8 cents per pound processing tax on coconut oil, commencing at page 61 
If the above references are completely reviewed, there will be revealed ar 
extensive presentation and justification of the association’s position in opposi 
tion to repeal of this tax. Our position regarding the tax has not changed since 
the time these statements were made nor do we believe that any developments 
economic, technological, or political—which have occurred in the meanwhile 
have been such as to cause us to wish to withdraw any conclusions set forth 
therein 
In closing, we think it perhaps desirable to summarize the situation as follows: 
1. Throughout the nearly 20 years of its existence, the tax*unquestionably has 
served the original purposes for which it was intended—namely, to discourage 





unlimited imports into the United States of low-priced coconut oil which would 
compete with and displace domestically produced fats and oils, thereby creating 
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larger available supplies of the latter and weakening their prices according 
Domestic producers of fats and oils believe they are clearly entitled to a con 
tinuance of such insurance. 

2. Since 1946, when by law the revenues from this source have reverted to the 
United States Treasury instead of being remitted to the Philippine Government, 
the tax has yielded the United States Government an attractive annual income 


In view of the obviously great need by the Government for funds to carry out 
its many activities, continuance of the tax would be a natural procedure 


LARor, Brown & WINN, 
Washington, D. C., August 11, 195 


lax on Imported Coconut Oil—General Tax Revision Hearings 


Hon. DANIEL REED, 
Chairman, Ways and Means Committee, 
House of Repre sentatives, Washington, D. ¢ 


Drak Mr. CHAIRMAN: As counsel for the National Independent Meat Packers 
(Association, we request that the current record of hearings concerning general 
ax revisions show the opposition of our association, on behalf of its more than 
100 small and independent meat packers, to any reduction or removal of the 
long-established 3 cents per pound processing tax applicable to imported coco 

it oil 

Spokesmen for the National Independent Meat Packers Association have 

eviously appeared before your committee in opposition to any reduction in the 

onut oil processing tax, including an appearance at the public hearings before 
ir committee on H, R. 6292, 82d Congress, 2d session. It is unnecessary to 
epeat the facts there presented, but there has been no change in the competitive 
tuation or in the facts showing the harm which would result to American 
oducers of livestock and the related meat packing industry if the coconut oil 

ix were reduced. Coconut oil is directly competitive with tallow and lard, 

» of the most important products of the packing industry. The elimination or 
educion of this processing tax would be a real blow to domestic producers of 
ivestock, both cattle and hogs, as well as to domestic producers of soybeans, 

tonseed and peanuts. The oils derived from these products are all largely 

hangeable and competitive. The price level on tallow and grease have 
nee the war been at historically low levels and an increase in the imports of 
conut oil or lowering of the price on coconut oil will seriously depress the 
ready depressed prices being received by producers of tallow and lard and 

f the live animals from which they are derived. 

Your committee has on a number of occasions considered various proposals to 

minate or reduce coconut oil tax and has uniformly concluded that no change 
ld be made. It is respectfully submitted that the facts being the same 
oday as they have been for several years there is now no justification for any 
change in this tax. 

Yours very truly, 


ol 


ARTHUR L. WINN, Jr. 


Mr. Srvpson. Are there any questions ? 

If not, we will give consideration to your request in due course. 

(The following material was submitted to the committee by the 
Department of State :) 


APRIL 28, 1953. 
The Honorable DANIEL A. REED, 
Chairman, Ways and Means Committee, 
House of Representatives. 

My Dear Mr. Reep: The Belgian Government has expressed to the Depart 
ment of State its interest in legislation affecting processing taxes on coconut oil, 
palm oil and palm, kernel oil now levied under section 2470 (a) (1) of the 
Internal Revenue Code. The Belgian Government has stated, first, that it is 
interested in a bill pending before the Ways and Means Committee, H. R. 2915, 
which would eliminate the processing tax on coconut oil, and, second, in view 
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of the importance to the Belgian Congo of the palm oil industry, would be even 
more interested in legislation to eliminate the 3 cents per pound processing tax 
on palm oil and palm-kernel oil. 

The Department of State transmits for the information of the committee a 
copy of a memorandum given to the Department by the Belgian Embassy on this 
subject. 

Sincerely yours, 
THrustToN B. Morton, 
Assistant Secretary 
For the Secretary of State). 
Enclosures: Copy of a memorandum from the Belgian Embassy. 


AMBASSADE DE BELGIQUE 


WASHINGTON, March 27, 1953. 
No. 2655 
THE DEPARTMENT OF STATE, 
Washi? gton, nD G2 


Legislation is now pending before the House Ways and Means Committee (H. 
R. 2915) which would eliminate the processing tax on coconut oil under section 
2470 (a) (1) of the Internal Revenue Code. It may be reminded that Belgium 
is interested in this proposed legislation, and would be even more interested in an 
amendment or in a new bill eliminating the processing tax of 3 cents per pound 
levied on palm oil and palm-kernel oil under the same section of the code. 

Expressed or extracted palm oil and palm-kernel oil are on the free list of the 
Tariff Act of 1930 (19 U. 8. C. sec. 1201, par. 1732) and hence are not subject to 
customs duty. The same is true of palm nuts and kernels (19 U.S. C. sec. 1201, 
par. 17270). However, the present tax, which is a tax on the first domestic 
processing, has the effect of an import tax or customs duty since all palm oils are 
imported and, at the prevailing rate of 3 cents per pound, the processing tax on 
palm oil is equivalent, at least, to an ad valorem duty of 25 percent on the cur- 
rent market price f. 0. b. New York. 

Both palm oil and palm-kerne!l oil are produced from materials which are not 
grown in the United States. Palm oil is produced from the pulp of the fruit 
from the Elaeis palm tree; palm-kernel oil is produced from the kernel of the 
same fruit. Thus, the tax on the first processing of these oils is, in fact, levied 
only on the exports of foreign countries to the United States. 

The economy of Belgian Congo is in a large measure dependent on the palm 
oil industry. Its importance is shown by the fact that more than 350,000 acres 
are devoted to natural or cultivated palm tree plantations. The livelihood of a 
substantial proportion of the native population depends on employment in culti- 


vating the palm tree and harvesting the fruit, in plants producing the oil, and in 
the distribution and transportation of palm oil products. Exports of palm oil, 
palm-kernel, and palm-kernel oil consitute a significant percentage of all Belgian 
Congo exports and the processing tax on palm oil and palm-kernel oil is an in- 
surmountable obstacle to such exports to the United States. 


Palm oil is an essential import of the United States. It is used in the manu- 
facture of certain iron and steel products, such as tinplate, where it has no ade- 
quate substitute. As a result, palm oil is on the list of United States strategic 
and critical materials and is stockpiled. It was also used extensively in the 
manufacture of soap products, but the imposition of the processing tax in May 
1934 precluded almost all its uses except in the manufacture of iron and steel 
products, which were exempted from the processing tax by congressional legis- 
lation in 1938. Most important of all palm oil and palm-kernei oil are now used 
only in negligible quantities in the soap industry. 

The processing tax on coconut oil, palm oil, and palm-kernel oil was first 
enacted at a time when circumstances differed greatly from now. In those days. 
the Department of Agriculture under the AAA program was attempting to alle- 
viate the serious depression in the markets for agricultural and related com- 
modities. In order to reduce large surpluses of fats and oils of all kinds and 
thus raise prices, the Secretary of Agriculture instituted a system of production 
controls accompanied by payments to those producers who cooperated in the 
program. The payments were financed in part by processing taxes on the various 
commodities involved. It was considered that the success of domestic produc- 
tion controls in reducing surpluses and rising prices would be jeopardized unless 
imports were also limited or curtailed. Moreover, it was suggested in congres- 
sional debates that the processing tax on imported oils would be appropriate in 
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view of the fact that the processing of domestic products was already subject 
to tax under the AAA program. Accordingly, in 1984, Congress levied a process- 
ing tax on various imported oils, including palm oil and palm-kernel oil. 

The circumstances giving rise to the enactment of the processing tax on palm 
oils no longer exist. The processing taxes originally imposed under the AAA 
program were held unconstitutional by the United States Supreme Court in the 
case United States v. Butler (297 U. S. 1 (1936)). The extreme depression in 
the domestic fats and oils industry has long since disappeared. Production 
and consumption are at high levels. In 1952, domestic consumption of domestic 
tallow and grease alone was over five times as large as the total production 
of palm oils in the Belgian Congo. 

Moreover, the United States is a net exporter of domestically produced fats 
and oils, substantial amounts of which are purchased by Belgium.’ In the world 
market, these exports compete with palm and palm-kernel oils from the Belgian 
Congo and other sources. One of the effects of the United States processing tax 
of 3 cents per pound has been to depress the world price of palm oils. This, in 
turn, has depressed the prices which United States producers are able to obtain 
for domestic oils exported to foreign markets. 

Removal of the processing tax on palm oil and palm-kernel oil would seem 
to be a particularly appropriate step in carrying out the economic objectives 
of American foreign policy, namely, to raise the standard of living and produc 
tivity of the free world by encouraging the development of natural resources in 
inderdeveloped areas, and increasing trade, and to stimulate the production of 
vital raw materials necessary for defense and economic development. 

In summary: 

(a) Palm oil and palm-kernel oil are not produced in the United States and 
are important for the latter’s economy. 

(b) Exports of these oils to the United States are of critical importance to 
the economy of several areas, including Belgian Congo. 

(c) It would be in furtherance of established United States foreign policy 
to eliminate the processing tax on these imported oils in order to increase the 
dollar earnings of such areas. 

(d) The reasons for the imposition of processing taxes on imported oils under 
the Revenue Act of 1934 no longer exist. 

(ce) Removal of the processing tax would have no significantly adverse effects 
on domestic production of fats and oils. 


TABLE I.—United States exports of fats and oils to Belgium, 1950-51 








1950 1951 | 1950 1951 
Quantity Pounds 

O oil 2, 580, 878 | 3, 496, 978 $396, 050 $6: 

Lard 2, 227, 663 4, 189, 323 278, 190 R2¢ 

Tallow | 62,917, 589 48, 795, 252 4, 485, 640 7,017 
( va butter | 2, 209, 470 | 1, 368, 147 | 1, 270. 161 905, 25 

Fatty acids | 20, 179, 052 | 7, 974, 9O1 | 2, 192, 08 1, 05 
Peanut oil | 19,573,358 | 11,748,155 | 2, 862, 488 3, 799, 571 
Linseed oil 2, 832, 991 | 1, 020, 234 | 398, 725 155, 546 
Soybean oil | 6, 555, 415 11, 615, 394 | 921, 858 1, 893, 067 
Other fats and oils 9, 981, 845 213, 101, 441 1, 100, 700 1, 697, 473 
ree vhwie : -.-------| 119, 958,261 | 103, 309, 825 13, 905, 987 17, 976, 857 


2 Mostly inedible animal greases and fats: 11,589,234 pounds, $1,370,215. Balance includes essential oils, 
wool greases, miscellaneous fish oils, etc. 


May 26, 1953. 
The Honorable Danret A. REED, 
Chairman, Ways and Means Committee, 
House of Representatives, Washington, D. C. 


My Dear Mr. Reed: The Indonesian Government has expressed to the Depart- 
ment of State its interest in legislation affecting processing taxes on coconut oil 
now levied under section 2470 (A) (1) of the Internal Revenue Code. The 
Indonesian Government has stated that it is interested first in bills pending before 
the Ways and Means Committee, H. R. 5 and H. R. 2915, which would eliminate 





1 See attached table: “United States exports of fats and oils to Belgium, 1950-51.” 
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the 3-cent processing tax on coconut oil and second in action which might be 
taken to amend the proposed tax legislation to include palm oil and palm-kernel 
oil. 

The Department of State transmits for the information of the committee a 
copy of the note given to the Department by the Indonesian Embassy on this 
subject. 

Sincerely yours, 
THRUSTON B. Morton, 
Assistant Secretary 
(For the Acting Secretary of State). 


The Ambassador of the Republic of Indonesia presents his compliments to the 
Honorable, the Secretary of State, and has the honor to refer to H. R. 5 and 
H. R. 2915, introduced to the House of Representatives on January 3 and Febru- 
ary 12, 1953, respectively. The former bill, introduced by Representative Dingell, 
of Michigan, has as its purpose the repeal or reduction of a number of excise and 
other taxes, including the processing tax on coconut oil. The latter bill, which 
was introduced by Representative Allen of California, concerns only the repeal 
of the processing tax on coconut oil. 

It is the understanding of the Government of the Republic of Indonesia that 
the tax repeal proposed in both of these bills refers to the $0.03 per pound 
processing tax on coconut oil, whereas the additional $0.02 per pound processing 
tax on coconut oil of non-Philippine origin is maintained. 

In connection with these bills, the Government of the Republic of Indonesia 
thinks it of importance to point out to the Government of the United States of 
America, Indonesia’s interest in this legislation and, furthermore, to express 
the hope that these bills will be amended to include palm oil and palm kernel oil. 








COPRA, COCONUT OIL 


In prewar years (1936-41) Indonesia had an export surplus of copra of 430,000 
tons annually. According to the value of its export products, copra was third 
in importance. 


\t the present time, copra again ranks third among Indonesia’s export products. 
Ir .$51 Indonesia’s copra exports totalled approximately 465,000 tons at a value 
equivalent to $121,053,000, against a total export value equivalent to $1,1S0,- 
000,000 In 1952 the exported volume of copra was 343,000 tons, with a value 
equivalent to $47,000,000, against a total export value equivalent to $803,000,000. 
This decline in exports is, as hoped, of a temporary nature only. 

the Ambassador of the Republi f Indonesia is aware that a repeal of the 


$0.03 per pound processing tax is not likely to result in the purchase of Indonesian 
copra by the United States of America since the Philippine product is protected 
by a preferential processing tax of $0.02 per pound on coconut oil of all other 
origins Phe repeal of this $0.08 per pound tax, however, can be expected to 
favorably affect the world price of copra and coconut oil (see further in this note 
verbale) If calculated over the entire Indonesian copra production, each in- 
crease of $0.01 per pound in the price of coconut oil (about equal to a $0.006 price 
increase for copra) means a rise in the annual income of Indonesian copra 
growers or farmers of an amount approximately equivalent to $10 million. If 
calculated over that part of the Indonesian production which is exported, it means 
a rise in foreign exchange income equivalent to approximately $6 million. 

An increase in proceeds from copra will thus be extremely beneficial to: 





Firstly, the population of large areas of Indonesia which is mainly, or to a 
conside je extent, dependent on the cultivation of copra. Copra in Indonesia 
is almost entirely grown on small holdings by farmers; estate production is 


insignificant. Roughly 8 million people in Indonesia are wholly or partly 
depends nt on the cultivation of copra for their livelihood. Greater prosperity 


the copra growing regions will assist considerably toward their political, 
econom 1 soc il stal 
Secondly } oY ge position of Indonesia, thus’ strengthening the 





( r) i proved foreign exchange position will: (1) Bene- 
fit the country’s standard of living—due to larger imports; (2) reduce its living 
costs—and, consequently, its production costs, thus stimulating exports; and (3) 


benefit the producti of the country if more capital goods are acquired. 
As mentioned before, a tax repeal would not enable Indonesia to sell its copra 
to the United States of America, due to the existence of a $0.02 per pound pref- 
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erential tax in favor of the Philippine product. Since this preferential situation 
is expected to terminate in 1974, Indonesian copra will only be able to enter the 
United States of America on an equal basis with the Philippines product 21 years 
trom now. 

PALM OIL, PALM KERNEL OIL 


In prewar years (1936-41) Indonesia exported about 200,000 tons of palm oil 
annually. Palm oil ranked fifth in importance among Indonesia’s export prod- 
ts. Owing to the years of the Japanese occupation and the strife whichb 
followed, the production of palm oil, an estate product, suffered a severe blow. 
Production, however, has been recovering steadily and in 1952 had reached a 
vel of 145,000 tons which is 70 percent of its prewar volume. Exports in that 
year totalled about 121,000 tons at an export value equivalent to $26 million. 
Other than limited amounts for stockpile purposes and for the steel and tin 
plate industry (no tax is levied on palm oil used in these industries), very little 
f this postwar production has been exported to the United States of America. 
It is anticipated that soon the Indonesian palm oil industry will have completely 
recovered Indonesian producers must, therefore, look for market expansion 
nda repeal of the processing tax would facilitate the return of Indonesia’s palin 
oil to the United States of America market. 

In the event of repeal of the United States of America processing tax, the 
eventual increase in proceeds from palm oil exports would prove extremely 
benetlicial to 

(a) The 38 estates in Indonesia which are now producing palm oil and 
to the laborers working on these estates and in their factories; a larger in- 
come for these enterprises will be reflected in the prosperity of their workers, 

(b) Indonesia’s foreign exchange position. All the beneficial effects re 
sulting from increased foreign exchange receipts as enumerated under the 
second point on page 3 can be attained if prices of palm oil rise. Moreover, 
an increase in the dollar earnings of Indonesian palm oil, due to an increase 
n the volume exported to the United States of America, will reflect favorably 
on the flow of exports from the United States of America to Indonesia. 

Prewar (1936-41) total exports of palm kernels totaled 34,000 tons annually. 
The total export in 1952 was approximately 38,000 tons, to a value equivalent to 
approximately $4,400,000. 

The foregoing pages have explained the importance to Indonesia of an improve- 
ment in the market for copra, palm oil, and palm kernel oil as a result of an 
elimination of United States of America processing taxes on these materials. 

The following pages will show not only that the alleged reasons for the im- 
position of these taxes are not tenable or no longer exist, but also that such taxes 
ave merely resulted in loss and damage to fat and oil producers both within 

d outside the United States of America; and, moreover, that the abolition of 
the tax is likely to boost world markets for all fats and oils. 

The processing tax on foreign oils had been imposed in order to eliminate 
what was considered an inequity between certain domestic farms products and 
imported fats and oils. In 1933 the United States of America Government sub- 
jected the former group to such taxes, the latter remaining exempted. In 1934 
this situation changed when processing taxes were also imposed on certain im- 
ported oils and oil-bearing materials. In 1936 the levies on the domestic product 
were abolished as they had been declared unconstitutional by the United States 
of America Supreme Court. On the imported products, however, these taxes 
remained in effect. 

It is the understanding of the Indonesian Government that the advocates of 
these taxes anticipated that the taxes on foreign oils would accomplish two 
things: i. e., that they would severely reduce the competition of foreign oils in 
the domestic market and, that they would advance the price of the domestic 
product by approximately the amount of the tax. 

However, the advocates of these taxes were disappointed in both respects, 
The United States of America in the midthirties was a considerable net importer 
of fats and oils and no processing tax legislation was able to prevent the influx 
of foreign fats and oils which was necessary to make up the deficit. As to the 
price rise, hopes also vanished when it became clear that the market for the 
domestic product eventually fell instead, whereas also production was seriously 
harmed. The reason for this was the following: 

Due to the importance of the United States of America as a market for copra, 
palm oil, ete., the world market for these oils declined as a result of the imposition 
of the United States of America tax by an amount approximately equivalent to it. 


( 
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Although the United States of America at that time was a net importer of fats 
and oils, it had considerable export surpluses of certain of these commodities. 
Its lard exports in 1919, for instance, were two-thirds of its factory production, 
whereas in the years immediately preceding the depression they were 40 to 50 
percent of the United States of America output. Also, a very important part of 
the cottonseed oil production was being sold abroad. These exported commodi- 
ties had to compete with fats and oils of other origins, the price of which had 
been forced down due to the imposition of United States of America processing 
taxes. The effect was that the United States of America, unable to meet such 
competition, lost the greater part of its export markets for these fats and oils.’ 
Production excesses, caused by such market loss, had a most depressing effect on 
the domestic price level. Prices declined seriously and production had to be 
curtailed in an effort to remedy the situation, thereby severely harming the 
interests of the American farmer. 

Therefore, the effect of this tax legislation was completely the reverse of that 
which had been anticipated by its advocates. In fact, these measures became 
a complete failure, injuring all fats and oils producers, inside as well as outside 
the United States of America 

Due to world-wide shortages during and subsequent to World War II, which 
shortages created very high prices, thus increasing United States of America pro- 
duction, the United States of America became a very important net exporter 
of fats and oils. By maintaining these taxes and thus depressing world prices, 
the United States of America is doing considerable harm also to its own export 
interests, as world supply begins to equal world demand. Paul E. Quintus, an 
official of the United States Department of Agriculture, who recently visited 
Europe to study United States of America fats and oils interests in those mar- 
kets, gave another example thereof (ref. press release U. S. Department of Agri- 
culture, July 16, 1953): The United States of America, by maintaining a proc- 
essing tax on copra and thus making soap less competitive vis-a-vis detergents, 
is forcing greater quantities of United States of America inedible tallow to find 
their way into the European soap kettle, thereby replacing palm oil. Thus palm 
oil is presently forced into edible channels, taking the place of various American 
ols 

Moreover, the trade barriers created by these taxes may induce other countries 
to take similar action against American products. Would it not be preferable, 
therefore, to leave both trades unhampered, i. e., the flow of American fats and 
oils to other countries and the flow of foreign fats and oils to America? 

As to the latter, competition between foreign and domestic fats and oils has 
become largely theoretical. Moreover, the imported oils have various charac- 
teristics which are not found in the American product. It, therefore, does not 
seem proper to deprive the United States of America manufacturer to a com- 
ponent which makes his finished article better liked or superior, especially so 
when United States of America fats and oils do not benefit by the maintenance 
of these taxes 

It was the Representative from Arkansas, the principal cottonseed-growing 
State, who, during the Slst session of Congress, submitted the processing tax 
repeal motion, when H. R. 5505 was before the House Ways and Means Com- 
mittee. This seems to indicate that the domestic oil interests no longer fear 
competition from foreign oils on the domestic market, and even have reason to 
support the abolition of such taxes. 

Maintaining these processing taxes seems all the more inconsistent when it 
is considered that babassu oil, a product of Brazil, which is equally as competi- 
tive as Indonesia’s aforementioned oils, has been bound in various United States 
trade agreements (lately by the GATT, Geneva, 1947) on the duty and tax-free 
list. Moreover, through its point 4 program for Brazil, the United States of 
America is engaged at present in actually promoting the production of babassu 
oil in that country. Therefore, not only has the United States of America, 
through its tariff and tax bindings of Brazilian babassu, taken strongly dis- 
criminatory action against countries producing similar oils, but also the United 
States of America apparently does not fear competition from this oil, which is 
as competitive with United States of America products, as the Indonesian oils. 
It is the feeling of the Government of the Republic of Indonesia that such dis- 
crimination should be removed by repeal of the processing tax. 





1The exported percentage of United States lard production fell from 41 percent in 1930 
and 33 percent in 1933, to 12 percent in 1935; this fact becomes of even more serious con- 
sequence if one considers that United States of America production dropped from 1,750 
million nonnds in 1922 to T7R millon nonvds in 1°°h,. Cottonseed oil exports dropped from 


56 million pounds in 1932 to 8 million pounds in 1936. 
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Furthermore, there seems to be a certain amount of inconsistency in the fact 
that the United States of America is engaged in various foreign aid programs 
to assist in improving the economy of countries such as Indonesia, whereas, 
imultaneously, it is maintaining measures which reduce the income of such 
ountries and diminish their foreign exchange earning capacity, thereby more 
than negating the favorable effects of such aid programs. 

In addition, if the United States of America is to maintain or expand its 
present level of exports, it should allow other nations to earn more dollars (part 
of these exports are at present financed by various United States of America 

nd programs which may be reduced, possibly in the near future). Therefore, it 
is important to United States of America export interests that the flow of goods 
to the United Sates of America is promoted and that countries which sell to the 
United States of America are not unnecessarily deprived of access to that market. 
The expanding United States of America economy will become increasingly de- 
pendent on foreign markets for its products, and it therefore seems to the ad- 
vantage of the United States of America to bolster the economy (and conse- 
quently the purchasing power) of such foreign countries; closing United States 

f America markets to foreign countries will adversely affect the accomplish- 
ment of such goal. 

For the reasons stated above, the Republic of Indonesia is deeply interested in 
favorable action by the Congress of the United States of America with respect 
to the repeal of the processing taxes on coconut oil, palm oil, and palm-kernel oil, 

Washington, D. C., April 17, 1953. 


The Ambassador of the Philippines presents his compliments to His Excel- 
lency the Secretary of State and has the honor to refer to bill, H. R. 5, intro- 
duced by Representative John D. Dingell, of Michigan, in the House of Repre- 
sentatives on January 3, 1953. The bill, entitled “Excise Tax Reduction Act of 
1953,” seeks to reduce excise taxes, specifically amending section 2470 (a) (1) 
and (2) of the Internal Revenue Code. 

The Philippine Government is primarily interested in section 10 of this pro- 
posed legislation which would remove the 3-cent processing tax on coconut oil. 
This section provides as follows: 

Sec. 10. Coconut OIL. 

“(a) RemMovaLt From Tax.—Section 2470 (a) (1) (relating to rate of tax on 
first domestic processing of certain vegetable oils) is amended by striking out 
‘coconut oil,’. 

“(b) TecHNICAL AMENDMENTS.—Section 2470 (a) (2) (relating to additional 
rate on coconut oil) is amended (1) by striking out ‘Additional rate’ in the 
heading and inserting in lieu thereof ‘Rate,’ (2) by striking out ‘(in addition 
to the tax imposed by the preceding paragraph)’ in the first sentence, and (3) 
by striking out ‘additional’ each place it appears in the second sentence. 

“(c) Errective Date.—The amendments made by subsections (a) and (b) 
shall apply only with respect to periods beginning on or after the rate reduction 
date.” 

The Philippine Government strongly endorses the approval of section 10 
quoted above for the reasons embodied in the Ambasador’s note to His Excel- 
lency dated March 9, 1953, concerning H. R. 2915. A copy of the Ambassador's 
note is enclosed for the ready reference of His Excellency. 

On behalf of his Government, the Ambasador solicits the support of His Ex- 
cellency for this legislation insofar as it affects the Philippines, and requests that 
the views of the Philippine Government on this matter be presented at the 
proper time to the appropriate committees of Congress, and other agencies of 
the United States Government concerned, for their favorable consideration. 

Embassy of the Philippines, Washington, D. C. March 17, 1953. 

Enclosures: As stated. 


EMBASSY OF THE PHILIPPINES, 
Washington, March 9, 1953. 
His Excellency JOHN Foster DULLES, 
Secretary of State. 

EXcreLLENCY : I have the honor to refer to bill, H. R. 2915, introduced by Repre- 
sentative John J. Allen, of California, in the House of Representatives on Febra- 
ary 12, 1953, which is entirely identical to the bill, H. R. 6292, introduced last 
session of the United States Congress, on which a hearing was held before the 
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Committee on Ways and Means of the House of Representatives. H. R. 2915 
seeks “to amend certain sections of chapter 21 of the Internal Revenue Code, 
and for other purposes,” specifically amending section 2470 (a) (1) and (2) of 
the Internal Revenue Code 


The Philippine Government is particularly 


interested in the proposed amend- 
ment to section 2470 (a) of the Internal 


Revenue Code. Under subparagraph 
(1) thereof the 5-cent tax on coconut oil from all sources would be reduced to 
2 cents per pound, eliminating thereby the 3-cent tax applicable to Philippine 
and foreign coconut oil processed in the United States. Subparagraph (2) 
would maintain the present exemption from the additional tax of 2 cents on the 
processing of coconut oil if it “(A) is wholly the production of the Philippine 
Islands or any possession of the United States, or (B) was produced wholly 
from materials the growth or production of the Philippine Islands or any pos- 
session of the United States, or (CC) was brought into the United States on or 
before June 9, 1934, or produced from materials brought into the United States 
on or before June 9, 1934, or (D) was purchased under a bona fide contract 


entered into prior to April 26, 1934, or produced from materials purchased under 


a bona fide contract entered into prior to April 26, 1934.” This is in conformity 
with tion 505 of the Philippine Trade Act of 1946 (Publie Law 371—79th 


ss.), which terminates the tax after July 3, 197 
As Your Excellency well knows, the Philippine 


Government has for the past 


19 y rs consistently petitioned the United States Government for the elimina- 
tion of the 3-ce processin tax on Ph iy pine coconnt oil because of the hard 
ships the tax has caused the 6 llion Philippine 


coconut growers and laborer 
oconut industry for their livelihood 


h 


and their families, who depend upon the « 
The importance of the coconut industry to the economy of the Philippines can 

lv ¢ ‘eference to trade figures. Prior to World War lI, 
Philippine exports of coconut products, coconut oil, copra, desiccated coconn 
and copra meal represented over 25 percent of the total value of Philippine 
exports and ranked second in value to sugar among Philippine export products 


Sir liberation and throughout the postwar vears, coconut products have become 
the No. 1 item among Philippine exports, constituting from 32 percent for the 
6-month period in 1952 to 74 percent in 1947 of the total value of Philippine 
export products, as will be noted from the following trade statistics: 
TABLE | Value of Philippine exports of coconut products compared with total 
erports 
T f } 
| | 
Total value} | . ee E 
lof Philip- | \ r | Value of slue of Valne of {Total value} Percent 
Year : ; i . nut | de ited nore , , | of coconut total 

| . ‘ ut} | copra , products exports 

i | 

| | 
47 { ( 21 195. 8 "4 
1948 8 ‘ 28.7 207 6 
19 x RQ. ¢ ~ 19. 4 9 120. 4 iH 
- 4 ‘ 24. ( 1 185 56 
19 4 24.7 14 196 47 
195 7 7.9 3. 2.7 54. 0 32 


T 


16 months, January-June 


The coconut industry has thus provided the Filipino people with the needed 
dollar exchange, following liberation and in succeeding years, when the country 
incurred yearly unfavorable trade balances because of the 
the production of other ba 


slow recovery in 
sic export products, such as sugar, abaca, tobacco, 
and minerals. The dollar resources derived from coconut products enabled 
the Philippines, in large measure, to pay for its imports. Approximately 70 
to 8O percent of these imports came from the United States and consisted of 
lour, rice, and other foodstuffs, and clothing, 
ment that were urgently needed 


and in the 


fertilizers, machinery, and equip- 
n the physical rehabilitation-of the population 
restoration of their homes, industries, and normal pursuits. 

It will also be noted from the following data that the record production and 
exportation of copra and coconut oil were achieved in 1947 and 1948, when the 
world shortage of fats and oils following the war was at its worst and ata 
time when the price of copra was at its peak in the postwar period. 
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TABLE 2.—Philippine copra and coconut oil exports* 


{In 1,000 metric tons] 


Copra Coconut oil 
Prewar average = 
Toall | To United! percent Toall | To United] percent 
countrie¢ State cou rie 

1935 , 104. 6 210.0 6Y 164. ( 158 Ut 
1947 1. OO8. 4 R68 18.1 12 of 
148 87.0 533 8 7 6 44 
1949 oN t55 ® 67 61.3 49.7 81 
) 698 446.0 64 71.4 64. 6 90 
512 760.0 576. 4 49. § 77.1 4 54 
192 651.7 289. 2 44.4 9.4 5.9 70.4 


lippine Bureau of Census 
Department of Agriculture 


Che Philippines is the world’s biggest producer of coconut products, and the 


ig figures clearly show that, giving the incentive of a reasonable return, 
Philippine coconut growers could increase their production, as they did produce 
ites and the rest 
Che foregoing figures further demonstrate that the percentage of Philippine 
exports of copra and coconut oil destined for the United States decreased from 
69 and 96 percent, respectively, in the prewar years of 1935-39, to 44.4 and 70.4 


1947 twice their prewar production, and meet the requirements of the | ited 
of the world 





percent, respectively, in 1952 his is an indication of the diminishing demand 
opra and coconut oil in the United States due to (1) increasing competition 
of synthetic detergents and (2) lower prices paid to producers of copra in the 
P] Lppine 
With respect to the competition of synthetic detergents, it is significant that 
Ww e the consumption of soap per person in the United States averaged oO 
pounds in 1947 and that of synthetic detergents only 3 pounds in that year, soap 
consumption in this country decreased to 18 pounds per person in 152, while 
hat of svnthetie detergents increased to 10 pounds per person in the same year. 
rhe effect of the displacement of soaps by synthetic detergents on the consump 
tion of coconut oil in the soap factories in the United States is shown in the 


following table: 


TABLE 3.—Factory consumption of coconut oil in soaps 


5 Tot } 
r i ‘ 
661. 000 18.5 
4 om 19.0 
19 9 2 (XK 4 ) | 
1,8 JL 2 t 15. 4 
g ‘ 2 13.7 
1 94, O00 19 2 12.4 
442, 000 2 } 14.1 


The price of coconut oil during the first three quarters of 1952 was somewhat 
lower than in prior postwar years. This resulted in the percentage of coconut 
oil as relates to oils and fats used in soap being increased in the calendar year 
1952 as compared to 1951. This demonstrates that any lowering of the price of 
coconut oil as a result of the removal of the 3-cent tax would mean a larger 
consumption of coconut oil in soapmaking. 

he 3-cent tax on coconut oil has weakened the competitive position of coconut 
oil vis-a-vis synthetic detergents, and has imposed hardships upon Philippine 
copra producers on account of the lower prices they receive for their product. 
Had there been no imposition of the 3-cent tax on coconut oil, Philippine coconut 
growers would have benefited by a reasonably higher price for their copra and 
coconut oil, and at the same time the demand for these products would have 
increased in the United States, since Philippine copra and coconut oil could have 
been offered to soap and industrial users in this country at relatively lower 
prices. 
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While the above figures (table 2) show that the quantities of copra and coconut 
oil exported to the United States were greater in the 2 years of 1950 and 1951 
than those of the previous years of 1948 and 1949, the quantities of copra and 
coconut oil actually consumed in the United States were less, indicating the 
extensive stockpiling of this material since the outbreak of the Korean war. For 
instance, during the calendar year 1950, the imports of copra and coconut oil 
amounted to 726 million pounds in terms of oil, but the “domestic disappearance” 
for that year totaled only 537 million pounds, so some 189 million pounds must 
have gone to defense stockpiling. 

At the time the 3-cent processing tax was levied upon Philippine coconut oil 
in 1934, this country and the rest of the world were suffering from a serious de- 
pression, with the index of wholesale prices in the United States at around 75 
percent of the 1926 basic level. At that time and during the preceding years, a 
large portion of the coconut oil imported into this country went into edible uses, 
particularly in the manufacture of margarine in combination with other oils 
imported and/or produced in the United States. As the following data show, of 
the total quantities of various types of oils utilized in the manufacture of oleo- 
margarine in the 5-year period 1930-34, coconut oil constituted from 62 to 75 
percent: 

TABLE 4.—Coconut oil used in oleomargarine, 1930-34? 


[In thousands of pounds] 


| | 
| 

Total oils | Coconut oil Percent of 

and fats used used total oils 


185, 066 | 
155, 954 
127, 967 
134, 

140, 083 


urce: Annual] Report of Commissioner of Interna] Revenue. 


During World War II, however, the War Food Administration prohibited the 
use of coconut oil in the manufacture of oleomargarine. During this period, 
oleomargarine manufacturers in the United States found new manufacturing 
techniques, whereby the use of coconut oil could be dispensed with, with the 
result that since the fiscal year 1947 the small quantity of coconut oil still used 
has gradually been reduced to nothing, as the following figures show: 


Tape 5.— Coconut oil used in oleomargarine, 1942-51° 


thousand f pounds] 


Percent of 
total oil 


8 
r¢ None 
me | None 
None None 
me None 
150 | 
9? 


689, 7 890 a 


711 ) None None 
847, None None 
1, 034, None | None 


Annual Report of Commissioner of Internal Revenue; 1952 figures from Bureau of the Census, 
irtment of Commerce. 


Coconut oil, therefore, is completely eliminated from the only field of usage in 
which it offered in the past any appreciable competition to oils and fats produced 
by American farmers. Today, the use of coconut oil for edible purposes is 
principally in the baking and confectionery industries, where it is employed for 
purposes for which domestic oils and fats cannot serve as substitutes. Such 
grounds as might have been valid in 1934 for the claim that coconut oil was 
competing with domestic oils and fats have lost their cogency, and if the 3-cent 
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processing tax ever served a protective purpose in the past, such a purpose does 
not exist today. Its practical effect is to impose a heavy burden upon the most 
important industry of the Philippines, thereby impairing the national economy 
at a time when the country is exerting its utmost to ameliorate conditions in the 
face of armed Communist dissidence. The continued imposition of that burden 
served to deter consumers in this country from expanding the use of coconut 
oil in the industrial field, where it is an indispensable material. 

It is likewise worthy of note that while the United States was a net importer 
of fats and oils in 1934, it has, for the past 5 years, been a net exporter of these 
commodities. The United States, for instance, exported in 1951 a total of 2,485 
million pounds and imported 1,205 million pounds, or a net credit balance of 
1,280 million pounds. In 1952, United States exports aggregated 2,206 million 
pounds, and its imports amounted to 974 million pounds, or a net credit balance 
of 1,322 million pounds. The following figures taken from the official reports of 
the United States Department of Agriculture show the change in the position of 
the United States from that of a net importer to that of a net exporter, leading 
all the countries of the world as producer and exporter of fats and oils: 


TABLE 6.—United States imports and exports of fats and oils* 


lions of pour 


1, 280 
1, 322 


Bureau of Agricultural Economics, epartment of Agriculture 


With the United States present position as a world’s supplier of fats and oils, 
protection for domestic producers of these products, through the imposition of 
the 3-cent tax on coconut oil, has become unnecessary, especially when one con- 
siders the fact that coconut oil is almost exclusively used in fields such as the 
manufacture of soap, where domestic fats and oils are not in direct competi 
tion with coconut oil but are complementary to its use. On the other hand, 
further imposition of the tax is affecting seriously the soap industry in this 
country, Which is facing increasing competition from synthetic detergents 

In this connection, may I take this opportunity to invite the attention of 
Your Excellency to an obvious discrimination against Philippine coconut oil. 
I refer to the fact that babassu oil from Brazil, which has the same characteris- 
tics and uses as coconut oil, is not subject to excise tax, in accordance with the 
Brazilian Reciprocal Trade Agreement. Because of this special preference 
enjoyed by babassu oil, its use in the manufacture of soap and other indus- 
trial fields has been increasing, and I am informed that arrangements are 
being made for a more extensive production of babassu oil in Brazil. I must 
submit that the fact that Philippine coconut oil is burdened with the imposi- 
tion of the 8-cent processing tax, while babassu oil from Brazil is free from 
such a burden, is contrary to the principle of equality in internal taxes, 
expressly provided for in the Philippine Trade Act of 1946. 

Section 221 (a )(1) and (2) of the Philippine Trade Act of 1946 (art. IV, 
sec. 2 (a) and (b) of the executive agreement of July 4, 1946) provides: 

“(a) With respect to articles which are products of the Philippines coming 
into the United States, or with respect to articles manufactured in the United 
States wholly or in part from such articles, no internal tax shall be 

“(1) collected or paid in an amount in excess of the internal tax im- 
posed with respect to like articles which are the product of the United States, 
or collected or paid in any amount if the internal tax is not imposed with 
respect to such like articles: 

“(2) collected or paid in an amount in excess of the internal tax imposed 
with respect to like articles which are the product of any other foreign 
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country, or collected or paid in any amount, if the internal tax is not 
mposed with respect to such like articles.” 

In your note of August 20, 1951, Your Excellency referred to this difference 
between the tax treatment applicable to coconut oil and babassu oil, as follows: 

This difference in tax treatment in no way conflicts with the provisions of 
paragraph 2 (b) of article LV of the 1946 agreement on trade and related matters 
between the United States and the Philippines because coconut oil and babassu 
oil are two completely different and readily distinguishable products for tax 

oses. Consequently, they need not be considered as ‘like articles’ within the 
. of paragraph ( article IV, and the imposition of the tax on the 
ormer without imposi1 on the latter is fully consistent with that paragraph.” 

I would wish, however, to invite the attention of Your Excellency to that 

tion of the Analysis of the Customs Simplification Act of 1951, wherein the 

if Commission made the following pertinent observations : 

As a matter of principle, it is desirable that taxes for protective purposes 

be levied at the customs frontier and that, once imported merchandise 
passed the customs bé ier, it should not be discriminated against as com- 

d ih merchandise of domestic production. This general rule of non- 

internal taxation for imports (“national treatment”) has been 
mu reaties and agreements for many years * * *, 
Information the Tariff Commission points out that 
under section 2470 ‘is legally an internal tax, 
with that of a tariff duty, inasmuch as none 
articles to Li t applies is derived from materials produced in the 
States’” (hearir before the Ways and Means Committee on H. R. 
S2d Cong., 1st , 

he above-quoted observations, the Tariff Commission stated that “al- 
thoug the processing tax under section 2470 ‘is legally an internal tax, its 
economic effect is identical with that of a tariff duty’.” In others words, the 
3-cent tax has been imposed “for protective purposes”—for the protection of 
butter, cottonseed oil, peanut oil, and other oils and fats produced in the United 
States which are “completely different and distinguishable products” from 
coconut oil. These domestic oils, having characteristics different from those 
of coconut oil, are utilized mostly in edible fields, as in the manufacture of 
margarine, in which, as I have pointed out, coconut oil has ceased to be an 
ingredient. Since the 3-cent tax on coconut oil is not applicable to babassu oil, 
the latter oil is placed in the same protective position as the domestically pro- 
duced oils, although babassu oil is utilized for the same purpose as coconut oil is 
used. Coconut oil is thus discriminated against in favor of babassu oil in viola- 
tion of the provisions of the Philippine Trade Act of 1946 and the executive 
agreement, if not literally, because of technical interpretation of the term “like 

articles,” at least in spirit, intent and economic effect. 

Your Excellency further stated in your note of August 20, 1951, that “this 
difference in tax treatment arises from the Revenue Act of 1984. The Reciprocal 
Trade Agreement between the United States and Brazil of February 2, 1935 
merely bound the tax treatment on babassu oil then in effect. The United States 
Internal Revenue reported that in 1934 and 1935 no babassu oil was utilized in 
the maufacture of soap, and that only after the tax-free treatment of babassu 
oil was bound in the American-Brazilian agreement was babassu oil used in 
increasing quantities in the soap and other industries in competition with coconut 
oil and other oils. 

If babassu oil is accorded the tax-free treatment with respect to the 3-cent 
processing tax because it is noncompetitive with fats and oils produced in the 
United States, certainly coconut oil which has the same characteristics and uses 
as babassu oil deserves an equal treatment. 

Coconut oil is principally used in the United States in the manufacture of soap. 
The reason, unquestionably, is that the low molecular weight of its component 
fatty acids and its high saponification value yield the desirable characteristics 
of free lathering, properties not inherent in domestic oils and fats. With ap- 
proximately 25-percent coconut-oil content, soap can be produced that is hard and 
yet readily soluble, possessing the rich, copious lather characteristics particularly 
desirable in good quality laundry and toilet soaps. 

The most valuable byproduct of the soap industry is glycerin. Since it yields 
40 percent more glycerin per pound than any domestically produced oil or fat in 
the United States, coconut oil has a special importance as a source of this vital 
material. Glycerin has a multiplicity of essential uses in industry in peacetime 
and in periods of emergency such as the present, when the needs of national 
defense are of paramount importance. 


1 
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Coconut oil is stockpiled in large volume by the Munitions Board for many 
important strategic needs. Most important of these is its use in incendiary 
ombs such as Napaim. In addition, large quantities are stockpiled for the 
synthetic-rubber program. Coconut oil is used in the production of plasticizers 
and in the manufacture of safety glass for airplanes, tanks, trucks, and auto- 
obiles. It is required for synthetic resins, which have many strategie uses, 
onut oil is also employed in the flotation process in the mining of materials 
ich as potash; in the making of rubber substitutes such as hospital sheetings; 
n the manufacture of vulcanized rubber materials such as tires; and in the 
oduction of sulphonated higher alcohols which, in turn, are employed for 
uportant uses in the paper and pulp industries; in the manfacture of dyeing 
gents for textiles; in electroplating; and in insulating materials. Coconut oil 
s indeed one of the most useful products of the peacetime and defense industries 
rica. Notwithstanding these facts, there are no exemptions from the 
nent of the 38-cent processing tax which would enable defense agencies to 
ire this vital product in greater volume and at less cost to the United States 
ronment 
e course of the hearing held on H. R. 6292 by the Ways and Means 
iittee on June 24, 1952, considerable concern was expressed by a member 
committee that the benefits of the removal of the tax would go to a 
‘ms of non-Philippine or non-American ownership rather than to the 
can consumer or the Philippine producer. It seems to us that any 
mprovement in the price situation, whether it be brought about by the elimina- 
of the processing tax or by better prices, would ultimately redound to the 
t of the producers who are virtually 100 percent Filipin Copra is a highly 
tive commodity and, while there are some 50 exporting firms, there are 
thousands of buyers throughout the Philippines who are very well 
radio or otherwise regarding world copra prices. Since the middle- 
an usually works on an extremely narrow margin as a rule, the producer 
; paid the full price on any given day’s market. 
Moreover, fear was entertained that the Philippine Government might control 
export price of copra and coconut oil. It is inconceivable that the Philip- 
pine Government would take such a step which would be prejudicial to the 
mpetitive position of copra and coconut oil in the open market. The Philip- 
ine Government has always cooperated fully with the United States in 
bringing about a mutually satisfactory trade arrangement between our two 
countries. 


b 


Grave concern was also expressed over the possible expansion of copra produc- 
tion in the Philippines to 2 million tons a year. This is definitely a misconception 
the records show that the largest production was achieved in 1947 when the 
Philippines produced slightly over 1 million tons, a performance which has not 
et been duplicated. The potential production of the Philippines for the next 5 
vears or so would be in the neighborhood of 1 million long tons, and when it is 
onsidered that local coconut-oil consumption plus exports of desiccated coconut 
amounts to approximately 10 percent of the entire crop, it will be seen that 
not much more than 900,000 tons of copra can reasonable be expected as the 
exportable maximum quantity irrespective of any price improvement that may 
come about. As is well known, the Philippines is visited every year by typhoons 
which affect the production at varying degrees. Furthermore, the Philippine 
coconut industry is confronted with a serious plant disease, kadang-kadang, 
which has been ravaging the coconut plantations for many years. Because of 
these unfavorable factors, Philippine production in 1952 decreased to approxi- 
mately 935,000 long tons from a total production of 1,035,000 tons in 1951. 
When the 79th Congress voted to place section 506 of the Philippine Trade Act 
of 1946, providing for the termination of the remission of the processing tax to 
the Philippine Treasury, it placed a heavy burden upon the economy of the 
Philippines. Obviously, in consonance with the intent of Congress in rendering 
assistance to the Philippines and in harmony with the self-interest of the United 
States in the improvement of the social and economic conditions of the peoples 
of the free world, the 3-cent processing tax on Philippine coconut oil should have 
been removed simultaneously with the denial of the funds to the Philippines. 
Removal of the 3-cent processing tax on Philippine coconut oil would not only 
relieve our coconut growers of this burden, but also would benefit both the 
Philippine coconut industry and the American consumers through the expansion 
of the many industrial uses of coconut oil in this country, particularly in the 
fields where synthetic detergents are utilized as substitutes. In the latter field, 
it is to be noted that approximately 38 percent of the market previously supplied 
by soap has been absorbed by synthetic detergents, thereby decreasing the 
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demand not only for coconut oil, but also for tallow and other oils produced in 
the United States, which otherwise would have been consumed in the manufacture 
of soap 

Since the proposed legislation in question seeks, in effect, the removal of the 
3-cent processing tax on coconut oil from all sources, far from violating the 
GATT agreements, inasmuch as its removal does not increase any existing 
preferences granted by the United States Government, H. R. 2915 would actually 
implement the principle already adopted by GATT for equality of treatment 
in internal taxes. Article III of GATT provides that “internal taxes. * * * 
should not be applied to imported or domestic products so as to afford protection 
to domestic production” and that “The products of the territory of any con- 
tracting party imported into the territory of any other contracting party shall 
not be subject, directly or indirectly, to internal taxes or other internal charges 
of any kind in excess of those applied, directly or indirectly, to like domestic 
products.” 

In summation, the position of my Government on the bill, H. R. 2915, may be 
stated briefly as follows: 

1. That the coconut industry is the most important industry of the Philippines, 
upon which 6 milllion or 30 pereecnt of its population depend for their livelihood. 

2. That the income derived from the exportation of copra, coconut oil, and 
other products of the coconut tree has enabled the Philippines to pay for its im- 
ports of foodstuffs, clothing, machinery, and equipment, so vital in the physical 
rehabilitation of the population and in the restoration of their war-torn economy. 

3. That the protective purpose of the imposition of the 3-cent tax on coconut 
oil is no longer necessary because coconut oil has ceased to be utilized in edible 
fields, particularly in the manufacture of oleomargarine and in view of the 
change in status of the United States from that of a net importer to the position 
of a net exporter of fats and oils. 

4. That continued imposition of the tax would seriously affect the soap and 

other industries which consume coconut oil, because of increasing competition 
by synthetic detergents and in view of the evident discrimination against coco 
nut oil in favor of tax-free babassu oil. 
5. That the discontinuance of the remission of the tax to the Philippine Gov- 
ernment since the granting of Philippine Independence on July 4, 1946 has placed 
a heavy burden upon Philippine economy at a time when the Philippines is exert- 
ing its utmost to improve internal conditions in the face of subversive activities 
by dissident elements, 

6. That the objective of H. R. 2915 conforms with the principle of equality in 

the treatment of internal taxes, embodied both in the GATT Agreements and in 
the Philippine Trade Act of 1946. 
7. That removal of this burden upon the Philippine economy is in harmony 
with the global policy which the United States Government has pursued in help- 
ing friendly nations to improve their social and economic conditions, so that 
they can better resist the inroads of Communism. 

For the foregoing reasons, my Government strongly endorses and supports the 
enactment of H. R. 2915 into law by the United States Government. 

Realizing the far-reaching significance of this matter to our national economy 
and to the well-being of millions of our citizens, who are dependent for liveli- 
hood upon the coconut industry, on behalf of my Government I respectfully 
solicit the support of Your Excellency for this legislation and request that our 
views be presented at the proper time to the appropriate committees of Congress, 
in the hope that H. R. 2915 will receive their favorable consideration. 

Accept, Excellency, the assurances of my highest consideration. 

Carlos P. RoMvLo. 


Mr. Stmpson. The next subject for the committee is that of excise 
taxes on motor equipment. The first witness is Mr. A. E. Barit, chair- 
man, Committee on Taxation, Automobile Manufacturers Association. 
Mr. Barit is president of the Hudson Motor Car Co. 

Good evening, Mr. Barit. 
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STATEMENT OF A. E. BARIT, PRESIDENT, HUDSON MOTOR CAR CO., 
AND CHAIRMAN, TAXATION COMMITTEE, AUTOMOBILE MANU- 
FACTURERS ASSOCIATION 


Mr. Barrr. Mr. Chairman, we filed a printed brief. I ask your 
permission that it be included in the record. 

Mr. Siapson. Without objection the brief as filed will be included 
in the record. 

(The statement referred to follows :) 


PRESENTATION BY A. E. BARIT, PRESIDENT, HUDSON Moror Car Co. AND CHAIRMAN, 
‘TAXATION COMMITTEE, AUTOMOBILE MANUFACTURERS ASSOCIATION 


Mr. Chairman, my name is A. E. Barit. I am president of the Hudson Motor 
Car Co. and chairman of the taxation committee, Automobile Manufacturers 
Association, 

Without going too far afield from your consideration of excise tax rates, I 
should like to recall the law of inertia—the tendency of a body to remain as it is. 

As you know, our industry has produced and distributed to the public the 53 
million vehicles which daily overcome inertia and go forth on an endless round 
of necessary jobs. 

Under the circumstances I suppose it is natural that we should be concerned 
about anything which smacks of inertia—even tax inertia—and certainly this 

an apt description of the excise tax situation in this country. The nature of 
the emergency which put these excises on the statute books in the first place 
may have changed, or, indeed, may have ceased to exist at all. But the tax 
persists. From an initially temporary role, it has gradually taken on a semi- 
permanent appearance, and has become virtually an integral part of the tax 
base. Since 1932, that, in brief, has been the history of automotive excises, 
which we refer to in this statement as embracing the manufacturers’ tax on 
automobiles, trucks, buses and replacement parts and accessories for all three 
types of vehicles; tires and tubes; lubricating oil and gasoline. 

Since 1932, Federal excise taxes have been imposed on vehicles and parts as 
follows: 


Parts and 
| 
| 


accessories 


i 
Percent Percent Percent 
3 2 
344 244 


10 


We have been living with excises on and off since 1917, and at increasing 
rates since 1932, and the experience has proved to us—and congressional reports 
have concurred—that these highly selective taxes are objectionable, and were 
so regarded when they were enacted in 1932 as temporary measures to meet 
the depression, when they were increased in 1941 because of defense needs, and 
when they were further revised upward after the Korean outbreak. We think 
it is basically inequitable to perpetuate, through this thing I call tax inertia, a tax 
that can be justified only on a temporary or emergency basis. 

We firmly believe these taxes should be canceled in their entirety. If, in 
spite of the evidence which we are presenting in this brief, pointing over- 
whelmingly to the unfairness of these taxes, you cannot see your way clear to 
such cancellation now, we respectfully urge that you at least examine into the 
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ituation to determine whether by reason of the very inertia I speak of, the 

Government is collecting less money through the present excise tax law than it 
otherwise would. 

yy this I mean that the current excise tax on automobiles is so large as to 

overshadow the retail price structure. In fact, recent market experience 

ws that a price segment considerably smaller than that represented by the 

tax will have a serious effect upon the size of the public demand for 


ile market is very sensitive as to price and 
nsitive «s we approach and pass the peak 


through its taxes, in the result of a rise or fall 
m s, we respectfully suggest that Congress should 
ught to reducing the excise tax and thus encouraging large scale 
this source. 
bly the Government would derive greater revenue by this action 
uing the present program. This is because sustained or increased 
for automobiles means not only the collection of excise taxes on the 
f and on the tires and gasoline consumed, but also income taxes 
f manufacturers und dealers. 
presentation to show that automotive excises are 
reasons : they are unfair to a wide segment 
lower income groups: (2) discriminate against 
ners Who use their cars and trucks primarily as a 
3) impede the free flow of commerce by highway; (4) represent 
taxation at its worst; and (5) constitute a threat to price, demand, 
oyment in automotive and related industries. 


AUTOMOTIVE EXCISES UNFAIR TO MILLIONS 


present automotive excise taxes are unfair to the lower income group who 

more than 75 percent of passenger car owners. These 32 million people 

resources make up a group whose welfare you gentlemen have constantly 

Members of this lower income group like practically all other auto- 

‘rs, bear an extra burden of taxation because they have found it neces- 

» cars for getting back and forth to work, or for other essential travel. 

surveys reveal that more than half of all passenger car mileage is 

vith 77 percent of all trips connected with earning a living or other 

* activity About 95 percent of the country’s 43 million passenger cars 
vholly or partly for essential purposes 

ty, tov, prompts a substantial number of lower income people to 

cars, but these purchasers escape only the initial excise charge on new 

ind this only because the excise tax was paid when the cars were new. 

these buyers pay the 8 percent tax on spare parts, which is a tax on mis- 

and the excises on tires, oil, and gas. 

esent automotive excise taxes ure unfair to farmers, the largest class 

ick owners, Who have more than doubled their dependency on trucks in 

t decade. ‘Today farmers use nearly 2,500,000 such units. Because trucks 

ised so extensively in hauling products from farms, automotive excises be- 

come a direct charge against the cost of food. 

Present automotive excises also are unfair to another large group of people 
who, like the farmer, have to depend almost entirely on the automobile and the 
truck. They are the 6 million persons living in 2,140 towns where there is no 
streetcar or bus service. In other words, they are subjected to a tax inequity 
because they happen to live where they do. 


DISCRIMINATORY AGAINST MAKERS AND OWNERS 


kxxcise taxes levied on cars, trucks, and automotive parts discriminate against 
the manufacturers and against the users because the tax is so highly selective. 
Indeed, it represents a serious departure from the accepted tax policy of uni- 
formity of treatment. 

\s for the manufacturer, the tax does not become any less discriminatory 
merely because it is passed along to the consumer as a higher cost of doing 
business. The discrimination remains, due to the competitive relation between 
automotive manufacturers and makers of other transportation equipment, includ- 
ing streetcars, subway, freight and passenger trains, trolley coaches, and air- 
craft; and between manufacturers of farm implements, tractors, and combines. 
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None of these products is subjected to the Federal excise tax; yet none of them 
can be said to be more essential, either in peace or in war, than the passenger 
ar, the truck, and the parts needed for their maintenance and repair. 

The excise-tax burden becomes cumulatively heavy on the operators of auto 
motive vehicles, first as purchasers of new equipment, and later as users of parts, 
tires, oil, and gas. But competititve forms of transportation are free from such 
taxes, yet who can say that such competitive transportation is more essential. 

Similarly, trucks and passenger cars rank with the most necessary of industrial 
equipment, but machine tools, conveyors, hoisting equipment, and packaging 
machinery are free from the excise tax. The same thing can be said in the 
construction industry where the truck is indispensable along with the bulldozer, 
tractor, crane, and cement mixer. But none of this construction equipment is 
taxed except the motortruck. 


AUTOMOTIVE EXCISES IMPEDE COMMERCE 


Because our existing excise-tax laws discriminately single out oue »ype of 


insportation equipment for general tax purposes, they automatically penalize 


rt of commerce borne | motor vehicles, These carry about three times 


V 
much freight as the combined total hauled by all other forms of transportation 


But the class taxation of motor transportation is a burden from which competing 
rms of transport are free. To put it another way, there is no comparable excise 
x on other freight-carrying units, yet no one contends that the motortruck is 
y less essential. As a matter of fact, the services of the Nation’s truckers, 
different than the services of other freight haulers, are depended upon to a large 
degree for the efficient operation of other freight carriers 
As earriers of freight over the highways, motortrucks, traveling an estimated 
100 billion miles a year, continue throughout their active life to carry a punitive 
load. Like passenger cars, their Federal tax burden doesn’t stop with the 
anufacturers’ excise on each new unit. ‘Their future use after purchase is a 
ntinual round of excises when they consume other automotive products. 
isically, there is no difference between a tax on automotive and aircraft parts: 
etween truck tires and railroad wheels; between gasoline and locomotive fuel. 
No difference, that is, except that only the automotive items are subjected to the 


¥ 


LEVIES REPRESENT MULTIPLE TAXATION 


Federal automotive excises represent multiple taxation at its worst because 

they are superimposed on a special group of users already paying more than two 
ore special taxes to State and local governments—all automotive taxes. These 
nclude State gasoline taxes and registration fees, and special city and county 
charges and levies on motor vehicles. 

On a $2,000 car readied for driving, the Federal excise tax—superimposed on 
all other Federal, State, and local taxes which also are reflected in the vehicle’s 
initial cost—amounts to $146, including the tax on the car, plus the heater and 
radio. The total taxes on such a car delivered to a resident of Michigan, for 
example, amount to $583, or 29 cents out of each dollar spent. 

In general, highway users paid $5.292 billion in special motor-vehicle taxes in 
1952, more than 2% times the amount paid 10 years earlier. Federal automotive 
excise taxes amounted to $1.854 billion the same year, including $601,092,000 on 
cars and motorcycles ; $108,400,000 on trucks and buses; $174,251,000 on parts 
and accessories ; $787,657,000 on gasoline; $47,813,000 on lubricating oil; and 
$134,429,000 on tires and tubes. 

Coupled with the $3,438 billion in special motor-vehicle taxes imposed by 
State, county, and local governments, these constitute not only a multiple tax 
hut a burden of huge proportions on the use of a commodity that has proved to 
be universally essential. 


THREAT TO DEMAND AND EMPLOYMENT 


The universal essentiality of motor vehicles among all income groups in the 
United States is nowhere better illustrated than in the high rate of use-—1 
passenger car for every 4 persons, or 1 for every 1.1 families. This rate of use 
in itself means that a tax of the size of Federal excises constitutes over a pro- 
longed period a threat to price, demand, and employment in automotive and 
elated industries. The users of our 53 million vehicles are extremely conscious 
of price trends affecting cars and trucks. There are 48,000 dealers who, along 
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with the manufacturers, are supersensitive to demand fluctuations. Close to 
a million employees working in vehicle, parts, and tire manufacturing, plus 
almost 9 miltion more in highway-transport industries, depend for a liveli- 
hood on a healthy automotive economy. 

Such an economy in turn exerts an actual and potentially powerful influence 
on commerce and industry generally. To illustrate: 1 business in 6 is automo- 
tive, 1 out of every 5 retail dollars spent is automotive, and 1 out of every 7 
persons e mayor. <i works in some phase of automotive transport. 

- reove he automobile industry is responsible in normal years for a large 
proportion of employment in other industries. For example, in a typical prewar 
year it bought 17 percent of all steel, SO percent of all rubber, 6) percent of 
plate glass, 65 percent of all upholstery leather, 35 percent of all lead, 9 percent 

‘all tin, and 10 percent of all cotton sold in the United States. 

this widespread consumption at such a rate depends upon continued high 
itive demand, production, and employment. To a large degree, the future 
of these three depends on the factor of price, and the key to price right now, when 
the automobile market is very sensitive pricewise, may well be the Federal 
excise tax. 
CONCLUSION 


In recapitulating, I have tried to emphasize that the present discriminatory 
automotive excises are unfair to all vehicle users, particularly the lower income 
group and the farmer ; that they also discriminate against essential manufacture 
and transportation; impede highway commerce; represent multiple taxation; 
and threaten vehicle demand and employment. This means to me, in summary, 
two — gs: oO That at existing levels these taxes weaken our mobility to a 
startling degree, and mobility, provided it is unimpaired, is the one basic and 
disting1 ies advantage we have over other countries in peace and war; and 
(2) that the tax tends to limit the use of, and the demand for, an instrumentality 
which in itself generates activities, creates income, and thereby provides wider 
and more abundant sources for tax revenue. 

lor these reasons we respectfully urge that the public be granted prompt relief 
from the current burdensome automotive excise taxes. 

If complete relief is not possible at this time there are, of course, other meth- 
ods open to you, such for instance as the one uncovered by the Joint Committee 
on Internal Revenue Taxation, upon the occasion of the last tax bill, involving 
a general manufacturers’ excise tax exempting foods, medicine, and shelter, 
which would produce considerably more revenue than the present excise-tax law. 

However, we refrain from suggesting the method which should be pursued to 
accomplish relief since we do not feel that we are qualified to undertake the 
formulation of our Government’s tax policies. We prefer to rest our 

the very evident need for relief and the fact that the Government can, 
accomplishing such relief, help its own fiscal problem. 

In closing gps me also to pass along the information, which I have had 
checked by the Library of Congress, that practically all major countries except 
the United Si ites currently levy either a general sales or a general manufac- 


detailed 


turers’ excise tax. 

Mr. Barrr. With your permission I would like to read only two sec- 
tions of it upon which I would like to elaborate and then summarize. 

Mr. Stmpson. You may proc eed as you see fit. 

Mr. Barir. Without going too far afield from your consideration of 
excise-tax rates, I should like to recall the law of inertia, the tendency 
of a body to remain as it is. As you know, our industry has produced 
and distributed to the public the 53 million vehicles which d: aily over- 
come inertia and go forth on an endless round of necessary jobs. 
Under the circumstances, I suppose it is natural that we should be con- 
cerned about anything which smacks of inertia, even tax inertia, and 
certainly this is an apt description of the excise-tax situation in this 
country. 

The nature of the emergency which put these excises on the statute 
books in the first place may have changed or may indeed have ceased 
to exist at all, but the tax persists. From an initially temporary 
role, it has gradually taken on a semipermanent appearance, and has 
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become virtually an integral part of the tax base. Since 1932, that, in 
brief, has been the history of automotive excises, which we refer to as 
the tax on automobiles, buses, and replacement parts and accessories 
for all three types of vehicles; tires and tubes, lubricating oil, and 
gasoline. 

Since 1932 Federal excise taxes have been imposed on vehicles and 
parts as follows: (Then we show a table starting with 1932 at 3 per- 
cent, and it has now risen to 10 percent in the case of passenger cars; 
in the case of trucks, buses, and trailers from 2 percent to 8 percent; 
parts and accessories from 2 percent to 8 percent. ) 

We have been living with excises on and off since 1917, and at in- 
creasing rates since 1932, and the experience has proved to us—and 
congressional reports have concurred—that these highly selective 
taxes are objectionable, and were so regarded when they were enacted 
in 1932 as temporary measures to meet the depression and when they 
were increased in 1941 because of defense needs. When they were 
further revised upward after the Korean outbreak, that was apparent. 
We think it is basically inequitable to perpetuate, through this thing 
[ call tax inertia, a tax that can be justified only on a temporary or 
emergency basis. 

We firmly believe these taxes shauld be canceled in their entirety. 
If, in spite of the evidence which we are presenting in this brief, 
pointing overwhelmingly to the unfairness of these taxes, you cannot 
see your way clear to such cancellation now, we respectfully urge that 
you at least examine into the situation to determine whether by reason 
of the very inertia I speak of, the Government is collecting less money 
through the present excise-tax law than it otherwise would. 

By this I mean that the current excise tax on automobiles is so large 
is to almost overshadow the retail-price structure. In fact, recent 
market experience shows that a price segment considerably smaller 
than that represented by the excise tax will have a serious effect upon 
the size of the public demand for automobiles. 

In other words, the current automobile market is very sensitive as 
to price and it promises to become increasingly sensitive as we ap- 
proach and pass the peak of Government spe nding for defense. 

Because the Government shares, through its taxes, in the result of a 
rise or fall of public demand for automobiles, we respectfully suggest 
that Congress should give serious thought to reducing the excise tax 
and thus encouraging large-scale revenue from this source. 

Quite possibly the Government would derive greater revenue by this 
action than by continuing the present program. ‘This is because sus- 
tained or increased demand for automobiles means not only the col- 
lection of excise taxes on the automobile itself and on the tires and 
gasoline consumed, but also income taxes on the earnings of manufac- 
turers and dealers. 

Now if I might elaborate on that point, I believe it is pertinent to 
draw your attention to the fact that things are happening in the auto- 
mobile field even now which will have a serious effect upon the amount 
of money which Congress can expect to collect from automotive excise 
taxes. The used-car market is suffering a badly overstocked condi- 
tion with values tending sharply downward. The people are indicat- 
ing a more profound interest in the price of things they buy. You will 
be interested to learn, incidentally, that we have in recent months ex- 
perienced sharp increases in the cost of labor, in the cost of materials, 
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steel and steel products, particularly. But automobile prices remain 
steady, even though profit margins are below normal. 

Mr. Mason. Is that not bee: ause the market has changed from the 
seller’s market to the buyer’s market ? 

Mr. Barrr. Yes, Mr. Congressman, that is it exactly. I feel it my 
duty to call your attention to a trend which is so marked as to cause 
us to sacrifice profit ourselves. I can point to no other action which I 
would feel would more readily convince you than that. We propose in 
this presentation to show that automotive excises are objectionable for 
the foll owing reasons: 

(1) They are unfair to a wide segment of the population, including 
lower income groups; (2) discriminate against manufacturers and 
against owners W ho use thei Ir cars and ig ‘ks primarily asa necessity ; 
(3) impede the free flow of commerce by highway; (4) represent 
multiple taxation at its worst; and (5) constitute a threat to price, 
demand, and employment in automotive a related industries. 

The present automotive excise taxes are unfair to the lower-income 
group, and that group comprises more than 75 peter of passenger- 
car owners. There are 32 million people with small resources in that 
croup. Gentlemen, : am sure the welfare of this group is constantly 
in your mind. Members of this lower-income group, like practically 
all other automobile owners, bear an extra burden of taxation because 
they have found it necessary to use ears for getting back and forth to 
work or for essential travel. 

Travel surveys reve al that more than half of all passe nge r-car a 

s necessary, with 77 percent of all trips connected with earning ¢ 
ror other economic activ ity About 95 percent of the country’ S 
llion passenger cars are used wholly or partly for essential 


ssentiality, too, prompts a substantial number of lower-income 
people to buy used cars, but these purchasers escape only the initial 
ge on new units and this only because the excise tax was paid 
when the cars were new. But these buyers pay the 8-percent tax on 
spare parts, which is a tax on misfortune, and the excises on tires, oil, 


? 
excise char 


and gas. 

These taxes are unfair to farmers, the largest class of truckowners. 
Today the farmers use nearly 214 million such units. The taxes are 
also unfair to another large group who, like the farmer, have to de- 
pend almost entirely on the automobile and truck. There are 6 mil- 
lion persons living in 2,140 towns where there is no streetcar or bus 
service. 

Because our existing excise-tax laws discriminately single out one 
type of tr: ansport: ition equipment for general-tax purposes, they auto- 
matically penalize that part of commerce borne by motor vehicles. 
These carry about three times as much freight as the combined total 
hauled by all other forms of transportation. 

As carriers of freight over the highways, motortrucks, traveling an 
estimated 100 billion miles, continue throughout their active life to 
carry a punitive tax load. Like passenger cars, their Federal-tax 
burden does not stop with the manufacturers’ excise on each new unit. 
Their future use after purchase is a continual round of excises when 
they consume other automotive produc ts. Basically, there is no dif- 
ference between a tax on automotive and aircraft parts; between truck 
tires and railroad wheels; between gasoline and locomotive fuel. No 
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difference, that is, except that only the automotive items are sub- 
jected to the tax. 

Federal automotive excises represent multiple taxation at its worst 
because they are superimposed on a special group of users already 
paying more than twoscore special taxes to State and local govern- 
ments—all automotive taxes. These include State gasoline taxes and 
registration fees, and special city and county charges and levies on 
motor vehicles. 

On a $2.000 car readied for driving, the Federal excise tax—super- 
imposed on all other Federal, State, and local taxes which also are 
reflected in the vehicle’s initial cost—amounts to $146, including the 
tax on the car, plus the heater and radio. The total taxes on such a 
car delivered to a resident of Michigan, for example, amount to $553, 
or 29 cents out of each dollar spent. 

Mr. Mason. Approximately, the tax on any motorcar involved 
one-fourth or 25 percent. That is the general average / 

Mr. Barrr. It 1S nearer 30 percent, Mr. Congressman. There are 
many other statistics here regarding the taxes paid by users of auto- 
motive products. I will not take up your time trying to read them 
7 but I would ask that they be tudied because they represent a 

1d of information on this ve ry im portant subject. 

"The universal essentiality of motor vehicles among all income 
groups in the United States is nowhere better illustrated than in the 
hich rate of use—1 passenger car for every 4 persons, or | for eve ry 
1.1 families. This rate of use in itself means that a tax of the size of 
Federal excises constitutes over a protonged period a threat to price, 
demand, and employme nt in automotive and related industries. 

The users of our 53 million vehicles are extreme ly ae of price 
trends affecting cars and trucks. There are 48,000 dealers who, along 
with the manufacturers, are supersensitive to demand fluctuations. 
Close to a million employees working in vehicle, parts, and tire man- 
ufacturing, plus almost 9 million more in highway transport indus- 
tries, depend for a livelihood on a healthy automotive economy. 

Such an economy in turn exerts an actual and potentially powerful 
influence on commerce and industry generally. To illustrate: One 
business 1n 6 is automotive, 1 out of every 5 retail dollars spent 
is automotive, and 1 out of every 7 persons employed works in some 
yhase of automotive transport. 

With the automobile industry in normal years, it is responsible 
in normal years for a large proportion of employment in other in- 
dustries. It buys 17 percent of steel, 80 percent of rubber, and 
forth 

But this widespread consumption at such a rate depends upon 
continued high automotive demand, production, and employment. 
To a large degree, the future of these three depends on the factor 
of price, and the key to pr ice right now, when the automobile market 
is very sensitive pricewise, may well be the Federal excise tax. 

In recapitulating, I have tried to emphasize that the present 
discriminatory automotive excises are unfair to all vehicle users, 
particularly the lower-income group and the farmer; that they also 
discriminate against essential manufacture and transportation; im- 
pede highway commerce, represent multiple taxation; and threaten 
vehicle demand and employment. 
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This means to me, in summary, two things: First, that at existing 
levels these taxes weaken our mobility to a startling degree, and 
mobility, provided it is unimpaired, is the one basic and distinguish- 
ing advantage we have over other countries in peace and war; and 
two, that the tax tends to limit the use of, and the demand for, an 
instrumentality which in itself generates activities, creates income, and 
thereby provides wider and more abundant sources for tax revenue. 

For these reasons we respectfully urge that the public be granted 
prompt relief from the current burdensome automotive excise taxes. 

If complete relief is not possible at this time, there are, of course, 
other methods open to you, such as, for instance, the one uncovered 
by the Joint Committee on Internal Revenue Taxation, upon the oc- 

casion of the last tax bill, involving a general manufacturer's excise 
tax exempting foods, medicine, and shelter, which would produce 
considerably more revenue than the present excise tax law. 

In closing, permit me to explain that about 2 years ago, when the 
subject of excise taxes was up for consideration, I made certain sug- 
gestions to the Senate Finance Committee before whom I app ared, 
and I was invited to collaborate with the Joint Committee on Internal 
Revenue Taxation in the study of a possible general manufacturer’s 
excise tax. This study indicated that a 5 percent tax of this kind 
exempting foods, medicines, shelter, and Government purchases, would 
return about $2 million more than the present law. 

However, we refrain from suggesting the methods which should 
be pursued to accomplish relief, since we do not feel that we are 
qualified to undertake the detailed formulation of our Government’s 
tax policies. We prefer to rest our case upon the very evident needs 
for relief and the fact that the Government, in accomplishing such 
relief, help its own fiscal problem. 

Just as a matter of form, permit me to state that the American 
people will have had ple nty of opportunities to become familiar with 
a general excise tax. Since many of the States have for years levied 
a general sales tax up to 3 percent they do have familiarity. Thirty- 
two States, to be exact, have done that, and it might be of interest 
to note that 17 of these States have a Republican government at the 
present time and 15 have a Democratic government at the present 
time. 

Considering the overall aspects of this general excise tax situa- 
tion, the irony of it is that if you will examine all the facts, you are 
pretty apt to conclude that the present discriminatory system carries 
with it more seeds of political unpopularity than would a general 
manufacturers’ tax. Such a general tax would result in a large reduc- 
tion of the present levy on the few items which now carry the entire 
burden, many of which are considered necessary by the public and 
which, for that reason, should not carry too large a discriminatory 
burden. 

By the way, I am reminded by this of a bit of history. I have long 
been interested in the subject of taxes, and seldom miss a chance to 
acquaint myself with its history. One day in reading an authori- 
tative work on the subject of excise taxes, I ran ac ross this summar izing 
paragraph. 
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This form of taxation interferes so directly with the industry and 
liberty of the subject that it has seldom been introduced save in some 
trying financial exigency, and has, as seldom, been borne even after 
long usage with less than the ordinary impatience of taxation. 

And then I presume— 

Mr. Mason. That is why we call them nuisance taxes. 

Mr. Barrr. Then I presume in order to indicate that the best 
methods of making the excise tax palatable and workable is to keep 
the size of each levy down, they quoted from the work of Dr. H. T. 
Hadley, an eminent 19th century economist, and you may remem 
ber he was president of Yale University at the turn of the century. 
In quoting Dr. Hadley, who wrote a great deal on the subject, they 
selected only a very short passage and that dealing with the size of 
excise levies. I quote from that: 


hart 
a tax on the consumers of the article so obvious as to be quite unpopular. 


Excises or internal revenue charges, when fixed at small amounts, are often 
diy distinguishable from fees. When they are large amounts they constitute 


So, to summarize, apparently the Government is faced with a situa 
tion where it feels the need of the revenue to be procured from excise 
taxes, and approaches it with fear as to the consequences. And yet, 
by the very large levies on certain items we are following the very 

' 


course which historians indicate is most likely to bring down the 
dissatisfaction of the public. 

Mr. Simpson. Does that complete your statement, Mr. Barit? 

Mr. Barrr. If you will permit one final observation, it will: I 
should like to mention, and by the way I have had this information 
checked by the Library of Congress, that practically all major coun- 
tries, except the United States, currently levy either a general sales 
or a general manufacturers’ excise tax. 

Gentlemen, I have mentioned these things feeling that they would 
be of interest on the subject. I do not want to end this discussion 
without again making the observation that I recognize we are in 
no position to point the way. We realize that is your function, 
that you are better able to do it than we are. I hope you will take 
the information I have presented in the spirit in which it is offered. 

Mr. Simpson. For the committee, I want to thank you for coming, 
and to say that we have appreciated your appearance in years past 
even though we have not always followed your suggestions. We 
have been impressed and it may be in this coming year that we will 
do so. 

Are there any questions? 

Mr. Mason. May I say this: Some of us have accepted in full the 
recemmendations that you have outlined now, but we have failed to 
get the approval of the Treasury and the administration. 

Mr. Barrr. Mr. Congressman, I keep at it because hope springs 
eternal in the human breast. 

Mr. Mason. My hope is rapidly fading, sir. 

Mr. Stmpson. We thank you, sir. 

The next witness is Mr. David A. Rubin of Philadelphia. Mr. 
Rubin, I observe, is accompanied by our former colleague, the Honor- 
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able Fred Hartley, who has permission to sit at the witness table with 
his client if he cares to. 
You may proceed, Mr. Rubin. 


STATEMENT OF DAVID A. RUBIN, TAX ACCOUNTANT, 
PHILADELPHIA, PA. 


Mr. Rupr. My name is David A. Rubin. I am a tax accountant 
with offices at 123 South Broad Street, Philade sIphia, Pa, 

May I ask at this time that I be permitted to enter into the record 
a proposed amendment to the code which I have attached to this brief, 
and a copy of a refusal of a claim for credit by the Commission. My 
brief, other than that, is rather brief. 

Mr. Stwpson. Do you wish that extended at the end of your formal 
presentation ¢ 

Mr. Rupr. Yes, 

Mr. Simrson. The entire matter will be extended in the record, 
without objection. 

Mr. Rusty. The problem here involved is brought to the attention 
of the Congress, because of the Commissioner’s obvious discrimina- 
tion against an entire industry, to its detriment from a competitive 
standpoint, and because all efforts to obtain administrative relief have 
fallen on deaf ears. Since, therefore, al! other avenues of relief ap- 
pear to be closed to the members of this industry—the rebuilding in- 
dustry—it has been decided to bring the matter to the attention of the 
Congress, for appropriate legislative action. 

Section 3403 (c) of the Internal Revenue Code imposes a tax of 8 
percent on sales of automobile parts or accessories by the manufac- 
turer, producer, or importer thereof. 

The courts have held that the process of rebuilding or reconditioning 
used automobile parts is one of manufacture or production, and hence 
that sales of rebuilt or reconditioned parts are also subject to the 8 
percent manufacturers’ excise tax. It is with these rebuilders and 
tax imposed upon the articles which they sell that we are here con- 
cerned. 

The industry repairs or rehabilitates automobile parts, which be- 
cause of use and wear can no longer serve their intended purpose at 
an efficient level. Instead of being permanently discarded, such parts 
are disassembled, cleaned, repaired, where necessary, and reasse mubled, 
and thus restored to usefulness by the rebuilder. It is nothing more 
than repair work done on a large scale. 

We are not here concerned with the question of whether a tax is 
properly due on the sale of a rebuilt unit. What is of ~ il and imme- 
diate urgency is the den ial yy the Commissioner of a proper credit 
for the tax paid on the old or defective unit which is the subject of 
the rebuil ling process. 

Section 3443 (a) (1) of the code provides that a credit shall be 
allowed to any a 29g 

le *¢* “pu rchased by him and used by him as material in the manu 


+ 


- production of an article with respect to which tax * * * has 


in the amount of any tax * * which has been paid with respect to the sale of 


Aside from the unequivocal language of section 3443 (a) (1), the 
fact that Congress intended to tax each article only once is clearly 
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reflected in the legislative history leading up to the present exc ise tax 
law. The on of the House Ways and Means Committee on the 
Revenue Act of 1932, House Report No. 708 of the 72d Congress, as 
stated in Cumulative Bulletin 1959-1 (pt. 2) beginning at page 457, 
lists on page 479 as one of the six “fundamental tests” for a “general 
manufacturers’ excise tax” the requirement that “py ramiding must 
be prevented.’ The committee then explained on page LSU: 

The imposition of several taxes with respect to any article commonly referred 
to as pyramiding is effectively eliminated under the bill by a system of licensing. 
All manufacturers and producers (other than those whose gross receipts are less 
than $20,000) must be licensed. The bill then permits the sale of articles tax 
free from one licensee to another. Thus, the product of one manufacturer which 
is to be used as a material by a second manufacturer passes through all stages 
of manufacture without the imposition of a tax. In this manner the tax is 
imposed but once—upon the final sale as a finished product entering the chan- 
nels of consumption. 


And again: 


Products already taxed under the internal revenue laws are exempted from 
this tax, but nonexempt materials used in their production will be taxed. 

Clearly, Congress was saying that only that Sen of the final 
salable unit which had not theretofore been taxed—or, put another 
way, only that portion of the sale price of the final sh ible unit not 

attributable to component parts on which tax had been paid—would 
he taxed. 

But the Commissioner, in complete disregard of the plain wording 
of the statute and its legislative history, contends that the benefits of 
the credit provisions of section 3443 (a) (1) are available only to 
manufacturers who use new parts exclusively in the manufacturing 
process—and that a rebuilder is to be denied any credit for the used 
taxable parts which he reutilizes in the rebuilding process. 

In other words, the Commissioner has on his own arbitrarily in- 
serted or read the word “new” into section 3443 (a) (1) of the Inter- 
nal Revenue Code. By so doing, he is then able to justify his refusal 
to allow proper credit to the rebuilder for the tax oa paid on 
the parts which he restores to usefulness. It would truly be difficult 
to find a more flagrant example of legislation by regulation on the 
part of the Commissioner. 

It is the further contention of the Commissioner that, even if a 
credit under section 3443 (a) (1) were allowable with respect to both 
new and used parts, he would require a rebuilder to submit evidence 
showing (1) by whom the tax was originally paid, (2) when it was 
paid, and (3) just how much tax was paid to the United States in 
connection with the original sale of the part involved. 

Obviously, the requirement of such proof from a rebuilder, espe- 
cially with respect to the parts which he reuses, sets an impossi ible 
task. Itisone thing to know, for example, that they are taxable Ford 
parts, but it is clearly impossible for a rebuilder to Say when the Ford 
Motor Co. paid the tax on such parts or the exact amount of tax which 
was paid thereon. 

Just by way of indicating how arbitrary and unreasonable the 
Commissioner is in the application of his own regulations as between 
original manufacturers and rebuilders, it is interesting to note that 
the only information which is really required and checked in connec- 


tion with a credit taken on a return by an original manufacturer is 
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his source of supply of parts purchased. If it is found that the sup- 
pliers of such parts file returns and pay manufacturers’ excise tax to 
the Government, the credit is accepted and allowed—without any 
further inquiry as to when the tax was paid on the particular parts 
involved or just how much tax was paid on such parts. 

Certainly it is arbitrary and unreasonable to insist upon more proof 
from a rebuilder than from an original manufacturer, especially 
when it is considered that re ‘built parts compete with new parts and 
considering the committee’s e mph: isis that “each member of a com- 
petitive group must pay upon substantially the same basis as all his 
competitors. 

In order that there be no discrimination between the rate of tax 
imposed upon the rebuilder and the original manufacturer of auto- 
mobile parts, it becomes all-important from a competitive point of 
view that the rebuilder « njoy the same credit benefits as the original 
manufacturer. 

This means that a credit must be allowed to a rebuilder on anything 
which has previously been taxed, so that he pays a tax only on that 
which he has added to the completed unit. Only on such a basis can 
the rebuilder be said to be paying the same rate of tax—and sharing 
the same tax burden. 

A proposed amendment to section 3443 (a) (1), to accomplish thi 
result, is attached for your consideration. 

(Mr. Rubin’s prepared brief follows:) 

Amended code to read: 

“Sec. 5443. CREDITS AND REFUNDS 
“(a) A credit against tax under this chapter, or a refund, may be allowed or 
made 
“(1) to a manufacturer or producer, in the amount of any tax under this 
chapter which has been paid with respect to the sale of 

“(A) any article (other than a tire, or automobile radio taxable under 
section 3404) purchased by him and used by him as material in the 
manufacture or production of, or as a component part of, an article with 
respect to which tax under this chapter has been paid, or which has 
been sold free of tax by virtue of section 3442, relating to tax-free sales. 
In connection with the tarable sale of rebuilt or reconditioned articles 
an appropriate credit or refund shall be allowed with respect to any 
old or used taxable parts used in the manufacturing or production 
process: provided that it shall be presumed the correct amount of tar 
was paid on such old or used parts, that in no case shall the amount of 
credit or refund allowable with respect to such old or used parts serve 
to reduce the tax which would otherwise be due on the basis of the 
rebuilder’s or reconditioner’s use of new non-tawvable materials plus the 
labor, overhead and profit attributable to the new materials used by 
him in the rebuilding or reconditioning process, and, that any claim for 
credit or refund shall be allowed, whether filed before or after the 
effective date of this amendment, if properly presented to the Com- 
missioner within the four-year period of limitation prescribed by 

section 3313 ;” 


TREASURY DEPARTMENT, 
OFFICE Of COMMISSIONER OF INTERNAL REVENUE, 
Washington 25, October 4, 1949. 
GENTLEMEN : Further reference is made to your claim for refund in the amount 
of $1,215.54, representing tax paid under the provisions of section 3403 (c) of 
the Internal Revenue Code, as amended, for the months of_--------------~_ 
You state that your claim is based principally on the contention that full 
credit was not allowed for the tax paid on parts purchased and used in your 
reconditioning process and more particularly that credit under section 3443 (a) 
(1) of the Internal Revenue Code should be allowed with respect to used or 
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defective parts purchased and used in the reconditioning as well as to new parts. 

The Bureau maintains that a manufacturer of rebuilt automobile parts is 
not authorized by section 3443 (a) (1) of the code to claim a credit or a refund 
of tax paid by prior manufacturers with respect to used materials salvaged from 
junk or scrap and utilized as new material in the manufacture of rebuilt auto- 
mobile parts. Such a credit is permitted only with respect to any new article 
purchased and so used. 

The Bureau’s position is based upon the relationship of subchapter C of chap- 
ter 29 of the Internal Revenue Code (in which sec. 3443 (a) (1) is included) to 
subchapter A of such chapter. 

sy referring to subchapter A of chapter 29, you will note that with certain 
immaterial exceptions this subchapter includes the several sections (sec. 3400 
to and including sec. 3413) which impose the manufacturers’ excise taxes upon 
the various articles subjected to this class of excise taxation. No provisions are 
contained in subchapter A for the administration of the taxes imposed there 
inder. To the contrary, the provisions for the enforcement and collection of 
the manufacturers’ excise taxes are embodied in subchapter C of chapter 29 

The manufacturers’ excise taxes imposed by subchapter A apply without 
exception to “new articles.” That is, these taxes apply to the first sale of a 
taxable article by the manufacturer, producer, or importer thereof. 
have no application to used or second-hand articles, even though the used or 
secondhand article may be sold by the manufacturer, producer, or importer who 
had made the taxable sale of the original article. 

That being so, and considering that the purpose of sul chapter C is to furnish 


he administrative machinery for the enforcement and collection of the taxes 
} 


imposed by subchapter A, it must follow that the provisions of subchapter C 
ikewise apply without exception to “new articles.” Certainly, it Cannot be said 
that the provisions of subchapter C apply to articles not within the scope of 
subchapter A, such as used or second-hand articles. 

For example, section 3441 of subchapter C pres ribes the rules to be followed 
n determining the sale price for purposes of computing the tax. Obviously, this 
section can have reference only to “new articles” since sales of used or second- 

nd articles are not subject to tax. Similarly, section 3442 of subchapter C 

akes provisions for certain tax-free sales. Here again, this section can have 
reference only to “new articles” the sale of which would otherwise be subject to 
tax, and could not be applied to used or secondhand articles, since sales of such 
articles are not subject to tax in any event. 

Such being the plain and self-evident intent and purpose of subchapter C, the 
Bureau is of the opinion that no other conclusion can be drawn but that section 
3443 also can have reference only to “new articles” and does not apply to used 
or secondhand articles. 

The position of the Bureau is further based upon the relationship between 
section 3443 (a) (1) and section 3442 (1) and (2). Section 3442 (1) and (2) 
permits the tax-free sale of a taxable article by the manufacturer where such 
article is to be used by another manufacturer in the production of a second 
taxable article. This section, however, has no application to the case where a 
tax-paid article is used in the manufacture of another taxable article. Hence 
section 3443 (a) (1) was enacted to complement section 3442 (1) and (2) by pro- 
viding for a tax refund or credit in the case not covered by this latter section; 
namely, where a tax-paid article is used in the manufacture of another taxable 
article. 

As already pointed out, section 5442 in its entirety can have reference Only to 
“new articles’ and has no application to used or secondhand articles. This 
being so, and taking into consideration the fact that section 3442 (1) and (2) 
and section 3443 (a) (1) are complementary, it does not appear that any other 
conclusion can be reached but that section 3443 (a) 
articles.” 


’ 


(1) is also limited to “new 


The contention that the term “any article” appearing in section 3443 (a) (1) 
must be construed as meaning used or secondhand articles as well as “new 
articles” is based entirely upon a consideration of section 3443 (a) (1) by 
itself, and without reference to the provisions of chapter 29 of which such 
section is a part. 

The bureau submits that it is improper to disregard all other provisions of 
chapter 29 in determining the scope and application of section 3448 (a) (1). It 
is a well-settled rule of law that a statute must be considered in its entirety 
and not as if each of its provisions was independent and unaffected by the 
others (Alezander v. Cosden Co., 290 U. S., 484). When consideration is given 
to the scope and application of chapter 29 as a whole, the contention that the 
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term “any article” in section 3448 (a) .(1) includes used or secondhand articles 
as well as new articles cannot be justified. 

Assuming that it would be proper to construe section 3448 (a) (1) by itself, 
the Bureau is still of the opinion that your interpretation of such section is not 
tenable 

* the term “any article” were held to include used or secondhand articles 
as new articles, section 3448 (a) (1) could not be administered. Ob- 

( , it would not be possible to determine the amount of tax, if any, paid 
in respect to the used or secondhand article that had been utilized in the further 
manufacture of another taxable article. The used or secondhand article may 
have originally been the subject of a tax-free sale so that no amount of tax had 
been paid with respect thereto. Thus the article by itself or as a component 
of another article may have been sold tax-free for use by the Federal or by 

State government. On the other hand, the various rates of the several mannu- 

turers’ excise taxes have been changed from time to time in the past. Hence 

if a tax had previously been paid with respect to the used or secondhand 

le, there would still be a question as to the amount of tax so paid. 
» difficulties are all avoided by limiting the scope of section 3443 (a) (1) 
vy articles. On that basis, the history of the article can be readily traced 
e amount of tax paid with respect thereto can be definitely ascertained. 
any case where a statute is susceptible of two constructions, one that is 
nable and enforceable, and another that is unreasonable and not enforceable, 
ts will adopt the construction that is reasonable and enforceable. This 
le of law is so well established as not to require any citation of authority 
support thereof. Hence, even when section 3448 (a) (1) is considered by 
f, the conclusion still must be that such section can have application only to 

articles and could not be applied to used or secondhand articles. 

\ecordingly, upon reconsideration of the matter in the light of the contentions 
advanced by you, the Bureau must adhere to its previously stated position, 
namely, that the credit or refund provided for by section 3443 (a) (1) has appli- 

ion only with respect to taxes paid in connection with new articles used in the 
roduction of another taxable article and does not apply to any tax that might 


t 
I 
have heen paid in connection with used or secondhand articles so utilized. 


In view of the above, and in the absence of any evidence supporting the other 
contentions stated in your claim, the claim in the amount of 
rejected in full 

Very truly yours, 


is 


Georce J. SCHOENEMAN, 
Commissioner. 
CHARLES J. VALAER, 
Deputy Commissioner, 

Mr. Simpson. Mr. Rubin, we thank you. The committee has con- 
siderable familiarity with the problem you have. I know the com- 
mittee was quite sympathetic the last time we raised taxes, but we did 
not give you the relief which you felt, as far as I was concerned, you 
were justified to have. I assure you the matter will be gone into 
in the new bill we are writing and I hope it can be solved. 

Mr. Mason. This is simply a case of trying to clear up and trying 
to correct the imposition of a regulation which in itself violates the 
intent of Congress. 

Mr. Rurnrn. Yes, sir; you are absolutely right. 

Mr. Srurson. We thank you for your appearance. 

The next witness, and final witness, is Mr. James F. Pinkney, who 
is counsel for the American Trucking Associations, Inc. 


STATEMENT OF JAMES F. PINKNEY, GENERAL COUNSEL, AMERI- 
CAN TRUCKING ASSOCIATIONS, INC., WASHINGTON, D. C. 


Mr. Pinkney. I represent the American Trucking Associations, Inc. 
T will try to condense this statement, eliminating some of the matter 
which would duplicate some of Mr. Barit’s testimony of a brief 
while ago, which I can certainly endorse. 
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My name is James F. Pinkney. I am general counsel of American 
Trucking Associations, Inc. Our offices are at 1424 16th Street, North- 
west, Washington 6, D. C. American Trucking Associations is a 
federation of State associations representing all types of motor car- 
riers of property, both for hire and private. 

In view of the desire of the committee that statements be condensed 
as much as possible, I wish merely to present a summary of our views 
as to why the Congress should give consideration to the repeal of 
certain special Federal taxes directed at the users of highways and 
to the repeal of the transportation tax on persons and property. 

I realize I am covering several items on your agenda, but in the 

erest of time of the committee I have condensed three statements 
into one. 

Mr. Stupson. We appreciate that. 

Mr. Pinkney. We realize that the amounts of revenues derived by 

» Federal Government from these taxes are so great that we cannot 
reasonably expect all of them to be immediately eliminated, particu- 
larly in view of the early need for a balanced budget, but we do hope 
that this committee will give serious consideration to the formulation 
of a plan which will ultimately lead to relief from the peculiar burdens 
upon our industry and the entire American economy which are pres 
e ntly being 1 Impose sd. 

First let me point out that the trucking industry has paid to the 
‘tates in registration fees, gasoline taxes, and other special levies 
directed at it as a highway user, many billions of dollars. In addi- 
tion the trucking industry now pays into the Federal Government 

ach year more than one-third billion dollars under the equipment 
nl gasoline tax laws. These taxes just refe wee to are in addition 
to normal income and property taxes paid by the industry to the 
State and Federal Governments. 

Insofar as most of the special State registration fee and gas taxes 
are concerned, the industry has no quarrel as it recognizes its obliga- 
tion to pay its reasonable ‘share of the cost of highway building and 
maintenance, as a user of the highways, and it of course recognizes 
its obligation to pay other normal taxes such as those imposed upon 
all business. 

On the other hand the industry is opposed, and justifiably so, 
to the payment of vast sums in special taxes applicable to that trans- 
portation agency alone, particularly to the Federal Government, which 
vo into the General Treasury and from which all segments of the 
American economy derive equal benefits. A service so vital to the 
United States as that rendered by the trucking industry should not 
be singled out for the payment of these taxes. 

Federal tax on motor fuels and equipment: For many years, it has 
been our position and the position of the National Highway Users’ 
Conference that Congress should repeal the Federal taxes on gasoline, 

il, motor vehicles, parts, tires, and accessories. 

In 1952 all trucks paid more that $375 million in Federal auto- 
motive excise taxes, including the Federal motor-fuel tax. The 
for-hire motor carriers of property subject to ICC regulation (class 
I, II, and IIT) spent more than $982 million in 1952 for items sub- 
ject to the Federal excises. These carriers spent approximately 398 
million for new equipment, 167 million for tires and tubes, 262 million 
for motor fuel and 155 million for parts and accessories. Each of 
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these expenditures was subject to the Federal excise taxes. The total 
expenditure of 982 million was 22 percent of the carriers’ total reve- 
nues of $4.7 billion. It is doubtful if any segment of the transporta- 
tion industry has so large a — of its annual expenditures sub- 
ject to these, or any special Federal taxes. The industry’s payments 
in the automotive excises were in addition to its normal Federal in- 
come tax and excess-profits tax to which the trucking industry has been 
peculiarly subject, as a result of its poor condition back in the late 
1940's. 

The first Federal automotive taxes were levied in 1918 as war- 
emergency measures. ‘These were repealed during the 1920’s. In 
1932, the depths of the depression, Congress again deemed it necessary 
to enact a Federal gasoline tax, but it did so apologetically and with 
a promise that they would be repealed as soon as the economic emer- 
gency had passed. At that time Congressman Doughton said: 

This was an emergency tax. I am sure Congress was reluctant to impose 
a tax on gasoline but, in order to balance the budget, Congress felt that it was 
necessary to impose a tax of one cent on gasoline. Over the objection of the 
House it was passed in the Senate, and we concurred on it because they said the 
whole structure of the Government would perish if the budget was not balanced, 
and we, too, were anxious to balance it; consequently in the rush to close 
the session of Congress and to balance the budget, we imposed the gasoline 
tax. * * * Could we not temporarily endure this tax which, I think, all of 
us agree is only an emergency and temporary tax? * * * don’t you think 
we can patiently endure this tax for a time with the understanding in all 

nds that the first time we can get along without the revenue and the Govern- 
ment can raise revenue some other way to meet its expenses, that tax will 
be left for the States? I think that is the feeling of Congress. 

A similar understanding is shown in the report of the House Ways 
and Means Committee on the national industrial recovery bill in 1933, 
wherein the committee’s view is indicated: 

The committee adopted this tax with reluctance, but, in the existing emergency 
there appeared to be no other commodity other than foods which would furnish 
a sufficiently broad base * * * (the tax is) * * * temporary in char- 
acter and may be eliminated by proclamation by the President when operating 
expenditures or when the repeal of the 18th amendment opens a new and ample 
source of revenue to the Government. 

These and similar statements by those who framed the taxes make it 
clear that they were temporary general revenue measures, and that 
there was no connection with, or consideration of, specific Government 
activities or expenditures. 

Highway users resisted these taxes and from time to time have 
joined in rather concerted efforts k have them repealed. These 
efforts have been unsuccessful. The Nation seems to have moved from 
one emergency to another, and the Federal budget has steadily in- 
creased. Instead of repealing the automotive levies Congress has in- 
creased the rates. 

Although this committee is not directly concerned with the problem 
of expenditures of funds, a word is in order about the Federal highway 
aid program and the work of the Federal Bureau of Public Roads. 
These call for the expenditure of approximately one-half billion dol- 
lars each year and result in great aid to our highway systems. How- 
ever, this Federal highway aid program is in fulfillment of a recognized 
obligation of the Federal Government to provide for the common 
defense, provide for the general welfare, and establish post roads. 
(Throughout the history of the aid programs and the oul taxes now 
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under consideration there has never been a connection. Each has been 
the result of independent action by the Congress with distinct differ- 
ences in their purpose. 

Another strong indication of the lack of connection between the 
I‘ederal automotive taxes and Federal aid is the fact that Federal aid 
never has amounted to more than one-third of the amount collected in 
these special taxes. 

These automotive taxes really have been in the general category of 
luxury taxes assessed for the general support of Government. How- 
ever, highway transportation has become a vital necessity and no 
longer can be considered a luxury. Moreover, on the State level, the 
users of motor vehicles have been assigned the specific responsibility 
for paying the cost of highways, one of the most important and costly 
factors in State budgets. 

Continuance of these Federal automotive taxes to meet real and 
imagined emergencies has been a primary factor in creating another 
emergency the highw: ay emergency. The magnitude of the financial 
burden placed upon motor-vehicle owners by these duplicating Fed- 
eral taxes has made it difficult for the States to levy the taxes they need 
to solve the highway problem. In short, we have reached the point 
where the need of the States is so great that the Federal Government 
now should fulfill its pledge to retire from the field of automotive fuel 
taxation. Repeal of the Federal fuel taxes would at least be a step 
in that direction. 

Mr. Mason. May I interrupt for a moment by saying that today 
Uncle Sam collects $4 and gives back ¢1 for roadbuilding. The State, 
we will say, collects $10 and gives back $9 for roadbuilding. That is 
about the proportion, as between Uncle Sam and the States, of what 
they collect from the motor users. 

Mr. Pinkney. Yes, sir. And many of the States are, I think 2 

> States this year, changing their laws so as to prevent any further 
ii sion. There is a tende ‘ney to apply the whole amount collected 
from the highway users to the highways. Incidentally, I wish to 
point out that my industry does not expect to gain, except through 
better highways, from the repeal of the Federal fuel taxes. It is 
contemplated and expected that the States will pick up this tax when 
the Federal Government relinquishes its tax. Several States have 
already so indicated by enacting appropriate legislation; two this 
year. 

Before leaving this subject, I should like to raise two questions for 
contemplation by Congress. 

Mr. Simpson. In view of the high percentage return you get from 
the taxes paid to the States, it would almost be cheaper to the whole 
economy if we no longer had the Federal funds for the program, 
assuming that the tax burden simply shifted from the Federal to the 
State. You would have more dollars, would you not ? 

Mr. Pinkney. There would be more dollars applied to the high- 
Way, sir. 

Mr. Mason. The Federal Government should get out of that field. 

Mr. Pinxney. These two questions which go to that point, sir, are 
these : 

First, assuming without conceding that there is a connection be- 
tween the taxes and Federal aid, then does it not follow that the taxes 

37746—53—pt. 4—17 





2410 GENERAL REVENUE REVISION 


should be reduced to the level of Federal aid, or that Federal aid 
should be increased to the level of the taxes? 

Second, if no such connection exists, is it fair to levy such taxes 
igainst one form of transportation when similar taxes are not assessed 
against competing forms of transportation ? 

We raise these questions only because we believe they should be 
given careful consideration by the committee, and lest they be mis- 
understood as a qualification of our position I want to repeat that we 
firmly favor repeal of the Federal fuel tax and the other automotive 
taxes which for many years have required highway transportation 
to make an extra special contribution to the general functions of 
Government which are the equal responsibility of all segments of 
the public. 

The effect on the trucking industry, already hard pressed taxwise 
by the excess-profits tax and by increasingly heavy and burdensome 
special tp ate taxes is to reduce its operating ratios to a dangerously 
low level and thus to jeopardize the objective of the national trans- 
portation policy which provides, among other things, that it is the 
policy of Congress “to promote safe, adequate, economical, and effi- 
cient service and foster sound economic conditions in tr ansportation 
and among the several carriers—all to the end of developing, coor- 
dinating, and preserving a national transportation system—adequate 
to meet the needs of the commerce of the United States, of the postal 
service, and of the national defense.” 

Obviously, too, these taxes operate to increase the cost of motor- 
carrier service to shippers and thus affect our entire price structure 
as practically everything that moves in commerce in the United States 
today moves in some part of its journey by truck. In passing I should 
also point out that the singling out of one form of transportation for 
Federal taxation peculiar to it unfairly affects the competitive situa- 
tion in transportation. 

Two, transportation tax, which applies to all forms of trans- 
ports ution. 

This tax of 3 percent on property and 15 percent on passengers 
moving by for hive carriers of all kinds is paid by the shipper or 
passenger, but the great burden and cost of its collection falls on the 
carrier. That has been a real burden in transportation, because of the 
tens of millions of shipments upon which the tax must be figured each 
year, and computed. This, in turn, operates to increase the overall 
cost of transportation in our total economy. This tax does not apply 
to shipments by the State and Federal Governments. 

It has a history similar to that of the excise taxes just discussed. It 
started in 1932 and was applied first to the pipelines. In 1941, it was 
extended to passengers and in 1942 to property. It has been almost 
universally condemned by the tax economists and specialists and its 
repeal has been urged many times. The reasons for this feeling are: 

These taxes were imposed as wartime excises and to curtail com- 
merce, in many respects. These reasons for which they were levied in 
large part no longer exist. 

They directly increase travel and shipping costs and their re- 
he would greatly reduce the cost of these vital services and aid to 
roll back prices generally and stimulate production. 


€ 
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3. The cost of collecting these taxes runs into many millions of dol- 
lars each year, which in turn weakens our transportation system and 
further increases the cost to the shipping public. ne 

4. They discourage passenger travel and commercial shipping at a 
time when our economy needs stimuli to encourage domestic com- 
merce. As I stated at the outset of my remarks, we are aware of and 
recognize the problem that Congress faces today from both the defense 
standpoint and the standpoint of the need for a balanced budget. 
However, we do hope that Federal expenditures can and will be so cur- 
tailed that within the reasonably near future, it will no longer be 
necessary for Congress to drain off from one of America’s most vital 
services the tremendous sums involved in all of the taxes I have dis- 
cussed here tonight. 

That concludes my statement, Mr. Chairman. 

Mr. Simpson. Thank you, Mr. Pinkney. 

Are there any questions ¢ 

Mr. Mason. I have only this, I think: I have given up hope that 
the Federal expenditures are going to be reduced enough so that we 
can get rid of these nuisance taxes. I still have hope that we can get 
the necessary revenue for the Government from a general manufac- 
turers’ tax to take the place of all of these nuisance taxes that you are 
complaining about. 1 think that is probably the only solution we 
can offer. 

Mr. Prnxney. This strikes me, sir, as being a good solution, and 
I think it would be much fairer to the transportation industry and 
to my segment of it in particular, if that were done. 

Mr. Mason. It would treat all alike, at least. 

Mr. Srwpson. We thank you, sir, for your appearance. 

The committee will stand adjourned. 

(The following statement was submitted for the record :) 


STATEMENT OF FRANK M. PorTeER, PRESIDENT, AMERICAN PETROLEUM INSTITUTE 


The American Petroleum Institute takes this occasion to place itself on record 
once again as favoring the repeal of the Federal automotive excise taxes and 
the Federal taxes on gasoline and lubricating oil. The institute advocates re- 
peal of these taxes from its natural concern for the consumers of petroleum 
products, particularly the more than million Americans who are licensed 
to drive motor vehicles. These people have become victims of double taxation 
on a scale that cannot help but alarm the friends of highway transportation. 

It must be remembered that motor vehicle owners bear the brunt of financing 
the highway systems of their States. This responsibility in itself entails an 
enormous financial burden for a single class of citizens to bear. When, in addi- 
tion, motor vehicle owners are selected to bear a special disproportionate share 
of the support of the general activities of the Federal Government, they become 
victims of a clear injustice. 


GROWTH OF MOTOR VEHICLE TAX BURDEN 


Even in a period of rapidly mounting tax burdens for everyone, the piling 
up of taxes on motor vehicle owners has assumed spectacular proportions. 

In the year 1982, when the “temporary” automotive excise, gasoline and 
lubricating oil taxes were imposed, America’s highway users were paying less 
than a billion dollars a year in Federal, State, and local motor vehicle taxes. 
This figure excludes special property taxes on automobiles and trucks. It in- 
cludes registration fees, gasoline taxes, tolls, and the Federal excise taxes. 
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By 1941, the cost of these various taxes on motor vehicle owners had passed 
the $2 billion mark. After a slump caused by the wartime restrictions on auto- 
mobile use, the tax bill started to rise rapidly again. In 1947 it topped $3 billion. 
In 1950 it was over $4 billion. Now it approximates $5 billion a year and is still 
rising. 

Last year the Federal automotive excise taxes, the Federal gasoline and 
diesel fuel taxes and the Federal lubricating oil tax cost the American people 
more than $2 billion. A very large portion of that total was, of course, paid by 
the owners of automobiles, trucks, and buses. 

Up to the end of last year the total cost of these Federal taxes amounted to 
more than $17 billion from the time they were first imposed. Of this total, 
nearly half came from the taxes on petroleum products—about $7 billion from 
the Federal gasoline tax, over $1 billion from the lubricating oil tax and nearly 
$15 million from the new diesel fuel tax, which was first imposed in 1951. 

The petroleum industry’s concern about these taxes on its customers needs no 
e'aboration. ‘The figures speak for themselves. This is especially true when 
the combined State and Federal taxes on a gallon of gasoline now averages 
‘ it one-third of the retail price of this product and about 60 percent of the 
wholesale price at the refinery. 

Last year, the special State and Federal automotive tax burden averaged more 
than $00 for each motor vehicle registered in the United States. Nearly 40 
percent of this tax bill Was imposed at the Federal level. 


ITWENTY-ONE-YEAR-OLD TAXES WERE LEVIED ON TEMPORARY BASIS 


Though the Federal taxes on motor vehicles, parts, tires, and tubes, gasoline, 
lubricating oil, and diesel fuel were imposed on a temporary emergency basis in 
132, th have been retained for 21 years. Furthermore, the rates have been 


repeatedly increased with each successive national emergency. 

First, these taxes were levied to meet a crisis in the depression. Then they 
were increased to raise additional revenue for the national defense emergency 
in 1940, 1941, and 1942. When the Korean crisis broke out, many of these 
taxes were again increased, effective November 1, 1951. The Federal gaso- 
line tax was raised to 2 cents per gallon and for the first time the Federal 
Government levied a tax, at the same rate, on the consumption of diesel fuel 

motor vehicles, 

From the record, it would appear that the motor vehicle owners have been 
singled out to pay a special share of the cost of national emergencies on the 
assumption that they have some special ability to pay taxes. Yet studies have 
found that the average motorist is an average citizen of average means. This 
s borne out by the fact that the number of licensed drivers in the United States 
(64,448,781 in 1951, according to the U. S. Bureau of Public Roads) substan- 
tially exceeds the number of voters who cast ballots in the last presidential 
election (61,637,951 - 

When Congress first entered the field of gasoline taxation in 1932, it was with 
the full realization that this product was not a suitable subject for such a 
evy Statements made around that time stress this point. 

In its preliminary report on double taxation the subcommittee of the House 
Ways and Means Committee on December 29, 1932, emphasized that: 

When the gasoline tax was first discussed in the House of Representatives 
of the United States, it was felt by many that this field of taxation was fully 
occupied by the States and should be left to them. The House did not include 
this tax in the revenue bill as transmitted to the Senate. The Senate, how- 
ever, in the fight of later figures as to the deficit and as to the probable tax 
ield, was obliged to amend the bill by including a tax upon gasoline.” 

In January 1933, when the Ways and Means Committee was holding hearings 
on the extension of the Federal gasoline tax for the following year, Chairman 
Doughton stated: 

rhis was an emergency tax. I am sure Congress was reluctant to impose 
a tax on gasoline but in order to balance the budget, Congress felt that it was 
necessary to impose a tax of 1 cent a gallon on gasoline.” 

Yet despite these warranted misgivings, Congress has retained the gasoline 
tax and even increased it. 


\ 


GASOLINE IS NOT A LUXURY 


Although gasoline probably contributes more than any other single product 
to the Nation’s economy and welfare, it is now being taxed as heavily as many 
other products which are generally regarded as luxuries. To group gasoline 
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in the luxury classification for tax purposes is to be unrealistic. Gasoline is, 
primarily, a source of natural energy, like steam in the boiler of an engine or 
water when it energizes a hydroelectric turbine. 

It would be just as reasonable to group these common sources of energy 
with luxury products for tax purposes as to include gasoline in this group- 
ing. For gasoline, by its very nature and use, is a commodity on which a vast 
percentage of the Nation’s commerce and general welfare depends. The direct 
and indirect effects of gasoline on the American way of life are incalculable. 

For example, it is estimated by the Automobile Manufacturers Association 
that 9,400,000 Americans are employed in industries directly connected with 
highway transportation. That means highway transportation provides direct 
employment for 1 of every 7 members of the labor force. 

Even this figure does not tell the real economic importance of the motor vehicle. 
According to the Automobile Manufacturers Association, 27.5 million Americans 
depend on passenger cars to earn their livelihood. 

To sigle out one group—our farm economy revolves around highway trans- 
portation. Trucks are now owned on 34 percent of American farms and auto- 
mobiles on 68 percent. Twenty-nine percent of the trucks in the United States 
are owned by farmers. Due to their extreme dependence on highway transpor 
tation, farmers are hit especially hard by the Federal gasoline, lubricating oil, 
and automotive excise taxes, 

It should be noted that the tax on lubricating oils hurts not only all people who 
depend upon highway transportation but also every other group that uses any 
form of machinery. This tax is a burden to all forms of industry and to agri- 
culture as well. Lubricating oil is no more a fit subject for special taxation 
than the industrial machinery it helps to operate. 


NO CONNECTION BETWEEN THESE TAXES AND FEDERAL HIGHWAY AID 


Those who are not familiar with the background sometimes mistakenly be- 
lieve that there is a connection between Federal highway aid grants to the 
States and Federal gasoline and automotive excise taxes. Knowing that State 
gasoline and motor vehicle taxes are related to State highway expenditures, 
there are people who assume that the same relationship prevails at the Federal 
level. 

Actually, there has never been any connection between these Federal taxes and 
Federal highway aid to the States. This is the record: 

Federal participation in highway development dates back to the founding 
days of the Nation, in line with the constitutional provision that Congress be 
empowered “to establish post offices and post roads.” In 1916, before the auto- 
mobile had achieved serious economic importance, the present system of Federal 
highway grants to the States was inaugurated. 

During World War I, Congress imposed automotive excise taxes to raise reve- 
nue for the emergency. These levies were later repealed. Yet in the 4 years 
prior to 1932, when there were no Federal automotive excise or gasoline taxes in 
effect, Federal highway aid to the States was sharply increased. 

Then in 1932 the Federal Government levied its first taxes on gasoline and 
lubricating oil and resumed the automotive excise taxes. Though receipts from 
these levies mounted, regular Federal highway aid payments to the States fol- 
lowed an up-and-down course. In 1941, Federal highway aid payments were far, 
far below the average level of the 1930's despite the rate increases in the gaso 
line, lubricating oil and automotive excise taxes adopted in the preceding year 
and the even sharper climb in revenue from these levies. 

As further proof that there never has been any economic relationships between 
these taxes and Federal highway aid, there is this fact: From 1917 to the end 
of 1951, the Federal gasoline and automotive excise taxes cost highway users a'one 
over $13,500 million. This is exclusive of the cost to other consumers of the taxed 
products. In this Same 1917-51 period, Federal highway aid payments to the 
States amounted to less than $6 billion. In short, highway user taxpayers alone 
have paid more than $2 on these levies for every $1 of Federal highway aid 
granted to the States. 

Now Federal automotive excise, gasoline and lubricating oil taxes are costing 
the American people more than $2 billion a year, but Federal highway aid grants 
for fiscal 1954 and 1955 are authorized at $575 million annually. If there were 
any connection between the Federal highway grants and Federal automotive 
taxes, it could be said that Washington is draining the States instead of aiding 
them. For over a period of years, these taxes have taken billions more from the 
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States than Federal highway grants have given them. With the drastic increase 
in the tax rates enacted in 1951, this disproportion was greatly aggravated. 

But the record makes it clear that there never has been, in the mind of Con- 
gress, any relationship whatsoever between these taxes and Federal highway aid. 
On the contrary, when the taxes have been increased, it has always been to meet 
a general revenue emergency—the depression or national defense requirements. 


FEDERAL GASOLINE TAX INTERFERES WITH STATE HIGHWAY PROGRAMS 


At this time, when so much thought is being given to State highway improve- 
ment programs, Federal automotive and gasoline taxation obstructs highway 
progress. 

The first gasoline tax was imposed by Oregon in 1919 to raise money for 
highway improvement. From this beginning, the idea spread so fast that by 
the end of 1929 every State had a tax on gasoline. The States, in short, had 
thoroughly preempted this tax field years before the Federal Government en- 
tered it. And the States were depending on this tax to raise revenue for their 
road programs. They still depend on it. 

Invasion of this field of taxation by the Federal Government thus constitutes 
a wholly unjustified interference with an important source of State funds. 
Instead of aiding the States with their highway programs, the Federal Gov- 
ernment is, in effect, holding back those programs by loading the weight of its 
gasoline tax on top of the State levies. 


POPULAR DEMAND FOR REPEAL OF FEDERAL GASOLINE AND AUTOMOTIVE EXCISE TAXES 


Ever since the Federal gasoline and automotive excise taxes were imposed, 
many groups, private and official, have urged Congress to repeal them. As early 
as 1922, the Legislature of Virginia memorialized Congress to withdraw from 
the field of gasoline taxation. In 1933 the legislatures of six States—Arkansas, 
Montana, North Carolina, Oklahoma, Oregon, and South Dakota—memorialized 
Congress to this effect. Year after year from that time, these memorials have 
conténued. 

This year, for instance, the legislatures of 23 States—Arkansas, Colorado, 
Connecticut, Delaware, Georgia, Idaho, Indiana, Iowa, Kansas, Maine, Minne- 
sota, Nebraska, New Hampshire, North Carolina, North Dakota, Ohio, Oklahoma, 
Pennsylvania, South Carolina, Tennessee, Texas, Vermont, and Winconsin— 
officially memorialized Congress to leave the field of gasoline taxation to the 
States. 

At its meeting in July 1952, the Conference of State Governors called upon 
the Federal Government to withdraw from the field of gasoline taxation “as 
soon as may be consistent with the needs of national defense.” 

In December 1952, a similar resolution was adopted by the general assembly 
of the States, a meeting of legislators and State executives from 44 States. 

On January 21 of this year, it was announced that the executive committee 
of the Governor’s Council was seeking to get Congress to turn over gasoline 
taxation to the States. 

At its 1952 annual meeting the American Farm Bureau Federation recom- 
mended that “gasoline taxes be reserved to the States and that the present Fed- 
eral tax on gasoline be repealed.” The National Grange, at its 1952 annual meet- 
ing, also urged that “as soon as possible, the Federal Government should retire 
from the entire field of automotive taxation.” 

This is only a sampling of the widespread feeling among State officials and 
highway user groups. In recent years, more than 600 national, State and 
regional organizations of highway users have petitioned Congress to repeal the 
Federal automotive excise, gasoline and lubricating oil taxes. These groups 
include farmers, automobile clubs, truckers, civic organizations, business and 
manufacturers’ associations, rural letter carriers’ associations and petroleum 
groups. 

HEAVY STATE TAX BURDENS OF HIGHWAY USERS 


If double taxation is wrong in itself, the Federal tax on gasoline is much 
worse because of the special dependence of the States on this revenue. 

It is not generally realized that the States collect more money from their 
special taxes on motor vehicle owners than from any other single tax source. 
Excluding unemployment compensation, 28 cents of every tax dollar collected 
by the States comes from special highway user taxes. 
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Of course, these are special tax payments alone. Motor vehicle owners are 
also responsible for all the general State taxes imposed on car owners and 
pedestrians alike—sales taxes, income taxes, business taxes, excise taxes, 
property taxes. The motor vehicle owner just has an extra and very heavy 
State tax burden to bear, levied not on the basis of his means but on the basis 
of his need to use his car or truck. 

It is asking too much to require him to continue to carry an extra share of 
the cost of running the Federal Government as well. 

When consideration is being given to granting Federal tax relief to any group 
of citizens, it is respectfully suggested that the people who consume gasoline 
and lubricating oil deserve a very high place on the list. In 1932 these people 
were promised that the Federal taxes on gasoline and lubricating oil were only 
temporary and would be repealed. Now, after 21 years, it would seem war- 
ranted that this promise be kept. 


(Whereupon, at 9:30 p. m., the committee was recessed.) 











GENERAL REVENUE REVISION 


TUESDAY, AUGUST 4, 1953 


Hovse or RepresENTATIVES, 
ComMMITTEE ON Ways AND MEANS 
Washington, D.C. 

The committee met, pursuant to recess, at 7 p. m., in the Ways and 
Means Committee room, Hon. Daniel A. Reed (chairman) presiding. 

The CuarrMan. The committee will come to order. 

The committee will continue hearings on excise tax rates. 

Without objection, a statement from the Hon. Charles G. Oakman 
will be incorporated in the record at this point. 

Also without objection a statement by the National Grange will be 
furnished to the members of the committee and will be incorporated 
in the record of the hearing. 

(The statements referred to are as follows :) 


CONGRESS OF THE UNITED STATES, 
HOUSE OF REPRESENTATIVES, 
Washington, D. C., August 8, 1953. 
Hon. DANIEL A. REED, 
House of Representatives, 
Washington, D. C. 

DEAR MR. CHAIRMAN: I understand your Ways and Means Committee are 
planning hearings this evening and tomorrow in behalf of manufacturers’ excise 
taxes on automobiles and trucks and parts and accessories therefor, and on 
tires and tubes. Since it is not possible for me to be present, I should like to 
make my previous comments on this measure a part of your committee record, 
if possible. 

I thank you. 

Sincerely, 
CHARLES G, OAKMAN. 
EXcisE TAXES 


(By Hon. Charles G. Oakman, of Michigan, February 18, 1953) 


Mr. Chairman, in the calendar year of 1950, Federal excise taxes collected on 
motor vehicles, parts and accessories, and tires and tubes, totaled approximately 
$927,842,000. In 1951 the total was $950,241,000. Figures for the 1952 year 
will not be available for many weeks, but presumably they will show a sub- 
stantial increase. 

These are large sums of money, even in terms of Government financing. Yet 
the total for the 1951 year represents only about 1% percent of Federal Govern- 
ment income for the period. 

A small proportion of that income, it is true; but one which we can ill 
afford to forego, in these days of preparation for national defense, in a world 
on the edge of all-out war. 

No, Mr. Chairman, we cannot afford to lose or ignore any legitimate source 
of Federal tax income, so long as the tax is justly administered, and so long 
as it does not constitute an intolerable burden upon the taxpavers. 

Excise taxes, in one form or another, long have been regarded as a legitimate 
source of Federal Government income. For the most part, over the years, 
they have constituted no undue burden upon the taxpayers. By and large they 
have been administered impartially. 
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But is is my strong conviction, Mr. Chairman, that the excise-tax structure, 
as presently it stands, leaves much to be desired. It has not been scientifically 
designed, either to yield maximum tax income or to bear as lightly as possible 
on those who pay taxes. 

Nobody likes taxation of any kind. Nobody likes to pay an excise tax, when 
he becomes aware of it. Ordinarily excise taxes are paid without protest, simply 
because they are concealed in the prices consumers pay for things they buy. 

Only when an excise tax becomes oppressive, or when it is imposed unfairly 
on one commodity or a group of commodities within a larger category, does the 
tax become overly painful to those who pay it. 

Usually the consumer becomes aware of the excise tax when the manufacturer 
or importer who pays in the first instance and passes the tax along, protests 
his unfavorable competitive position with respect to the consumer’s dollar. 

When the consumer finally does become aware of the excise tax, he is quick 
to recognize it for just what it is. He recognizes it as a sales tax. And Amer- 
icans generally do not like sales taxes. They realize that such taxes bear 
hardest on those with small incomes, inasmuch as individual human consumptive 
capacity is limited. 

Furthermore, accepted tax theory in this country holds that excises should 
not be imposed upon the necessities of life, or even upon the commonest con- 
veniences of daily living. It is held that such taxes tend to be self-defeating, 
and in any event are contrary to the public interest. 

Only in wartime, or in other times of national emergency, can there be vaiid 
reason for imposition of excise taxes upon necessities. And even in such times 
there can be no real excuse for discriminatory excises. Tax laws, like other laws, 
in a country dedicated to human liberty, can make no exceptions. 

Yet we have now, Mr. Speaker, a situation wherein excise-tax discrimination 
plainly exists. It exists within that category of daily living necessities where 
tax equity should be, if anywhere, the prime consideration. 

Let me hasten to say that in my opinion this situation has come into being 
through many years of national stress; years when huge Government spending, 
and the consequent need for progressively greater Government income, per- 
mitted scant consideration of a scientifically integrated tax system. 

Let me say further that present excise-tax inequities evidently are the result 
also of a perfectly sound intention on the part of Congress to relate those taxes, 
insofar as possible to the taxpayers’ ability to pay. I refer to the so-called 
luxury-tax aspect of the excise-tax system. 

The Ways and Means Committee, and the Congress itself, simply tried to dis- 
tinguish between living necessities and luxuries. This was done in a laudable 
effort to lighten the tax burden of those least able to bear that burden. 

But as I have said, Mr. Speaker, the need for money was great and the pressure 
on Congress unprecedented. Perhaps it was only to be expected that in drawing 
the line between luxuries and necessities some mistakes were made. 

Among those mistakes—if I call them that—the one to which I address myself 
today, is the one whereby automotive vehicles, parts, and accessories, and tires 
and inner tubes, in effect were classified for tax purposes as luxuries. 

At any rate, and whatever the designation of these automotive products, they 
are subject to ad valorem taxes which theoretically should apply only to iuxury 
items. 

These taxes are passed along by the manufacturer, the wholesaler and retailer, 
and finally are paid by the ultimate purchaser. On a passenger car in the $2,000 
class, for example, it amounts to something like $200. 

Automotive manufacturers say that the total of all taxes thus passed along 
to the purchaser of a $2,000 automobile approximates $700. 

Without taxes, these cars could be sold at a price in the neighborhood of $1,300, 
which is not far from the present net to the manufacturer. 

Thirty years ago, when automotive excises were unheard of, and other taxes 
were low, we paid around $800 for cars that were little better than go-carts, com- 
pared with present-day comfortable, swift, and efficient motor vehicles. There 
was little inflation in those days either. 

As a direct result of the unparalleled achievement in automotive design and 
manufacturing ecunomy, motor vehicles of all types have ceased to be a luxury. 
They have become a necessity of American life. 

it is estimated that in the industrial areas of Michigan, for example, at least 
70 percent of the interplant transport of war goods in production is carried on 
with motortrucks, 
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In every manufacturing city of the land, no large industrial plant could oper- 
ate effectively for a single day, except for the buses and the individually owned 
automobiles which carry workers to and from their jobs. 

For nearly half a century now, the United States has been becoming and now is 
a nation on wheels. To take those wheels away, even for a brief period, would 
be to destroy America, socially, economically, and even in its capacity for 
national defense. 

Then it follows that an excise tax which serves, by reason of its existence, or 
exorbitance, to lift motor vehicles pricewise from the category of necessities 
substantially to that of luxuries can succeed only in affecting adversely the 
economic strength and prosperity of the Nation. 

Not only does it hamper the conduct of business and industry, thus reducing 
the national production of goods and services for the benefit of the people, but 
it actually reduces the Nation’s war potential. It does so in a world where 
strong national defense is a paramount necessity of survival. 

Automotive excise rates currently stand at 8 percent on trucks, buses, auto- 
motive parts and accessories, tires and tubes, and at 10 percent on passenger 
cars. 

In all probability, should these taxes be abolished, the entire American economy 
would be stimulated to a point at which the Government’s income from other tax 
sources would more than offset the loss in automotive excise collections. 

With these things in mind, I have introduced a bill designed to eliminate the 
Federal excises on automotive vehicles, parts and accessories, tires and inner 
tubes. 

Now, I do not possess the wisdom, Mr. Speaker, to make any firm recommenda- 
tion concerning whether such taxes should be abolished permanently, or should be 
reimposed, in whole or in part, on some more realistic basis. 

The wisdom for such a recommendation, to be sure, resides in the Committee 
on Ways and Means. The wisdom necessary for a final determination, I am 
equally sure, resides in the membership of the House. 

My purpose in offering the measure of which I speak is solely to clear the 
slate so that such a determination can be made in good time and in the light of 
adequate scientific analysis. 

Possibly the Committee on Ways and Means, in its wisdom, may decide to write 
a new bill to clean the slate of all manufacturers’ and retailers’ excise taxes 
pending a thorough reexamination of the entire excise-tax structure. I cannot 
speak, of course, for a committee of the House. 

But it is my firm conviction that automotive excises as presently constituted 
do more harm than good. Toa degree, they serve to throttle economic activity in 
important ways peculiar to themselves. Hence, it is probable they dry up more 
Government tax income from other sources than they create on their own account. 

Still further, Mr. Speaker, it is my conviction that adequate study of the sub- 
ject would reveal that all manufacturers’ and retailers’ excise taxes are economi- 
“ally immoral and unsound. 

Adequate study of the subject, I believe, would demonstrate, should war and 
threats of war compel retention of these taxes, the necessity of curing excise-tax 
inequities by spreading them, at lowest possible rates, completely across the 
board. 





STATEMENT SUBMITTED BY LiLoyYD ©. HALVORSON, ECONOMIST, THE NATIONAL 
GRANGE, ON FEDERAL AUTOMOTIVE EXCISE T'AXES 


The National Grange is opposed to Federal automotive excise taxes on the 
basis of principle. It feels that Federal automotive excise taxes should be 
reserved to the States for the construction, maintenance, and patrolling of roads 
and highways. 

The cost of inadequate roads and highways is very great in terms of time 
wasted, cost of operation, annoyances, and loss of life and limb. Our State gas 
and oil taxes are already so high that it is practically impossible to raise them 
anymore and thus provide the money needed to bring our roads and highways 
up to adequacy. 

In view of this situation, it is fundamentally unsound for the Federal Govern- 
ment to use automotive excise taxes as a source of general revenue. We believe 
it should repeal the excise tax on gasoline and oil immediately, even though the 
budget is unbalanced, and that it should repeal the other automotive excise taxes 
at the earliest possible date. 
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We do not believe there should be any automotive excise tax to indirectly 
provide money for the Federal-aid-to-highways program. The Federal aid to 
highways is not of sole benefit to motorists or in proportion to their use. A 
nationally coordinated highway system is in the interest of the general welfare, 
national defense, and the postal system. If the Congress really intends linkage, 
it should say so and devote all of the Federal automotive excise taxes to Fed- 
eral aid to highways. 

The Federal automotive xc ise tax is an especially heavy burden on farmers. 
Farmers and ranchers eal ably use motor and truck transportation more than 
any other significant segment of our population. It is important in the hauling 
of produce to market; and to make social calls farm people have to use their 
car considerably. 

Farmers use considerable quantities of regular gasoline in their tractors and 
engines. This use is not related to highway use. Most all the States give refunds 
on all gasoline used in tractors and engines. There is no refund by the Federal 
Government on regular gasoline used in tractors and stationary and mounted 
engines 

It has been impossible to get a breakdown on figures showing how much fed- 
erally taxed gasoline is used on farms, but the table below shows the terrific 
quantities of fuel used on farms. The rate of increase from year to year is 


tremendous 


Farm consumption of liquid petroleum fuels in United States 


In millions of gallons] 
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1 Not available 
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If half of the fuel is taxable gasoline, 2 cents a gollon on 5 billion gallons 
amounts to $100 million. This is a terrific burden on farm people considering 
the farm depression that is now upon us. In addition to this, we have the 
Federal excise tax on oil, and it applies to all oil used on farms. 

To the extent the Federal oil and gasoline tax infringes upon production it 
is wrong in principle. 

Below is an excerpt from the tax policy of the National Grange, as adopted 
last November, on the matter of Federal automotive excise taxes. 


AUTOMOTIVE EXCISE TAXES 


The National Grange reiterates its long established opposition to the levying 
of I'ederal automotive excise taxes as a means of securing funds for general- 
revenue purposes. 

The Grange objects to Federal automotive excise taxes for the following 
reasons: 

1. The field of automotive taxation rightfully belongs to the several States. 
Encroachment into their field by the Federal Government is seriously affecting 
the ability of the States to raise revenue needed to improve our primary, sec- 
ondary, rural-mail route, land service, and urban highway systems. 

2. Automobiles and trucks are an important and essential part of our trans- 
portation system. Since every 1 of our 48 States levies a tax on gasoline and 
charges license fees on motor vehicles, we maintain that it is unjust for the 
Federal Government to levy high automotive excise taxes to pay current costs 
of Government, while hundreds of articles which are less essential than auto- 
mobiles and trucks are not subject to any excise tax. 

3. There is no connection between Federal excise automotive taxes and 
Federal-aid to highways. They were first levied during World War I as emer- 
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gency taxes and have since been levied for general-revenue purposes. For the 
fiscal year that ended June 30, 1952, the funds appropriated to the several 
States for highway uses were less than one-fourth of the more than $2 billion 
collected in automotive excise taxes. 

1. These taxes hit farmers harder than any other group. They increase the 
cost of transporting products from markets to the farm. They also increase 
the cost of operating farm tractors because gasoline, tires, and such parts as 
batteries, generators, and spark plugs, which are interchangeable between 
automobiles, trucks, and tractors are taxed. These taxes are costs that the 
farmer cannot pass on to someone else, and that will increase as the shift to 
greater farm mechanization continues. 

The Grange recommends that as soon as possible, the Federal Government 
should retire from the entire field of automotive taxation. We further recom- 
mend that the Federal Government should retire immediately from the taxation 
field of motor fuels on which it imposes a tax of 2 cents per gallon. States 
which need additional funds for highway construction and maintenance could 
then increase their taxes on motor fuel up to 2 cents per gallon without increas- 
ing the total overall tax burden of motor-vehicle owners. In States which grant 
refunds on farm-used motor fuel, this would have the added advantage of 
eliminating the tax now being paid to the Federal Government on motor fuel 
used in tractors and other mechanized farm equipment. 

The Grange is opposed to the diversion by any State of any part of the reve- 
nue received from taxes on motor fuel, motor vehicle fees and licenses, or the 
ton-mile-use tax, to any purpose other than the construction and maintenance of 
roads, and recommends the adoption by each State of a constitutional amend- 
ment guaranteeing highway user taxes for highway purposes only. Adopted, 

The CHatrmMan. The first witness this evening is Mr. Ross D, 
Netherton, legislative counsel for the American Automobile Associa- 
t10n. 

Mr. Netherton, we welcome you here, and will be very glad to hear 
you. If you will give your name for the record, and the capacity in 
which you appear. 


STATEMENT OF ROSS D. NETHERTON, LEGISLATIVE COUNSEL, 
AMERICAN AUTOMOBILE ASSOCIATION 


Mr. Neruerron. My name is Ross D. Netherton. I am legislative 
counsel for the American Automobile Association. 

This afternoon, sir, I filed with the clerk of the committee a state- 
ment which I think fairly expresses and supports the position of the 
American Automobile Association in opposition to further continua- 
tion of the Federal excise taxes on gasoline, lubricating oils, motor 
vehicles and parts, tires and tubes. 

The Crarrman. I take it you would like to have that statement 
incorporated in the record ; would you not ? 

Mr. Neruerton. If that can be done, sir, I see no need for me to 
testify unless to answer questions of the committee. 

The CuatirMan. Without objection, that is so ordered. We appre- 
clate your appearance, 

Mr. Neruerton. I can only say I extend through you to the pro- 
fessional staff of the committee any assistance our own research de *part- 
ment may be able to provide as the work of the committee goes on. 
We regard this as an extremely important and valuable work the 
committee is doing, and look for ward to its results. 

The CuarrMan. We appreciate that promise of cooperation very 
much. We need all we can get to do a good job. 

Mr. Neruerton. Thank you, sir. 

The Cuamman,. Thank you very much. 











2422 GENERAL REVENUE REVISION 


(Mr. Netherton’s prepared statement is as follows :) 


STATEMENT oF Ross D. NeTHERTON ON BEHALF OF THE AMERICAN AUTOMOBILE 
ASSOCIATION 


I am Ross D. Netherton, legislative counsel for the American Automobile Asso- 
ciation. The AAA is made up of over 700 affiliated member motor clubs and 
over 4 million individual motorist members. located in every corner of the United 
States. For over half a century it has been the spokesman for the motorcar 
owner. For all this time it has consistently fought the motorist’s battle for 
equitable taxation. At the outset, therefore, we commend this committee for 
its searching examination of Federal taxation, and express our appreciation for 
the opportunity to again register our views respecting the tax matters of primary 
interest to our members. 

The activities of the AAA in the public interest and in behalf of the Nation’s 
passenger car owners and operators have already been conducted under policies 
formulated through democratic processes. In general, policy proposals are first 
carefully considered by AAA committees on highways, safety, travel, or similar 
subjects. These committees represent our members in the various sections of 
the country. Those policy proposals which the committees approve are next 
considered by a large and representative policy committee. This committee 
gives careful consideration to each proposal, and frequently modifies or disap- 
proves proposals. Finally, those proposals approved by the policy committee come 
before the annual convention for consideration by the delegates representing the 
affiliated clubs. By this procedure we have determined our opposition to the 
taxes discussed in this statement. 


AUTOMOBILES, PARTS, ACCESSORIES, TIRES, AND TUBES 


Beginning in 1917, excise taxes on motor vehicles were instituted as an emer- 
gency measure. In 1919, parts and accessories, tires and tubes were taxed. By 
1928 these taxes had all been repealed. In 1932, however, these taxes were 
reimposed and with modifications to meet the needs of World War II, remain 
with us yet. The AAA opposes these taxes, as discriminatory and unfair, 
because they represent a selective tax levy on products of high utility and 
essential character. We therefore urge their repeal at the earliest possible date 
and to that end we support H. R. 3186, introduced by Representative Oakman of 
Michigan and currently pending before this committee. 


GASOLINE AND LUBRICATING OILS 


Like the tax on automobiles, parts, tires, and tubes, the excise tax on gasoline 
and lubricating oils was born in the depression year of 1932 to provide for the 
Government’s emergency program. It was a temporary general-revenue meiis- 
ure, designed to effect a balanced budget during the emergency and then be 
repealed at the first opportunity. Taxes, however, have a way of lingering on, 
and this one has not only remained with us, but has been increased. 

The excise tax on gasoline is ill designed as a general revenue producer at the 
Federal level for at least two reasons. 

First, it is a tax on a necessity, not a luxury. We are a nation on wheels, 
and the number of our motor-vehicle registrations increases daily. The gasoline 
tax is passed on to the motorist without regard to either his ability to pay or his 
receipt of special benefit as a motorist. It was levied because gasoline was a 
necessity, and provided a sufficiently broad tax base to insure an immediate 
return of revenue. While a temporary emergency tax may be justified under 
these circumstances, sound public policy cries out against the imposition of a 
permanent excise tax on a necessity simply because it is a sure and certain 
revenue producer. 

Second, the Federal gasoline tax invades a field which has been historically 
and traditionally the source of State revenues for the construction and main- 
tenance of streets and highways. Imposed by the States, the gasoline tax pro- 
vides a direct benefit to the motorist by building and maintaining the highways 
upon which he operates his vehicle. Half of the State constitutions direct motor- 
vehicle taxes to the public highways. The State gasoline taxes are not general 
revenue raisers. 

Today the United States faces a highway emergency of the most serious pro- 
portions. Streets and highways are far below the standards required for the 
movement of the ever-increasing traffic. We pay for these highway deficiencies 
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every day in time, money, and human lives. The 38,000 Americans who lost 
their lives on the highways last year are mute and tragic testimonials to our 
antiquated and unsafe roads. 

To the extent that the Federal invasion of the historic source of State high- 
way funds has made the State and local authorities less able to raise money for 
their highway needs, the excise tax on gasoline stands indicted not only of being 
al ill-designed measure, but of being harmful and dangerous to the welfare of 
tne country. It is a very serious part of the total problem of determining both 
the responsibility of the several units of government in the United States and 
the areas from which revenues are to be derived by each unit without a duplica- 
tion and triplification of taxes. 

The American Automobile Association has long opposed Federal excise taxes 
on motor fuels and motor oils. We believe that the taxation of motor fuel and 
motor oil should be the prerogative of the State and the State alone, and that 
these Federal excises interfere with the use of this field by the States for high- 
way purposes. Resolutions expressing these views have been adopted by the 
delegates of the AAA’s member motor clubs at the most recent annual conven- 
tions. We recommend earnestly that the Federal Government retire from this 
tax field as soon as possible. 

The Cuamman. The next witness is Mr. Arthur H. Nuesse, execu- 
tive manager of the Truck Body & Equipment Association. 

If you will give your name and the capacity in which you appear, 
we will be glad to hear you. 


STATEMENT OF ARTHUR H. NUESSE, EXECUTIVE MANAGER, 
TRUCK BODY & EQUIPMENT ASSOCIATION, WASHINGTON, D. C. 


Mr. Nurssr. My name is Arthur H. Nuesse, executive manager of 
the Truck Body & Equipment Association, with headquarters at 1122 
Dupont Circle Building, Washington, D. C. 

The TBEA is a national, nonprofit trade association composed of 
truck body and equipment manufacturers and distributors located 
and doing business in all sections of the United States. Our member- 
ship also includes suppliers to the industry, firms producing ma- 
terials and manufactured items purchased and used by truck body 
builders that go into the construction and equipment of the modern- 
day motortruck body. 

I have been authorized by the officers and directors of the Truck 
Body & Equipment Association to appear before this committee as 
the spokesman for those engaged in the truck body and equipment 
industry as represented by this association. While I cannot officially 
speak for those firms eligible but outside the membership of the asso- 
ciation, we feel that they, too, are interested and concerned with us 
in our efforts to alleviate to the greatest possible extent the restrictions 
and impediments currently seriously retarding the growth and pros- 
perity of the truck body and equipment manufacturing industry 
through the application of the Federal excise tax on truck bodies, 
equipment, and accessories. 

The excise tax rate imposed upon truck bodies, truck equipment, and 
truck chassis, and truck accessories, is a manufacturer’s excise tax. 
That is, it is the responsibility and obligation of the manufacturer 
to pay this tax in conformity to section 3403 (a) and (c) of the In- 
ternal Revenue Code. The original rate of 2 percent was included 
in the Revenue Act of 1932 as a “temporary” measure. The tax rate 
has since progressively increased to 5 percent in 1941, and then to 8 
percent in 1951 under Public Law 183 of the 82d Congress where it 
now stands. 
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Motortruck bodies, and motortrucks, as such, can by no stretch of 
the imagination be considered a “luxury.” They must be recognized 
as an essential unit if production in this modern age wherein com- 
mercial transportation 1s as important as the food we eat, the homes 
in which we live, the clothing we wear, and the Nation’s industries 
which make our way of life possible. They are something we just 
can’t get along without. T a k bodies and the motortruck “bring all 
necessities to us. Truck-body producers are recognized as an indis- 
pensable unit and segment of our national economy. 

Trucks, on which are mounted the bodies our industry builds, are 
not only used to haul freight—they carry more than any other form 
of trannportation—but provide other needed services such as fighting 
fires, maintaining roads, removing ice and snow, hauling special equip- 
ment to scenes of wrecks, installing public utility lines, helping in con- 
struction and oilfield operations, “police functions, refuse collections, 
and for many other public services. When disaster strikes, the truck 
tackles chores that would overwhelm man alone. Practically every 
type of truck found rehabilitation work at Flint’s tornado area after 
performing the first feverish mercy duties—seeking the dead and 
transporting the shocked and injured to sanctuary—feeding the popu- 
lace and rebuilding the city so it would be self-supporting and not 
have to accept charity. 

Section 3441 (a) of the Internal Revenue Code provides that— 

In determining * * * the price for which an article is sold, there shall 
be included any charge for coverings and containers of whatever nature, and any 
charge incident to placing the article in condition packed ready for ship- 
ae 7 % 

Many of our industry members crate truck bodies for shipment, 
and if the body is crated it is necessary to charge the 8 percent Federal 
excise tax on the crating ¢ harge, according to the official interpretation, 
a rather generous one, we believe. ‘The people who buy these crated 
bodies cannot understand why the 8 percent tax on crating must be 
paid; and we, too, feel that this is an inequity and very unfair. We 
urge that this application of the tax be clarified to exclude crated 
truck bodies. 

We feel that any Federal excise tax on truck bodies, chasis, equip- 
ment, and accessories is definitely a retardment and deterrent to pros- 
perity and growth within the industry. It increases the cost by 8 
percent of every truck body, chassis, and item of truck equipment and 
accessory sold.” Sales which would otherw ise be possible are deferred 

‘ lost entirely because the selling price is higher. Less expensive 
equipme nt may be unwillingly substituted to make up the difference. 
The manufacturer may even, in order to complete a sale, find it neces- 
sary to forego recovery of the tax in his selling price, notwithstanding 
the fact that he, the manufacturer, is obliged to pay the tax to the 
Federal Government anyway. Either way the manufacturer comes 
out on the short end of the transaction. 

Take trucks used for the delivery of dairy products and the trans- 
portation of fruits and vegetables. The American public is being 
jeopardized because the ve shicles that deliver milk to thie home are only 
iced and seldom, if ever, refrigerated: produce more often than not 
is taken to market in open platform and stake trucks, perhaps covered 
by a tarpaulin. Result: the milk may be soured and the produce 
deteriorated by the time it reaches the family doorstep because the 
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buyer of the truck body settled for something less than the best. He 
couldn’t afford to pay the higher cost of a re friger: ated and insulated 
truck body; the 8 percent excise tax on the additional cost involved 
made it prohibitive and was the deciding factor, although the dairy 
and produce merchant knows that better consumer acceptance of their 
products would be favorably influenced by taking these precautions. 

While it is appreciated that in some instances firms are not aware of 
the tax notwithstanding efforts of the association through an educa- 
tional campaign to fully inform members of the industry regarding 
the nature and application of the tax, instances have been reported 
where the tax has been bypassed. Nonpayment of the tax creates a 
type of unfair competition, and penalizes the firms paying the tax, in 
that such firm is placed at a competitive disadvantage with noncon 
formers. On the one hand, the manufacturer paying the tax must of 
necessity recover it in his selling price to stay in business; whereas the 
nontaxpayer is in a position to undersell by at least the amount of the 
tax. 

We should like to have included in the record that truck and equip- 
ment manufacturers throughout the United States are predominantly 
small business, and as such are part and parcel of that great segment of 
industry constituting the backbone of our national economy, the small, 
and we hope free and private, business enterprise. 

The blacksmith of the “horse and buggy era” is the present-day 
truck body builder. The neighborhood and small-town blacksmith 
was called upon to repair the bicycles and plowshares; progressively 
he became a carriagemaker, and when the first self-propelled vehicles 
became the vogue, that same blacksmith repaired the motors and built 
the bodies. The blacksmith handed down to succeeding generations 
his abilities and know-how capabilities. Today truck-body builders 
in large numbers continue to be owned and operated by father-and- 
son combinations. That, as a whole, is an accurate picture of the 
truck-body builder today—the typical small-business man. 

The Federal manufacturers excise tax on truck bodies becomes a 
tax ona tax when considered in light of the fact that the body builder 
has already paid a tax in the purchase price on many of the materials 
and supplies used to build the truck body. There is canvas, sheet 

steel, lumber, fasteners, and paint just to name a few. In accepting 
delivery of such items, without which he cannot operate and stay in 
business, he is obliged to pay a transportation tax. Obviously, the 
truck-body builder has all these costs to consider in establishing his 
selling price, and his selling price includes myriads of “hidden taxes” 
of the type described. On top of it all he must pay a manufacturers’ 
excise tax. 

In the same vein of thought and reasoning, the fact should not be 
lost sight of that at the time of the advent of the Federal manufac- 
turer's excise tax on truck bodies, sales taxes now the vogue in many 
States and cities did not exist. Now the State and local sales taxes 
take another bite out of the meager earnings and income of truck- 
Kody builders throughout the country. And to make the tax pill still 
more bitter, there are instances where the sales tax is computed on the 
overall selling price of the truck body and equipment including the 
Federal excise tax. So it seems taxes have a habit of growing like a 
healthy child, never with a diminishing but with an ever-increasing 
appetite to a point fast approaching where the profit incentive to own 

$7746—538—pt. 4—18 
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and operate a small business is disappearing into an illusion of wish- 
ful thinking. 

The Federal administration today is economy-minded. Reducing 
spending and employment in the Federal establishment is the order of 
the day—at long last. Carrying this economy theme a bit further, 
the elimination of the excise tax on truck bodies would contribute to 
a reduction in the cost of living on the part of the American taxpayer. 
Without an excise tax to pay on the truck body, the motortruck owner 
could pass the saving he realizes way on down the line so the family 
household would pay less for food, clothing, and other necessities of 
life. 

This is an age of subsidies. The farmers, the public utility, and 
the airlines, just to name a few, all share in some fashion in the pa- 
ternalism of the Federal Government, either through protected rates 
and exclusive franchises, or by direct payments in terms of money 
Not so with the truck-body builder and the motortruck manuf: veturer ; 
they must stand on their own two feet. Yet in times of national emer- 
gency and necessity the truck-body builder is called upon to expand 
his facilities to increase production, the chassis manufacturer the same 

vith motive power, so that altogether they can team up to keep the 
trucks rolling. They both do their best to serve their counry well, 
but they havent’ had a chance to put something aside for a rainy day. 
I:xcise taxes retard sales and profits alike, keeping the bodybuilder 
without the means to remain alert and strong so that when the time 
of decision comes he can answer Uncle Sam’s call for vigorous produc- 
tion because his business, too, has been protected and promoted. 

We know of no higher excise tax imposed by the Federal Govern- 
ment on a necessity than the 8-percent tax on truck bodies, truck 
chassis, truck equipment, and accessories. It is well to note that by 
reason Mf the 8-percent excise tax on motortruck and body, combining 
an essential means of commercial tr ansportation, are in a class by 
themselves—a dubious honor and distinction. No similar comparable 
tax applies to the sale by a manufacturer of a freight car, a locomo- 
tive,a ship, oranairplane. Yet all are competitors of the motortruck 
as a means of commercial transportation, but have a head start with 
this tax advantage. 

Take the case of a truck owner or operator who brings his vehicle to 
a bodybuilder or to a truck-body distributor with repair and mainte- 
nance facilities. The owner wants shelving installed in his panel job, 

or a refrigeration unit installed in his insulated delivery truck. 3e- 
cause he brings it to a truck-body pl: a or to a distributor's shop he 
pays the 8-percent excise tax on the work done and services performed. 
This same owner could have the identical work done by a carpenter or 
a refrigeration service establishment, as the case may > hen: and save 
money to boot, because the 8 -percent tax isn’t added to the bill. The 
same would apply to accessories. The carpenter and refrigeration 
man do the same work as the bodybuilde r or distributor in these exam- 
ples, differing in name terminology only. In one case the truckowner 
saves 8 percent: in the other he pays the 5 percent. 

As long as the law is on the books, as good Americans the majority 
of truck-body and equipment manufacturers conscientiously pay this 
tax and otherwise conform to the letter of the law, notwithstanding 
an honest and sincere conviction that to do so is harmful to their busi- 
ness and to the welfare of the country as a whole—that as a so-called 





GENERAL REVENUE REVISION 2427 


temporary revenue-raising measure the 8-percent Federal excise tax 
on truck bodies should have been terminated years ago. As an asso- 
ciation we have attempted to encourage full and universal conformity 
by furnishing the manufacturer with accurate information concern- 
ing the tax. 

We respectfully urge this committee to take immediate and effective 
action to bring about the complete elimination of the Federal excise 
tax on truck bodies, equipment, chassis, and accessories as a service 
to the industry and to our national economy which action can only 
result in benefits for the good of all concerned. There is no desire 
on the part of these manufacturers, once the tax is repealed, to 
pocket the 8 percent with no reduction in selling price; the savings 
would be passed on. 

To this end we recommend early and favorable action on H. R. 
3186, sponsored by Representative Oakman. 

As a first alternative, we recommend that this committee report out 
favorably the measure sponsored by Representative Dingell, H. R. 5, 
which would reduce the tax from the present high 8 percent level to 
2 percent. 

As a second alternative, we urge and recommend that no action be 
taken to disturb the status quo of section 3403 of the Internal Revenue 
Code as it now reads, which provides that the present rate of 8 per- 
cent automatically reverts to 5 percent effective April 1, 1954. 

Speaking for members of the Truck Body and Equipment Asso- 
ciation, its officers and directors, and for myself, I appreciate the 
privilege of this opportunity of appearing before you, and your 
courtesy in receiving this statement. We sincerely hope that our 
expression of interest and concern in this matter will receive your 
favorable consideration. 

The Cuarrman. Thank you very much. 

Mr. Nvesse. Thank you, sir. 

The Cratrman. Are there any questions? 

Mr. Mason will sae “ce 

Mr. Mason. This 8 percent on trucks—would you consider it fair 
if we maintained it at 5 percent, if we applied the 5 percent rate to 
the making of freight cars and ships and everything else, applied, say, 
as a general manufacturer’ stax? Then we would ‘be tre: iting you all 
alike and we would be raising the necessary amount of revenues that 
we have to have. 

Mr. Nurssr. That would be an alternative, sir. 

Mr. Mason. Would you suggest that alternative? It has been 
. 

Mr. Nurssr. We do believe, speaking for the industry as repre- 
sented by the association, that the tax should be repealed entirely, 
to start with. We appreciate that the Government needs the money, 
and it is a difficult matter to obtain the repeal of any tax under those 
circumstances. I would say that as a temporary expedient looking 
forward to the time when the tax could be repealed entirely, it would 
be more equitable for the tax to be reduced to 5 percent and then ap- 
plied to other forms of commercial transportation. 

Mr. Mason. You see, you offer two alternatives. 

Mr. Nuesse. Yes, sir. 

Mr. Mason. I am offering you a third, which I think would be fair 
all along and raise the necessary revenue. 
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Mr. Nuessre. That is right. That would be a fairer third alterna- 
tive, sir. 

Mr. Mason. You see, we have to have the revenue. 

Mr. Nourssp. That is right. 

Mr. Mason. And we cannot repeal your tax and the other fellow’s 
tax and the other fellow’s tax, unless we have this substitute. 

Mr. NUESSE. That is right. I agree with you 100 percent. 

The Cuamrman. Mr. Sadlak will inquire. 

Mr. Sapiak. If you will refer to your statement on page 5, the third 
sentence, and I quote: 

And to make the tax pill still more bitter, there are instances where the sales 
tax is computed on the overall selling price of the truck body and equipment 
including the Federal excise tax. 

Mr. Nursse. Yes, sit 

Mr. Sapiax. I believe it was last Thursday night that I asked a 
question along that line of our witness, who I believe was a atu Parr, 
seeking information if, perchance, in States where they have a sales 
tax, the sales tax is not imposed upon the retail price plus the Feder: al 
tax. You are giving me the answer to the question I put to Mr. Parr, 
and you say there are nee instances of that. Are there very many ? 

Mr. Nuesse. Frankly, I don’t know how many there are. I have 
never made an actual survey of the extent of that application, but I 
do know very definitely that in the State of Ohio that is true. 

Mr. Mason. And it is true in Illinois, because I just bought a car 
last week, and had to pay a 2 percent retail sales tax on the total 
amount, 

Mr. Nouesse. On the 10 percent Federal excise tax. 

Mr. Saptak. And the gentleman let them get away with it? 

Mr. Mason. I expect to put that down on my tax receipts next March 
and say, “Uncle Sam, you cannot have this.” 

Mr. Sapiax. I was seeking some information on this, but I did not 
expect to get as much as I did. 

Mr. Nursse. I intend to make a complete survey of that nature, be- 
cause it 1s important to us. 

Mr. Saptak. I would be very happy to have the result of that sur- 
vey, because it interests me very much. 

Mr. Nurssr. Thank you, sir. I will make it a point to see that 
you get it. 

The CHarrMan. Are there any other questions? If not, I want to 
thank you, sir, for your appearance and the information you have 
given us. 

Mr. Nuesse. Thank you for your courtesy. 

The CHarrman. It will be very useful, I am sure. 

Mr. Nuessr. Thank you, Mr. Chairman. 

The Cratrman. At this point I wish to state that I have received 
a telegram from Mr. George J. Burger, vice president in charge Wash- 
ington office, National Federation of Independent Business, Inc. It is 
quite a long telegram. I will not take the time, because we have too 
many witnesses to cover here, to read it into the record, but I would 
like, unless there is objection, to insert it in the record in full. I will 
read the first part of it. It is addressed to me as chairman: 

It is my understanding that your committee, Ways and Means, will receive 


testimony today from representatives of the motor industry on excise taxes. 
Will you be kind enough to read this statement into the record? It is to be noted 
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the National Association of Manufacturers appeared before your committee yes- 
terday and gave testimony in support of a general Federal sales tax. In their 
statement they included part of their Federal tax program as revised May 13, 
1953. It says: 

“A. Excise tax law, regulation and administration should be designed to achieve 
equity consistent with revenue goals, and to minimize enforcement and com- 
pliance burdens and costs,” and so on. 


It goes on. It is avery strong statement. If there is no objection, 
I will insert it in the record at this point. 
(The telegram referred to is as follows :) 


WASHINGTON, D. C., August 4, 1953. 
Hon. DANIEL REEp, 
House Office Building: 

It is my understanding that your committee, Ways and Means, will receive 
testimony today from representatives of the motor industry on excise taxes. 
Will you be kind enough to read this statement into the record? It is to be noted 
the National Association of Manufacturers appeared before your committee 
yesterday and gave testimony in support of a general Federal sales tax. In their 
statement they included part of their Federal tax program as revised May 13, 
1953. It says: 

“A. Excise tax law, regulation and administration should be designed to 
achieve equity consistent with revenue goals, and to minimize enforcement and 
compliance burdens and costs.” NAM’s tax committee must be aware of the 
rank injustice in the levy of excise tax on hundreds of thousands of independent 
tire retailers, and 3 or more major tire manufacturers operating 1,500 or more 
retail stores in competition with independent retailers are exempt from the 
excise tax until their tires are sold. Rank discrimination. 

We have repeatedly called this to the attention of the Small Business Com- 
mittees and the Committee on Ways and Means beginning in 1942. Both Small 
Business Committees recomended an immediate correction. Testimony was 
given before the Cemmittee on Ways and Means on the proposition June 13, 1947. 
The Senate Small Business Committee on July 27 in its staff report to the Select 
Committee on Small Business, United States Senate, stated: “It is evident that 
the application of the manufacturers’ excise levy, whereby company-owned retail 
stores may defer payment of this tax on tires and tubes because they receive 
their merchandise ‘on consignment’ from the parent company, gives company 
stores a very material advantage over the independent dealer who must pay the 
tax upon receipt of his tires and tubes. If the Bureau of Internal Revenue feels 
that no administrative remedy exists for this discrimination, the solution of the 
problem might become the concern of the appropriate committees of Congress.” 
In its report preceding the Senate Small Business Committee report the House 
Small Business Committee also approved immediate correction of this discrimina- 
tion. Internal Revenue has been repeatedly advised of this discrimination with 
no relief forthcoming. May we request that your committee go on record in de- 
manding “equity consistent with revenue goals” as stated by NAM. The admin- 
istration is interested in increased taxes so why exempt tire manufacturers’ 
retail stores who are in a better financial position to advance this money to the 
Government than the hundreds of thousands of independent retailers? 

GEORGE J. BURGER, 
Vice President in Charge Washington Office, 
National Federation of Independent Business. 

The CuarrMan. The next witness is Mr. Howard Reed, counsel, 
Motor and Equipment Wholesalers, Chicago. 

Is your home in Chicago, Mr. Reed ? 

Mr. Reep. Evanston. 

The Cuatrman. Will you give your full name and the capacity in 
which you appear, for the record ¢ 

Mr. Mason. All the rich people who work in Chicago live in 
Evanston. 

The Cuatrnman. Yes, I have a few friends there. 

Mr. Reep. I wish that were true about the rich part. 
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STATEMENT OF J. HOWARD REED, COUNSEL, MOTOR AND EQUIP- 
MENT WHOLESALERS ASSOCIATION, CHICAGO, ILL. 


Mr. Chairman, my name is J. Howard Reed, attorney at law, and 
I am admitted to practice both in the State of Illinois and here in the 
District of Columbia. 

I certainly appreciate the opportunity of appearing before the 
committee on this problem this evening, which we feel is very impor- 
tant to the automotive wholesalers in this country. 

We have prepared and submitted to the committee a brief on behalf 
of the Motor and Equipment Wholesalers Association, and before 
proceeding I would like to offer, as a part of the record, a copy of 
this brief which we have previously submitted to the committee. 

The Cuairman. Without objection, it is so ordered. 

(Mr. Reed’s prepared statement is as follows :) 


STATEMENT or J. Howarp Reep, ATTORNEY, ON BEHALF OF Moror AND EQUIPMENT 
WHOLESALERS ASSOCIATION, CHICAGO, ILL., IN RE ExCISE TAXES UNDER SEC- 
TION 3403 (C) OF THE INTERNAL REVENUE CODE 


EXCISE TAXES ON SALES BY THE MANUFACTURER UNDER CHAPTER 29, SUBCHAPTER A 
OF THE INTERNAL REVENUE CODE 
The Internal Revenue Code now provides: 
“SECTION 3403. TAX ON AUTOMOBILES, ETC. 

“There shall be imposed upon the following articles sold by the manufacturer, 
producer, or importer, a tax equivalent to the following percentages of the price 
for which so sold: 

“(a) Automobile truck chassis * * * 

“(b) Other automobile chassis and bodies * * * 

“(c) Parts or accessories (other than tires and inner tubes and other than 
radio and television receiving sets) for any of the articles enumerated in sub- 
section (a) or (b), 8 per centum, except that on and after April 1, 1954, the 
rate shall be 5 per centum. For the purposes of this subsection and subsections 
(a) and (b), spark plugs, storage batteries, leaf springs, coils, timers, and tire 
chains, which are suitable for use on or in connection with, or as component parts 
of, any of the articles enumerated in subsection (a) or (b) shall be considered 
parts or accessories for such articles, whether or not primarily adapted for 
such use. This subsection shall not apply to chassis or bodies for automobile 
trucks or other automobiles. Under regulations prescribed by the Commis- 
sioner, with the approval of the Secretary, the tax under this subsection shall 
not apply in the case of sales of parts or accessories by the manufacturer, pro- 
ducer, or importer to a manufacturer or producer of any of the articles enu- 
merated in subsection (a) or (b). If any such parts or accessories are resold 
by such vendee otherwise than on or in connection with, or with the sale of, an 
article enumerated in subsection (a) or (b) and manufactured or produced by 
such vendee, then for the purposes of this section the vendee shall be considered 
the manufacturer or producer of the parts or accessories so resold. In deter- 
mining the sale price of a rebuilt automobile part or accessory there shall be 
excluded from the price, in accordance with regulations prescribed by the Secre- 
tary, the value of a like part or accessory accepted in exchange.” 

It is proposed that section 3404 (c) of the Internal Revenue Code be amended 
by inserting in the first sentence of subsection (c) immediately after the words 
“receiving sets’ the words “and other than repaired, reconditioned, or rebuilt 
automobile parts and accessories’”’ or such other phrase as will clearly indicate 
the congressional intent to tax the manufacture of new automobile parts and 
accessories and not the repairing, reconditioning, or rebuilding of worn auto- 
mobile parts and units. 


PROPONENTS OF THE AMENDMENT 
The proponents of this amendment are the more than 1,500 automotive whole- 


salers of the Motor and Equipment Wholesalers Association located in trading 
areas in every State of the United States and who serve the tens of thousands 
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of car and truck dealers and the hundreds of thousands of independent repair 
shops and automotive service stations that are responsible for the continuous, 
dependable, and safe operation of over 52 million automobiles and trucks that 
ply the highways of America today. 


STATEMENT OF PROBLEM 


Section 3403 of the Internal Revenue Code imposes an excise tax on the manu- 
facture or production of automobiles, trucks, motorcycles, and automotive parts 
and accessories. Although Congress levied the tax on new manufactured items 
only, the Commissioner of Internal Revenue—under his authority to prescribe 
and publish all needful rules and regulations for enforcement of this law—has 
usurped the legislative functions of Congress by the promulgation of rules and 
regulations holding that the repairing, rebuilding, or reconditioning of used or 
worn automotive parts is the manufacturing or production of automotive parts 
and that the sale thereof is taxable under section 3403 (c) as amended even 
though the tax has been paid on these automotive parts when originally manu- 
factured. 

Although the Bureau of Internal Revenue concedes that no liability for tax 
is incurred in the repairing, reconditioning, or rebuilding of used automobiles, 
trucks, or motorcycles, it takes the opposite position with respect to the repair- 
ing, reconditioning, or rebuilding of used or worn automotive parts. 

The regulations and rulings issued by the Bureau of Internal Revenue are 
confusing, discriminatory, and unjust. The Bureau has held that the repairing, 
reconditioning, and rebuilding of some parts is taxable while the repairing, 
reconditioning, and rebuilding of others is not taxuble. The Bureau issues in- 
consistent rulings with respect to the same part and enforcement varies with 
each district throughout the country. There have been instances where the 
Bureau has issued detailed rulings to individual automotive wholesalers stating 
that no tax liability was being incurred with respect to their business and then at 
some later date made retroactive assessments covering the periods during which 
the wholesaler relied upon the ruling given him. 


LEGISLATIVE INTENT 


It is a well-known rule in law that the language of a statute should not be 
extended beyond its clear import and burdens of tax should not be increased 
by implication or inference from the provisions of the statute. 

The legislative history concerning the original enactment of this law deals 
specifically with the application of the tax to the manufacture of new automobile 
parts and accessories and it is silent on the subject of repaired, rebuilt, and re- 
conditioned automobile parts. Therefore, it must necessarily follow that it was 
not the intent of Congress to include repaired, reconditioned, and rebuilt parts 
in the original law. 

There have been only minor changes in section 3408 (c) of the Internal 
Revenue Code since 1932. These changes for the most part dealt with changes 
in the tax rate or the exclusion of televisions and radios from the tax on auto- 
mobile parts and accessories, The Treasury Department has by rules and regu- 
lations broadened the scope of the tax to include repairers, rebuilders, and recon- 
ditioners of used and worn automotive parts. 

The question primarily resolves itself into the definition of who is a manu- 
facturer or producer under section 3403 (c). Unless Congress in its legislation 
gives special meaning to a word, then it is to be read, understood, and construed 
in its ordinary sense and usage. 

When Congress, in dealing with a special subject, has found it necessary to 
give to certain words an unusual or a special meaning, then it will specifically de- 
fine the word in its legislation as it did in the case of the Tobacco Manufacturers, 
title 26, section 710, United States Code, and Oleomargarine Manufacturers, title 
26, section 972, United States Code. 

Therefore, in view of the fact that the statute does not provide a definition 
giving special meaning for the words “manufacturer” and “producer”, it is 
obvious that it was the intention of Congress that the words “manufacturer” 
and “producer” should be recognized, understood, and accepted in their ordinary 
meaning and usage. If Congress had intended to take the words “manufacturer” 
and “producer” out of the usual significance of the words, they would have 
given them special and unusual meaning by definition in the statute. 
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DEFINITION OF WORD “MANUFACTURE” 


Corpus Juris Secundum defines manufacture as “the operation of reducing raw 
materials of any kind into a form suitable for use by hand, by art, or by 
machinery” (55 CJS sec. 38, p. 670). 

Or, “the creation or production of a product from raw materials or by 
combining two or more products to form a new or different one” (55 CJS sec. 
29, p. 670). 

In Words and Phrases it states: “Manufacture implies a change. There 
must be a transformation; a new and different article must emerge, having a 
distinctive name, character, or use’ (Words and Phrases, vol. 26, p. 408). 

These, we believe, are the common and accepted meanings of the word “manu- 
facture” as it applies to the manufacture or production of new automobile parts 
within the legislative intent when this law was originally enacted. 

Under regulation 46 (1940) section 316.4 the Treasury Department states, 
“The term ‘manufacture’ includes a person who produces a taxable article 
from scrap, salvage, or junk material, as well as from new or raw material 
(1) by processing, manipulating, or changing the form of the article, or (2) 
by combining or assembling two or more articles.” 


REPAIRING, REBUILDING, AND RECONDITIONING SHOULD NOT BE CONSIDERED 
MANUFACTURING 


Although section 3403 of the Internal Revenue Code levies a tax on new 
automobiles and trucks, the Bureau of Internal Revenue has never attempted 
to levy a tax on repaired, reconditioned, or rebuilt trucks. It has taxed only 
new automobiles and trucks, thereby conceding that Congress never intended 
to levy a tax upon the sale of a repaired, reconditioned, or rebuilt automobile 
or truck. 

Example: Car and truck dealers throughout the country take thousands of 
automobiles and trucks in trade each year. Many of them are completely 
reconditioned or rebuilt. Damaged fenders and body panels are bumped out, 
sanded, and repainted. Soldering, welding, sanding, grinding, and other similar 
mechanical and machining operations are performed on these vehicles. Yet 
the Bureau of Internal Revenue has never levied a tax on a repaired, rebuilt, 
or reconditioned automobile or truck. 

However, the Bureau of Internal Revenue has repeatedly levied the tax on re- 
paired, rebuilt, and reconditioned worn automobile parts and accessories even 
though the tax has been paid on these parts by the original manufacturer. The 
regrinding of an automobile crankshaft, rebabbitting a connecting rod, resurfacing 
a clutch pressure plate, reboring a worn cylinder, or turning of an armature com- 
mutator and all the other repairing, reconditioning, or rebuilding work done to 
restore a worn automotive part to its former form or quality is not any more man- 
ufacturing than resharpening the blade of a bread knife, sharpening a pencil, or 
resoling a pair of shoes. 


BUREAU GOES BEYOND INTENT OF CONGRESS 


The record shows that the Bureau of Internal Revenue has not confined itself 
to the intent and wishes of Congress. It has gone way beyond in defining and 
determining who a manufacturer is and what constitutes manufacturing insofar 
as creating a taxable article under 3403 (c) of the Internal Revenue Code is 
concerned. 

The Bureau holds that a rebuilder and reassembler of worn or used parts is a 
manufacturer. In its regulations it states that “any person who acquires owner- 
ship of unserviceable parts and rebuilds or reassembles the serviceable parts, 
with or without the addition of new parts, into a unit for future sale or exchange 
is a manufacturer or producer within the meaning of chapter 29 I. R. C. No 
tax liability is incurred where a taxable article is cleaned, painted, adjusted, 
or repaired by replacing a minor broken part. There is no tax liability for 
immediate repair service to a evustomer. The tax does not apply to an article 
repaired or rebuilt under a labor-plus-material contract, but if the article is 
rebuilt for a person regularly engaged in selling such articles the tax liability 
attaches to the sale or exchange of the article by such a person.” (St 927 CB 
19422, p. 225.) 

The Bureau confuses the issue still further in its decision (ST 932 1945 CB 
431) which reads as follows: 

‘The mere disassembling, cleaning, and reassembling (with any necessary 
replacement of worn parts with tax paid parts) performed in reconditioning 
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used fuel pumps, water pumps, carburetors, distributors, shock absorbers, 
windshield wiper motors, brake shoes, clutch discs, voltage regulators, etc., 
do not incur manufacturers excise tax under section 3408 of the code regard- 
less of by whom performed. However, any new taxable parts produced or 
erroneously purchased tax free for use as replacements in reconditioning such 
units are subject to tax when used by the reconditioner. 

“The manufacturer’s excise tax applies to the rebuilder’s sale from his stock 
on hand of (a) rebuilt batteries, (b) rebabbited or machined connecting 
rods, (c) rebuilt clutch assemblies, (d) resurfaced clutch plates, (e) rewound 
armatures, (f) reassembled generators containing armatures rewound by the 
reassembler, (zg) remetalized crankshafts, (h) motors in which the cylinders are 
machined, (i) shock absorbers in which some of the parts are machined, and (j) 
similar items in which machining, rewinding, or comparable operations are 
performed. 

“In distinguishing between persons engaged in the business or rebuilding 
and mere repairmen, where a repair shop operator merely disassembles, cleans, 
and reassembles unserviceable units taken in exchange from a car owner (in 
cluding in the job any machining or replacing of parts which is necessary) 
and the repair shop operator uses such rebuilt unit as a replacement of the 
next unserviceable unit which a car owner brings to his shop, no tax liability 
is incurred. On the other hand, a person who is engaged in the business of 
rebuilding automobile parts to be placed in stock for resale is liable for the 
tax, 

“When a rebuilder does not supply his customer with units already rebuilt 
and in his stock in exchange for any unserviceable units accepted by him for 
rebuilding, but merely rebuilds and returns to his customer a number of units 
equivalent to the number, received from such customer which he finds are 
capable of being rebuilt, he incurs no tax liability on such rebuilt units, pro- 
vided he did not acquire title to the unserviceable units and did not sell the 
rebuilt units, but instead charged only for his labor and any replacement mate- 
rials supplied.” (ST 9382 1945 CB 431.) 


CONFUSION, DISCRIMINATION, INJUSTICE 


The Bureau of Internal Revenue rulings are confusing because the same auto- 
motive part may be taxable or not depending on the person who does the 
repairing, rebuilding, or reconditioning, the manner in which the work is 
done, and whether it is used on the same car or placed in stock. The Bureau 
rulings are discriminatory because some rebuilt parts are held taxable while 
others are not, even though the same or similar type work is performed in the 
rebuilding process, and also because the tax is collected in some districts only. 

In issuing its rulings and interpretations the Bureau has vacillated between 
theories of whether materials are added, whether new parts are used, 
whether skilled labor is required, whether machining, grinding, or rewinding is 
performed, whether two or more units are involved, and other legalistic theories 
of transfer of title, and so forth, resulting in discrimination as evidenced by the 
following examples: 


Rebuilt parts 


October 1942: All parts taxable if rebuilt for one who sells articles, or if 
rebuilt and palced in stock for future sale or exchange. 

May 1945: Rebuilt parts taxable if rebuilder has stock of rebuilt parts on hand, 
unless customer specifically retains ownership of part sent to rebuilder. 

March 1947: Rebuilt parts taxable, whether or not rebuilder has stock of re- 
pair parts on hand, unless customer specifically retains ownership of part sent 
to rebuilder. 


Reground crankshafts 


November 1944: Reground crankshafts not taxable. 

December 1944: Reground crankshafts not taxable unless sprayed with metal 
and ground to standard size. 

January 1945: Reground crankshafts and assemblies not metalized not tax- 
able. 

March 1947: Reground crankshafts and assemblies are taxable, effective on 
and after May 11, 1945. 

August 1950: If regrinder of the crankshaft does not acquire title to such 
crankshaft but it-rremains the property. of the owner, no tax applies. 
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Rebuilt armatures and generators 


July 1937: Rebuilt armature not taxable where an armature is rewound or is 
replaced by either a rewound or new armature. But the rewound or new arma- 
ture is tabable. 

February 1942: Turning down (machining) of commutator of generator and 
starter armatures is not taxable. 

September 1949: Turning down of armature commutator with machine tool 
or method of sandpapering which accomplishes same result as the use of ma- 
chine tool] is considered to be manufacturing so that liability to tax is incurred 
under section 3403 (c) as amended with respect to sale of rebuilt generators. 

August 1950: Manufacturers excise tax applies to rebuilder’s sale of reassem- 
bled generators containing armatures rewound or machined by the assembler. 
If you do not rewind or machine the armatures but purchase rewound or recon- 
ditioned arinatures from another rebuilder to use in the rebuilding of generators, 
the manufacturers excise tax will not attach to your sales of generators rebuilt 
by you. 

August 1951: You are not liable for the tax on sales of reconditioned gen- 
erators or starters unless in the reconditioning process the commutators are 
turned down by a machine. 






BUREAU 





APPLIES ARBITRARY AND INCONSISTENT DISTINCTIONS IN DETERMINING 
MANUFACTURING PROCESSES FOR TAX PURPOSES 





March 1949: Brake cylinders in which holes are drilled to increase diameter 
Ys held not to constitute manufacture ; therefore, no tax. 

February 1951: Brake cylinders which are sleeved and reassembled held sub- 
ject to tax. 

Leaf springs, new or rebuilt (even if only rearched and retempered) are held 
to be taxable items. However, suspension coil springs used for the same purpose 
in Bureau Rulings issued April 1949, June 1950, and July 1950 were held to be 
commercial commodities for general use and the sale thereof not taxable. 

The Bureau holds that bearings and bushings as a class are considered to be 
articles susceptible of general use and, therefore, are not taxable as automobile 
parts within the meaning of 3403 (c) (ST 100 4-21, 41). Under this interpre- 
tation we understand that automobile engine bearings even though designed for 
a specific automobile engine are considered nontaxable and that the original 
manufacturers of such automobile parts are not paying the tax on such items. 
This seems inconsistent in view of the fact that rebabbitted connecting rods 
which perform the same function are considered a taxable item by the Bureau 
and their rulings concerning rebabbitted connecting rods has been upheld by the 
courts. Clawson é& Bals vy. Harrison (108 Fed. 24 991); Clawson & Bals v. 
United States (182 Fed. 2d 402) ). 

Similarly in April 1949, the Bureau held that Chevrolet and Ford release bear- 
ing assemblies are automobile parts and accessories within the scope of section 
3403 (c) of the code, as amended, and the sale thereof taxable. Compare this 
with a September 1949 ruling in which the Bureau held that a particular manu- 
facturer’s clutch release bearing not to be a taxable item and that the manu- 
facturer would incur no tax liability. 

In April of 1949 the Bureau issued a ruling to a rebuilder of shock absorbers 
holding that the machining out of the shock absorber housings to accommodate 
undersized bushings to fit reground pins constituted manufacturing and that 
the articles so rebuilt were, therefore, subject to tax. In June of the same year 
the Bureau issued a ruling to another rebuilder performing the identical opera- 
tions holding that this did not constitute manufacturing and that the rebuilder 
incurred no tax liability under section 3408 (c). 

In regard to clutch assemblies, if a clutch plate is merely relined with tax- 
paid facings no tax applies. If a clutch cover assembly is rebuilt and the 
pressure plate resurfaced by grinding, the tax applies to the rebuilt clutch cover 
assembly. If the relined clutch plate and the cover assembly are boxed or sold 
together, then the tax applies to the sale of both as a single unit. 

A baby bottle warmer which plugs into the cigarette lighter connection on 
the dash of an automobile is considered to be an automotive accessory and, 
therefore, taxable. However, a steering arm ball designed for a particular 
make and model car has been held not taxable as an automotive part. 

Although tires and tubes are subject to the Federal manufacturers excise tax, 
the Internal Revenue Bureau holds that where tires are merely recapped by 
use of a special shoulder-to-shoulder mold, with no treatment or operation done 

on the side walls, ne tax is due with respect to the sale or use of such tire. 
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Many similar examples could be cited. but from the above examples it should 
be easy for Congress to realize that the greatest hazard confronting the re- 
pairer, the rebuilder, and reconditioner of worn automotive parts and units is 
the problem of trying to understand and interpret the confusing and conflicting 
rulings relating to the taxability of motors, crankshafts, brakes, clutches, con- 
necting rods, carburetors, fuel pumps, water pumps, starters, generators, and 
all the other automotive parts and units that require periodic repair and main- 
tenance service. 


REBUILDER PRESUMED TO BE MANUFACTURER FOR EXCISE TAX PURPOSES 


Although prior published Bureau of Internal Revenue Regulations and 
Rulings state that a rebuilder who receives, rebuilds, and returns (no transfer 
of title) to his customer the identical articles received from the customer incurs 
no tax liability on such rebuilt articles, a recent unpublished ruling states 
the Bureau of Internal Revenue presumes that anyone engaged in rebuilding 
automobile engines or engine block assemblies is a manufacturer and liable 
for the 8-percent excise tax on such rebuilt articles, unless the rebuilder gets 
from his customer a signed statement to the effect that he (the customer) (1) 
retains title to the article being rebuilt, (2) that he is the manufacturer of the 
article being rebuilt, (3) that he is to get the identical article back, and (4) 
that he is liable for the manufacturers excise tax when he sells or uses the 
rebuilt article. 


TAX ON USE BY MANUFACTURER OR PRODUCER 


To further complicate the matter, we have the following Bureau regulation: 

“Tf a person manufactures, produces, or imports an article covered by 
these regulations and uses it for any purpose (other than as material in the 
manufacture or production of, or as a component part of, another article 
manufactured or produced by him which will be taxable or sold free of tax 
under the provisions of section 314.21 or 314.22) he is liable for tax with 
respect to the use of such article in the same manner as if it were” sold by him. 

“The use by any person in the operation of a business in which he is engaged, 
of any taxable article which has been manufactured, produced, or imported by 
him or his agent makes such person liable to tax on such use. (Code sec. 3444 
[Reo 44 (1944) section 314.6].) 

The combination of the presumption that a rebuilder is a manufacturer for 
tax purposes and the regulation taxing the use by a manufacturer gives rise to 
some serious tax impacts which we are sure are beyond the intent of Congress. 

For example: 

1. A grocery store owns and operates five delivery trucks. At different inter- 
vals of time the grocer sends these engines to a local automotive wholesaler who 
operates a machine shop for rebuilding and return. The automotive wholesaler 
rebuilds and returns the identical engines. Is there any tax liability? 

According to an informal opinion issued by the Bureau of Internal Revenue 
there is a tax liability to the grocer since he has retained title, has received 
back the identical engines, and will use the trucks in his business. However, 
for the wholesaler to relieve himself of the tax liability there must be an 
understanding in writing between the wholesaler and the grocer customer to 
show that the grocer customer understands that he is to receive back the identi- 
cal engine, that he is to retain title thereto, and that he is to pay any tax due. 

2. An interstate bus company operates a fleet of 250 buses. They operate 
their own maintenance and repair shop and are equipped to completely rebuild 
all their own engines. They buy their pistons, piston rings, motor bearings, and 
their engine parts from a local wholesaler. The manufacturers excise tax has 
been collected on these parts by the original manufacturer. The bus company 
does its own crankshaft regrinding, cylinder reboring, pin fitting, and rod alin- 
ing, and all the other necessary machine work, as well as the disassembling and 
reassembling of the engines. Has any tax liability been incurred by the bus 
company in rebuilding their own engines? 

According to an informal opinion issued by the Bureau the bus company has 
incurred the manufacturers excise tax liability because it is performing a manu- 
facturing operation and will use the buses in its business. Credits muy be 
obtained for the excise tax paid on the parts used in the rebuilding process. 

Under these regulations, rulings, and interpretations the Bureau of Internal 
Revenue could make retroactive assessments on automotive wholesalers, car 
and truck dealers and independent automotive repair shops for many thousands 
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of dollars covering the rebuilding of engines and other automotive parts and 
units which were rebuilt and returned to the customers. They could do the 
same in regard to fleet operators who rebuild their own engines and parts. 


PROBLEM PREVIOUSLY CONSIDERED BY CONGRESS 


This problem was presented to the House Committee on Ways and Means as 
long ago as April 2, 1942, and to the Senate Committee on Finance August 11, 
1941, and August 7, 1942. That Congress did not intend and has not intended 
to tax the repairing, reconditioning, and rebuilding of worn automotive parts is 
clearly supported by congressional expressions made at committee hearings on 
those dates. 

At that time the committee exacted a promise from the Treasury Department 
that the matter would be taken care of by regulations whereby excise taxes 
would not be assessed in connection with the repairing and reconditioning of worn 
automotive parts. 

The Treasury Department failed to issue such regulations; in fact, it has 
broadened the application of this tax and they now impose the tax on the 
repair of many parts which they heretofore held nontaxable. 

During the war years no further steps were taken to solve this problem. On 
July 21, 1947, this subject again was presented to the committee through the 
efforts of six major trade associations in the automotive industry. The mem- 
bers of the S8lst Congress adopted the language recommended by those groups 
and the amendment passed the House overwhelmingly. The bill was pending 
before the Senate when the outbreak of the Korean war stopped its further 
consideration. 

WHY AN AMENDMENT IS NECESSARY 


It has been shown above that Congress has never intended that the manu- 
facturers excise tax should apply to the repair, reconditioning, and rebuilding 
of worn automotive parts and accessories. 

The Bureau of Internal Revenue does not attempt to assess the tax on re- 
paired, reconditioned, or rebuilt automobiles and trucks. It has ruled that the 
rebuilding of a truck chassis is not taxable as a manufacturing process. 

it has ruled that the recapping of an automobile tire with new rubber from 
shoulder to shoulder is not subject to the excise tax although new tires are. 

Although a manufacturers’ excise tax has been levied from time to time on 
radios: phonographs; musical instruments; mechanical refrigerators; air- 
conditioning units; firearms; sporting goods; electric, gas, and oil appliances; 
business and store machines, etc., a very thorough search failed to uncover any 
attempt of the Bureau of Internal Revenue to levy an excise tax on the repair, 
reconditioning, or rebuilding of such articles. 

The repairing, reconditioning, or rebuilding of worn automotive parts and 
units is no more the manufacturing of an article than the repairing, recondi- 
tioning, or rebuilding of an automobile or truck, the recapping of a tire or the 
repairing, reconditioning, and rebuilding of radios, phonographs, refrigerators, 
air-conditioning units, typewriters, and other business machines and other simi- 
lar articles upon which Congress has levied an excise tax. 

The levying of the tax by the Bureau upon the repairers, reconditioners, and 
rebuilders of automobile parts and accessories is an arbitrary and unjust dis- 
crimination against this group of repairers. 

These repairers, reconditioners, and rebuilders do no foundry casting, forging, 
or manufacturing; nor do they create parts or units out of raw materials. They 
only repair worn parts and units which were tax paid at the time of original 
manufacture or installation as original equipment on an automobile or truck. 
They repair only parts and units on which the original manufacturer paid the 
tax when the part or unit was new. ‘The work done on these repaired parts is 
no more manufacturing than refinishing an old desk, mending a suit of clothes, 
resharpening a knife blade, or resoling a pair of shoes. 

One must also realize that these taxes assessed the repairman each time a 
worn automotive part is repaired are passed on to the car and truck owner by 
way of higher prices. It is inequitable to require a car or truck owner to pay 
and repay this tax each time a worn part on his vehicle is repaired or rebuilt. 
The consumers of other articles subject to the excise tax are not required to pay 
and repay the tax with each repair, reconditioning, or rebuilding. 

Only an amendment to the Internal Revenue Code will force the Bureau of 
Internal Revenue to apply the manufacturers’ excise ‘tax equitably and without 
discrimination. 
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PROPOSED AMENDMENT 


Repairers, rebuilders, and reconditioners of worn automotive parts do not 
object to the payment of their fair share of the taxes required for the proper 
functioning of our Government. They strenuously object, and justifiably so, 
to the administration of a taxing statute in an arbitrary and unreasonable 
manner whereby two persons engaged in the same business activity are not 
treated alike. 

If Congress should determine that an excise tax is required with respect to the 
repairing, reconditioning, and rebuilding of automotive parts, then Congress 
should through appropriate legislation spell out in clear, distinct, and concise 
language that every repairer, reconditioner, or rebuilder is required to pay the 
tax. The Bureau of Internal Revenue should be given a mandate to levy the 
tax and collect it without discrimination. The tax should be collected in each 
and every district and without resort to confused, arbitrary, and unjust rulings 
and interpretations and subject to change from day to day. The persons engaved 
in the rebuilding business should not be subject to the hazard of a retroactive 
assessment, which could throw them into bankruptcy, based on a whimsical 
change in ruling without notice. 

We believe that it never was and is not now the intention of Congress to 
impose an excise tax on the repairing, rebuilding, or reconditioning of automo- 
tive parts and accessories. We respectfully urge that careful consideration be 
given to the problem created and being fostered by the Bureau of Internal Rev 
enue in defiance of the expressed will of the Congress. In the furtherance of 
justice and equality, Congress is earnestly beseeched to 

1. Amend section 3403 (c) of the Internal Revenue Code by adding the words 
“Other than repaired, reconditioned, or rebuilt automotive parts and accessories”, 


Mr. Reep. I appear this evening on behalf of the Motor & Equip- 
ment Wholesalers Association, which is an organization of independ- 
ent automotive wholesalers with more than 1,500 members, located in 
every important trade area in the 48 States. 

The members of this association distribute and supply the automo- 
tive parts and equipment necessary to repair and keep in safe operation 


the more than 53 million automobiles and trucks that are on the 
highways of America today. 

| appear before this committee in regard to section 3403 (c) of the 
Internal Revenue Code, which imposes a tax on automotive vehicles 
and automotive parts and accessories. I appear particularly with 
respect to the confusion, the discrimination and injustice created by 
regulations, rulings, and interpretations promulgated by the Bureau 
of Internal Revenue, and to protest in particular the imposition of 
the manufacturer’s excise tax on repairing, reconditioning, and 
rebuilding worn automotive parts. 

Section 3403 i imposes an excise tax on the manufacture and produc- 
tion of automobiles, trucks, and automotive parts and accessories. 

Although Congress levied this tax on new parts, the Bureau, 
through regul: ations, rules , and interpretations, has extended the tax 
to repaired, reconditioned, and rebuilt automotive parts, even though 
the tax has been paid on these items when originally manufactured. 

It is important to note that the Bureau of Internal Revenue con- 
cedes no tax liability on repaired, reconditioned, or rebuilt used auto- 
mobiles and trucks, but the Bureau of Internal Revenue, by their 
rules and regulations, have not only created confusion and diserimi- 
nation which we feel is unjust, because they hold that repairing, recon- 
ditioning, and rebuilding of some parts is taxable while they say that 
the tax does not apply to other parts; the Bureau has issued incon- 
sistent rulings with respect to the same part. 

I might also add that enforcement varies with each district in the 

country. 
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The Bureau has issued rulings to individual wholesalers stating 
that no tax liability was being incurred; and then at some later date 
made a retroactive assessment, which has almost forced into bank- 
ruptcy some of these independent wholesalers who had _ that 
misfortune. 

It has been our contention that it was never the legislative intent 
of Congress to levy this tax on rebuilt, repaired or reconditioned parts, 
but that when the tax was originally imposed in 1932, it was the in- 
tent of Congress to levy this tax on new automotive parts. 

I think probably one of the things that is important in the considera- 
tion of this subject is the common definition of the word “manufac- 
ture.” We believe that the intent of Congress at that time, as it 
applies to this particular phase of the automotive industry—that 
Congress was thinking in terms of the creation or production of a 
product from raw materials by combining two or more products to 
form a new or a different one, and not the mere repairing, rebuilding, 
or reconditioning. In other words, we do not feel that repairing, 
rebuilding, or reconditioning should be considered as a manufacturing 
operation at all. 

As I said before, the Bureau does not levy a tax on repaired, recon- 
ditioned, or rebuilt used automobiles and trucks. An example of that 
would be that an automobile or truck that would be in a wreck and 
the car owner takes it in to a car dealer or a truck dealer and trades 
it in on a new one, the car or the truck dealer would completely rebuild 
that particular vehicle and then put it on sale to the public. In re- 
building that truck or that automobile, they would go through the 
same thing, such as soldering, welding, sanding, and grinding, and 
all those similar operations which the Bureau of Internal Revenue 
holds are manufacturing processes insofar as the rebuilding of parts 
is concerned. 

We feel that the regrinding of a crankshaft, the rebabbitting of a 
connecting rod, the reboring of a worn cylinder, or the resurfacing of 
a clutch plate or the turning of a commutator or an armature, is no 
more manufacturing than resharpening the blade of a bread knife, 
sharpening a pencil, or resoling a pair of shoes. 

The Bureau’s definition of “manufacture” under their Regulation 
46, paragraph 316.4, Treasury Department, states: 

The term “manufacture” includes a person who produces a taxable item from 
scrap, salvage or junk material, as well as from new or raw material: 

(1) By processing, manipulating, or changing the form of the article; or 
(2) By combining or assembling two or more articles. 

Under this definition, we believe that the Bureau of Internal Reve- 
nue applies arbitrary and inconsistent rulings in determining manu- 
facturing, for tax purposes, and I would like to set out some specifio 
examples. 

Mr. Mason. Might I interrupt at this point by saying that the 
majority of this committee agrees entirely with you, and we have so 
stated, but to get the Internal Revenue Service to agree and to be 
consistent in their regulations has proven too much for anybody 
so far. 

Mr. Reep. Mr. Chairman, that is one of the reasons that we are 
appearing here this evening, in order to solve the problem. We be- 
lieve that an amendment to 3403 (c) is necessary to actually require 
the Bureau of Internal Revenue to carry out the intent of Congress. 
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Mr. Esernarter. I might say that the members remember having 
this point up a couple of years ago. The thing that bothers us is this: 
When these motors and other things are rebuilt, they are in compe- 
tition with new ones. It would not seem fair for a rebuilt motor to be 
put on the market in competition with a new motor when it is adver- 
tised as being just as good as a new one, without paying any tax. 
What have you to say to that? 

Mr. Reep. Mr. Chairman, I believe that I have a good answer. The 
rebuilt engine block originally had the manufacturer’s excise tax im- 
posed on the manufacture of that unit, isn’t that correct ¢ 

Mr. Eseruarrer. I did not get that. 

Mr. Reep. When the engine block was originally manufactured, 
there was a manufacturer’s excise tax imposed on that block. 

Mr. Exsernartrer. That is right. 

Mr. Reep. And all the component parts that went to make it up. 

After the vehicle has been in service and you, as a car owner, find 
the cylinders become worn, it has to be rebuilt or reconditioned or 
repaired, so you take it in to a shop and they rebore the cylinders or 
hone them. The tax was paid on the original block. Now all the 
component parts that are going to go back into it to rebuild it, the tax 
has been paid on. So I can’t see where it would be an element of 
competition. 

Mr. Exseruarter. It is all right. 

Mr. Mason. It is an element of competition, in that an old part, if 
it is usable, will compete with a new engine, but it has already paid 
the tax and it should not be taxed twice. 

Mr. Reep. That is right. 

Mr. Mason. Just because it is still in use. 

Mr. Esernarrer. That is not what the manufacturers of new motors 
say. 

Mr. Mason. I know what they say. I sat all through that. 

Mr. Rrep. May I proceed, Mr. Chairman ? 

The Cuarman, Go right ahead. 

Mr. Reep. I was going to cite some examples of the inconsistency 
of the rulings and interpretations by the Bureau of Internal Revenue. 

They say that where you merely disassemble and clean and re- 
assemble, replacing the worn parts with tax- paid parts, there is no tax. 
However, they say where any machining operation, such as grinding, 
turning, or sanding, or some mi achining operation in which metal is 
removed, is performed, then the tax applies if the article is made for 
stocking purposes or is sold on an exchange basis. 

In applyi ing the rule of the Bureau of ‘Internal Revenue, they have 
held in some of their rulings that the mere sandpapering of the com- 
mutator of an armature, if it accomplishes the same purpose as turn- 
ing by a machine, becomes taxable. 

In’ regard to brake cylinders, I have seen rulings where they have 
held that the drilling of a wheel cylinder or a master cylinder was 
not a manufacturing process, and therefore was not taxable; and still 
they have held that ‘the mere insertion of a sleeve in a wheel or a mas- 
ter cylinder made the unit taxable. 

I know that one of the things that the committee has to take into 
consideration is the fact that the Government needs revenue to carry 
on its functions. We believe as to the tax revenue from rebuilt parts, 
actually the administration cost is more than the tax recovered, and 
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we feel that if the Bureau of Internal Revenue would do a conscien- 
tious job in applying the tax to new manufactured articles, they could 
recover much more than they are getting now from repairing and re- 
building, which they are actually passing up. 

To cite an example, leaf springs—you gentlemen, I believe, are 
familiar with the leaf spring. The leaf spring that goes on an auto- 
mobile is a taxable item at point of original manufacture. I might 
also point out that if you had a blacksmith shop in your town that 
did spring work and he had some old Ford springs around that he 
rebuilt, salvaged from other springs, and if he were merely to rearch 
and retemper those, that becomes a taxable item. In the later model 
cars, instead of using leaf springs they used coil springs, and I would 
like to show the committee the coil spring that I am referring to. 
That takes the same place as the leaf spring. Still, in rulings issued 
by the Bureau of Internal Revenue, they have held that that is an 
item of general use, and therefore not taxable at the point of manu- 
facture. 

Connecting rod bearings: There is a ruling issued by the Bureau 

Internal Revenue that holds that SB te and bearings are also 
items of genera] use, and therefore not taxable. 

The older model cars had a connecting rod like this, where the bab- 
bitt was put inside the forging itself. Some of you may have had 
the unfortunate experience of burning out a connecting rod. It has 
been the practice in the industry that they rebabbitt these and have 
extra ones on hand that will fit your make and model of car. So if 
you were to burn cut a rod on a HDs you could get one exchanged, 
where all that has been done is the | abbitt re pli wed i in the rod. In a 
matter of hours you could be on the road again. 

However, the Bureau of Internal Revenue holds that that is a man- 
ufacturing process, and that the item is taxable. Unfortunately, the 
courts have sustained them in that contention. 

In the later model cars they have insert bearings which slip inside. 
Under the ruling that bushings and bearings are of general use and 
therefore not taxable, this item is held not taxable at the point of 
manufacture, that is, original manufacture, which means that the man 
driving down the highway with a car with the babbitt that is poured 
into the rod pays the tax. The man who has this kind that goes down, 
the Government doesn’t even get the tax at the point of original manu- 
facture. 

I have seen rulings in regard to clutch release bearings where they 
have held one manufacturer—I am talking about the point of original 
manufacture—they have held his item not taxable, and another manu- 
facturer’s same item taxable. 

So if you are thinking in terms of revenue, I believe that a better 
ipphication of automotive parts at the point of original manufacture 
would recover all the tax that you would lose by taking the tax off 
repaired, rebuilt, and reconditioned automotive parts. 

A recent ruling put out by the Bureau of Internal Revenue has still 
extended the application of this tax in the rebuilding field, and I am 
sure that this is away beyond the intent of Congress. 

For example, a recent ruling put out by the Burean of Internal Rev- 
enue says that there is a presumption that a rebuilder of an automotive 
part isa manufacturer; that there is a presumption. For an automo- 
tive wholesaler doing work for a customer, to overcome that presump- 
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tion he must have a statement in writing from his customer stating 
that the customer retains title to the item, that the identical item is 
returned, and that the customer agrees that he is the manufacturer for 
tax purposes, and he further agrees to pay any tax due. 

There is another definition and rule put out by the Bureau of In- 
ternal Revenue which says that a manufacturer who uses a product 

hat he manufactures is liable for the tax if he uses it in his business 
yperation. The application of the presumption and the application of 
this definition of use by a manufacturer—if you had a grocery store 

| your town that had a grocery truck and they needed it rebuilt, that 

s, the e ngine, and they sent the engine to an automotive wholesaler to 
be rebuilt, the automotive wholesaler, in order to relieve himself of 
tax liability, would have to get a statement to overcome the presump- 
tion, and have it in his records. 

Actually, if he signed such a statement, then the grocery store, be- 

vuse he has had that engine rebuilt and uses it in his business, is sub- 
ject to and has incurred the tax lability and must remit it to the 
Bureau. 

Mr. Mason. And the groceryman becomes the manufacturer of his 
own truck. 

Mr. Reep. That is right. It means every fleet account, every taxi- 
cab company that rebuilds its own engines and uses them in its business 
operations, is subject to this tax under the new ruling put out by the 
Bureau of Internal Revenue. 

We know that the Committee on Ways and Means has considered 
this problem previously. Back in 1942 it was considered, both by the 
House Ways and Means Committee and the Senate Finance Commit- 
tee. I believe that it was at that time that both committees, of the 
House and the Senate, extracted an agreement or promise from the 
Bureau of Internal Revenue that they would handle this by regula- 
tion. I do not believe that that has been done. 

In 1947, a similar bill was considered, and if you gentlemen wil! 
remember, it passed the House unanimously. That bill died in the 
Senate, and the reason for it was the Korean situation. 

When you start comparing the activities of the Bureau of Internat 
Revenue, as I stated before—— 

Mr. Esernarter. When you said that we took care of that when 
it passed the House, was the way that was drawn satisfactory to you 
as it passed the House at that time? 

Mr. Reep. Yes, sir. 

Mr. Esernarter. Thank you very much. 

Mr. Reep. As I stated before, although there is an excise tax on new 
trucks and new automobiles, the Bureau has never attempted to tax 
the rebuilding of a truck or automobile, or the repairing or recondi- 
tioning. 

Tires carry a tax, but a tire that is retreaded from shoulder to 
shoulder, and nothing done to the sidewalls, they do not tax. They 
have never attempted to levy a tax on the rebuilding of the tire or 
the retreading of the tire. 

Such items as refriger ators, office machines, and many other items, 
carry an excise tax. The Bureau has never attempted to impose or 
levy a tax on the repairing or reconditioning or rebuilding of those 
items. 

37746—53—pt. 4-—19 
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We feel that the automotive wholesaling industry and the car deal- 
ers, independent repair shops and service stations, are being discrim- 
inated against. 

The automotive wholesalers do no manufacturing. They do no 
casting. They make no forgings. They do no manufacturing. All 
that an automotive wholesaler does is repair the parts on which the 
tax has been paid by the original manufacturer 

It is just like refinishing a desk, mending a suit of clothes, sharpen- 
ing a knife, or resoling a pair of shoes. 

The repairer and rebuilder and reconditioner of worn automotive 
parts do not object to the payment of their fair share of the taxes 
required for the proper functioning of our Government. They do 
strenuously object, justifiably so, to the administration of a taxing 
statute in an arbitrary and unreasonable manner whereby two per- 
sons engaged in the same business activity are not treated alike. If 
Congress should determine that an excise tax is required with respect 
to the repairing, reconditioning, and rebuilding of automotive parts, 
then Congress should, through appropriate legislation, spell out in 
clear, distinct, and concise language that every repairer, reconditioner, 
or rebuilder is required to pay the tax. The Bureau of Internal Rev- 
enue should be given a mandate to levy the tax and collect it without 
discrimination. The tax should be collected in each and every dis- 
trict and without resort to confused, arbitrary, and unjust rulings 
and interpretations and subject to change from day to day. The per- 
sons engaged in the rebuilding business should not be subject to the 
hazard of a retroactive assessment, which could throw them into bank- 
ruptey, based on a whimsical change in ruling without notice. 

We believe it never was and it not now the intention of Congress 
to impose an excise tax on repairing, rebuilding or reconditioning of 
automotive parts and accessories. We respect fully urge that care- 
ful consideration be given to this problem created and being fostered 
by the Bureau of Internal Revenue in defiance of the expressed will 
of the Congress. In the furtherance of justice and equality, Con- 
gress is earnestly beseeched to: 

(1) Amend section 3403 (c) of the Internal Revenue Code by 
adding the words “other than repaired, reconditioned, or rebuilt auto- 
motive parts and accessories.’ 

The CuHatrmMan. Thank you very much, sir. 

Mr. Reep. Thank you very much, Mr. Chairman, for having the 
opportunity to appear before you. 

The CHatrMan. That was a very fine paper, and very helpful to us. 

Are there any questions? 

The Chair hears none. We thank you again. 

Mr. Reep. Thank you, Mr. Chairman. 

The Cramman. The next witness is Mr. John Hulse, Esq., Truck 
Trailer Manufacturers Association. Mr. Hulse, we are glad to see 
you here. Give your name and the capacity in which you appear for 
the record, and we will be very glad to hear you. 
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STATEMENT OF JOHN B. HULSE, MANAGING DIRECTOR, TRUCK 
TRAILER MANUFACTURERS ASSOCIATION, INC., WASHINGTON, 
D. C. 


Mr. Huxse. Mr. Chairman, I have not the good fortune to bring 
the complete article, but several pictures which I realize cannot go 
in the record but I would like to pass them around for the use of the 
committee. I would like to refer to them, if I may. 

The CHartrmMan. Thank you. We will pass them around. 

Mr. Huse. My name is John B. Hulse and I am the managing 
director of the Truck Trailer Manufacturers Association, Inc. Ours 
is a national association and our office is in the National Press Build- 
ing here in Washington. As the name implies, our members manu- 
facture truck trailers and, in fact, manufacture 85 percent of all of 
the truck trailers built in the country. 

No one wants to pay taxes, and everyone thinks taxes are too high. 
But our Government must be supported and we must all pay taxes 
in one form or another. 

The question I would like to bring to the attention of this com- 
mittee tonight is whether or not the automotive excise taxes and 
partic ularly" the manufacturers excise tax of 8 percent on truck trail- 
ers is a fair and equitable method of assessing the tax burden. 

First, I think it necessary to identify the Federal automobile excise 
taxes, the rates and to trace briefly their historic background. 

The present Federal automotive excise taxes, with the exception of 
that on diesel fuel, had their origin in the Revenue Act of 1932. It 
was not until 1951 that a levy was imposed on diesel fuel, and this 


differed from the gasoline tax in that 1t was limited to fuel used in 
highway vehicles. 

There have been substantial increases in the rates of all Federal 
automotive excise taxes since 1932. ‘Table I indicates the rate of the 
tax then, and the rate in effect after the passage of the Revenue Act 
of 1951. 

(Table I follows :) 


TABLE I.—Rates, Federal automotive ercise taxes 


Internal Rev- 
enue Code, 
title 26, United 
States Code 
section 


Rate, as of 
Jan. 1, 1953 


Gasoline 1 cent per gallon 2 cents 3412 
Lubricating oils 4 cents per gallon 6 cents 3413 
Diesel fuel - - 2 cents 2450 
Automobiles and motorcycles 3 percent._ 10 percent | 3403 
Trucks, buses and trailers ! 2 percent (buses 3 percent 8 percent-. 3403 
Parts and accessories.- ‘ 2 percent ; & percent... 3403 
Tires__- 2% cents per pound... 5 cents 3400 
Inner tubes .-| 4cents per pound 9 cents 3400 


! Trailers were exempt from the excise tax until 1941 when a7 percent tax was imposed on house trailers 
and a 5 percent tax imposed on all others including truck trailers. House trailers were again exempted by the 
Revenue Act of 1951. 


Source: Bureau of Public Roads, table E-101, January 1953 in Highway Statistics. 1951, p. 40. 


Mr. Hutse. During the First World War, Congress enacted a War 
Emergency Revenue Act (1917), which imposed a 3 percent tax on 
the manufacturers sales price of automobiles, trucks and motorcycles. 
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In 1919 these imposts were increased, and a $10-$20 tax was placed 
on for-hire operation of passenger vehicles. The emergency nature 
of these taxes was recognized by the Congress, and they were repealed 
within a reasonable period after the end of the war, some in 1922, 
others in 1926, and the remaining taxes on automobiles and motor- 
cycles in 1928. 

“With the advent of the depression, Federal revenues diminished 
sharply, creating a serious oteneas crisis. To meet this emergency 
the Federal Government enacted the Revenue Act of 1932 which 
imposed, for general revenue purposes, temporary excise taxes on 
gasoline and lubricating oil, vehicles, parts and accessories, tires and 
tubes. The tax on lubricating oil was levied on the manufacturer or 
producer, while the other automotive excises were levied on the manu- 
facturer, producer or importer.’ 

These temporary imposts were subsequently extended, first by the 
National Industrial Recovery Act of 1933, and then by resolution in 
1935 and 1937.2. The Revenue Act of 1939 again extended the expira- 
tion date for 2 years. 

War broke out in Europe in September of 1939, creating new emer- 
gency conditions to replace those of the depression. The Revenue 
Act of 1940 prescribed a defense tax for five years, under which auto- 
motive excise taxes were increased and their period of application 
extended until June 30, 1945. In the interim, the Revenue Act of 
1941 was passed, authorizing further increases and making all of the 
1932 excise taxes permanent at the increased rates.* 

The Revenue Act of 1951 imposed a 2-cent per gallon tax on diesel 
fuel for highway vehicles, payable by the distributor, or by the user 
if the fuel was not bought through a taxed sale. It also increased 
the gasoline tax rate to 2 cents and raised the imposts on vehicles, 
parts and accessories. However, it provided for an automatic reduc- 
tion of these rates after April 1, 1954. 

Over the years Congress has considered the Federal automotive 
excise taxes as temporary in nature, and there have been many sched- 
uled termination or reduction dates, such as April 1, 1954. But new 
emergencies have a way of arising and we still have the taxes, at the 
highest rates ever imposed. 

Actually, truck-trailer manufacturers do not pay the 8 percent tax; 
they only collect it and remit it to the Government. This tax does, 
however, impose a severe burden upon members of our industry, for 
it adds significantly to the cost of transportation by increasing the 
size of the investment the motor carrier must make to provide him- 
self with equipment. 

In many instances, the addition of 8 percent to the cost of motor 
trucks and truck trailers means that the operator is unable to replace 


1 Prior to 1932, Congress on three occasions rejected a Federal tax on gasoline: in 1914 
when the House Ways and Means Committee recommended a 2-cent tax: in 1915 when 
President Wilson recommended such an impost; and in 1918 when a proposed gasoline tax 
was eliminated from the Revenue Act of that year. 

?The National Industrial Recovery Act increased the rate of the gasoline tax from 1 
cent to 1% cents as of June 18, 1933. However, it provided that the ane-half cent increase 
would be abolished on the first day of the calendar year following (1) repeal of the 18th 
Amendment, or (2) the date when Government revenues exceeded expenditures. Since 
the 18th Amendment was repealed in 1933, the gasoline tax was reduced to 1 cent on 
Jannary 1, 1934, and rmained at that level until 1940. 

* During this period other excises were imposed which indirectly affected the motor- 
vehicle operator. These included a tax on transportation of both persons and property, 
a tax on franenortation of of} bv nineline. ana a SS ner year use tax stamp on motor 
vehicles. The latter, imposed in 1941, was repealed in 1945. 
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worn and obsolete equipment and must continue it in service beyond 
its safe.and economical life. 

Our members believe the Federal automotive excise taxes as applied 
to commercial transportation equipment are unjust and inequitable 
because no competing form of tra ansportation equipment is so taxed. 
Railroad freight cars, canal barges, pipe for pipelines, and cargo air- 
planes, all compete with truck trailers for a share of the commodity 
movement business but none of these types of carrier equipment is 
obliged to carry a sales tax burden. 

Mr. Mason. May I ask right there: Is it more objectionable than all 
of these things that you people are all complaining about ? 

Mr. Hutse. Mr. Congressman, I think it is much less objectionable. 

Mr. Mason. That is what some of us think. 

Mr. Hutse. I hope that was a diplomatic statement to say it was 
objectionable in principle. It would seem more equitable than the 
present method of singling out certain commodities or services to bear 
a tax not applied to competing commodities or services. 

Historically, I believe the theory of the excise taxes has been to apply 
them to luxury items such as jewe Iry, cosmetics or furs and to products 
not considered to be “good” for people. The high tax on alcoholic 
beverages and cigare ttes is a case in point. 

Commercial transportation equipment, particularly truck trailers, 
certainly falls in neither of these categories. Our members, therefore, 
urge that this discriminatory manufacturers excise tax be repealed. 
It is their belief that trucks and truck trailers should not be singled 
out to bear an additional share of the tax burden over and above that 
placed on competing types of transportation equipment. 

Now that I have stated our position on the manufacturers excise tax 
in general, I should like to call to your attention two specific instances 
of arbitrary and, we believe, incorrect rulings that have been made by 
the internal revenue service. We believe these rulings are vastly 
different from the congressional intent. 

Several of our members build low bed trailers which operate on and 
off highways and are used to transport large and frequently heavy 
objects such as power shovels, road-building or industrial machinery 
which cannot be readily dismembered to conform to legal highway 
limits. Many of these trailers are more than 8 feet wide and since 8 
feet is the almost universal State width limit, they must have special 
permits when used on highways. 

Internal revenue service has recognized that the manufacturers ex- 
cise tax set forth in section 3403 applies to highway vehicles and so 
exempts all trucks over 96 inches in width. They have so far refused 
to extend this ruling to low bed trailers. Thus, when an operator buys 
a new truck tractor and semitrailer designed for this type of service, 
that is, both vehicles over 96 inches in width, he must pay the 8 perc cent 
tax on the low bed trailer but is relieved of the 8 percent tax on the 
tractor that is to pull the trailer. It is certainly difficult for our mem- 
bers to explain how the internal revenue service can find that the truck 
tractor in this combination is classed as an “off-highway vehicle” and 
the low bed trailer of the same width is an on-highway vehicle. Cer- 

tainly the trailer in instances such as this should receive the same treat- 
ment as the truck. 

The second case to which I should like to call your attention is even 
more inconsistent. As you know, the rubber in tires and tubes is 
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subject to tax at 5 and 9 cents per pound, respectively. The tire com- 
pany collects and pays this tax. When the trailer manufacturer buys 
tires to instal] on a truck trailer he is allowed to deduct the cost of the 
tires before computing the 8 percent exc ise tax on the trailer. This is 
known as taking the tire-tax credit, and incidentally it is the most mis- 


understood provision of the law. Nearly every time this provision is 
discussed by any of our members, w e find people figuring it incorrectly 
and the error is always in favor of the Government. They have been 


collecting ro pay ing more than the law requires. 

besa time ago in 2 routine field check representatives of the Bureau 
‘ Internal Revenue raised a question with one of our member com- 

anies about taking tire-tax credit on converter trailers, sometimes 


p 
known as converter gears or dollies. Those are trade terms and 
photograph No. 2 will il Thesien ate the converter trailer and photograph 
3, you will note, is an almost identical vehicle which is a logging 
trailer or logging dolly. The one because it has a fifth wheel super- 


imposed over the axle structure is called a dolly for converting a semi- 
trailer to a full trailer, is subject to one tax treatment and the other, 
because it has a bolster instead of a fifth wheel and is used to haul logs 
which are boomed from the bolster on the trailer to a semibolster on 
the truck, is given a different tax treatment. 

I might explain that in some areas, particularly on the west coast, 
it is common practice to operate a truck tractor with two semitrailers, 
one of which thre ugh the ad lition of a converter dolly operates as a 
full an r. And photograph No. 3 shows that. 

To this hour the internal revenue service is insisting that this com- 
pany may not take credit for the tax already paid on the original 
equip! - nt tires installed by them on a converter trailer if sold sepa- 
rately, but may take the credit if it is sold as a part of the sale of one 
or more semitrailers. 

Their reasoning is that the converter trailer is a “part or accessory’ 
subject to section 3403 (e) if sold se parately, despite the fact that = 
State requires that it be registered separately, titled separately, and 
financed separately. Moreover when we had production allocation 
and vehicle rationing by governmental authority, it was allocated and 
rationed a sa separate vehicle. 

Again we are completely unable to explain to our customers why the 
same item is taxed in one transaction and not taxed if sold in connec- 
tion with another Vn 7 le. 

We are very much in hopes, first, that this tax may be repealed in its 
entirety at an ear = date and, secondly, that pending such repeal the 
Congress will review section 3403 and make the congressional intent 
crystal clear as to whether or not the manufacturers excise tax on 
automotive vehicles is intended to apply to vehicles which exceed the 
dimensions permitted on highways. We also ask for a clarification 
of the provisions of section 3403 which apply to duplicate taxation on 
tires and tubes so that it will be entirely clear that the Congress did 
not intend that any original equipment tires and tubes be taxed once 
as rubber and again as a component in the cost of the vehicle. 

Thank you gentlemen for your patience in hearing our petition. 

The Cuarrman. We thank you very much, Mr. Hulse. That was a 
very fine statement. 

Are there any questions? The Chair hears none. Thank you, sir. 

Mr. Hutse. Thank you, Mr. Chairman. 
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The CHarrman. I move that the brief of Mr. G. W. Laurie, chair- 
man of the highway policy committee, National Council of Private 
Motor Truck Owners, Inc., and the statement of Mr. Alton M. Costley, 
chairman, national affairs committee of the National Automobile 
Dealers Association be incorporated in the record at this point. 

Hearing no objection, it is so ordered. 

(‘The brief referred to follows:) 


STATEMENT OF G,. W. LAURIE, CHAIRMAN, HIGHWAY POLICIES COMMITTEE 
NATIONAL COUNCIL OF PRIVATE Motor TrucK OWNERS, INC. 


My name is G. W. Laurie, manager of the automotive division, Transportation 
department, Atlantic Refining Co., Philadelphia, Pa., and I am also chairman of 
the highway policies committee of the National Council of Private Motor 
Truck Owners, Inc., Sheraton Building, Washington, D. C., on whose behalf 
this statement is submitted. Since I am unable to appear personally before 
you, I respectfully request that this statement be received and incorporated into 
the record. 

The National Council of Private Motor Truck Owners, Inc. (hereinafter re- 
ferred to as the council), is the only national organization which speaks and 
acts exclusively for those who own, or lease, and operate motor trucks as part 
of their businesses of farming, manufacturing, mining, processing, wholesaling, 
retailing, and servicing. Its members operate fleets of from 3 or 4 units up 
to 15,000 vehicles. 

Council members are not in the transportation business but their many 
types of business all require transportation. Among these, the private motor- 
truck provides local distribution of goods and services, moves commodities to 
and from railheads, and performs many other specialized transportation 
functions. 

Our immediate interest is to present to this committee our position with 
respect to the imposition of the 8 percent Federal excise taxes on trucks, parts, 
and accessories. 

Although as a group we purchase more transportation than we operate our- 
selves, still as operators of our own equipment we have been unduly dis- 
criminated against, since the truck is the only item of freight-transportation 
equipment called upon to pay an extra and added share of the general tax 
burden in the form of automotive-excise taxes. 

The council holds that the costs of transportation must be the lowest con- 
sistent with adequate and efficient service; that there must be a constantly 
wider and more efficient distribution of goods and services in order to maintain 
the expanding economy on which the prosperity of the Nation depends 

It is for these reasons that so many businesses operate their own motortrucks. 
Such operations benefit the consumer as well as the private motortruck operator. 

roday, the private motortruck operator, engaged in hauling his own goods 
in his own vehicles, vastly outnumbers the for-hire carrier. Current accurate 
figures are not available but it is believed that a least 87 percent of all trucks 
registered in the Nation are engaged in such private operations; the remaining 
13 percent being operated for hire. 

No current authentic statistical breakdown of the Nation’s truck fleet by 
occupational use is available, but during World War II the Office of Defense 
Transportation complied certain data (as of August 31, 1944), which showed 
that: 

Farmers operated 35 percent of the total property-carrying commercial motor 
vehicles then certified by the ODT. Such motor vehicles being used primarily 
and almost solely in agricultural operations where no other transportation was 
available. 

Industry operations including lumber, logging and milling, mining, general 
contracting, meat packinghouses, metal and metal-product concerns, flour and 
feed mills, building materials and supplies, plumbing and heating, hardware, 
furniture, and home furnishings; oils and gasoline, utilities, produce and com 
mission merchants; coal, coke, ice, machinery, and tools; drugs and chemicals; 
and food processing accounted for almost 30 percent of the commercial motor 
vehicles operating under certificates of war necessity. 

3usiness enterprises engaged in consumer distribution such as bakers, dairies, 
retail merchants, etc., operated 14 percent of all property-carrying vehicles. 
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This review of the ODT figures shows that automotive excise taxes places an 
undue burden upon private truck owners, resulting in higher costs to the con- 
sumer for his essential needs. Therefore, it is the position of the council that 
since the motor-vehicle user pays general taxes for the support of the Govern- 
ment in the same manner as other citizens, the exaction of excise taxes from 
motor-vehicle users by Government is discriminatory and provides added burdens 
to the commercial motor-vehicle operator, 

The council opposes any application of an excise tax on private operation of 
motor vehicles or other transportation facilities by nontransportation enter- 
prises. 

This does not mean that the council does not favor any taxation of highway 
transportation. The council velieves that all highway users, along with other 
beneficiaries of public highways, should pay their fair and proper share of the 
cost of building and maintaining such facilities. Private motortruck owners 
want improved highways which make for more efficient transportation and are 
willing to pay for adequate facilities when the allocation of cost is proportion- 
ately distributed and equitably shared by all classes of highway users and 
beneficiaries. 

Motor vehicle use taxes, however, should be kept at reasonable levels accord- 
ing to needs and with full consideration of the user’s ability and willingness to 
pay. Such taxes should be levied upon and in accordance with the use made of 
the highways by the beneficiaries thereof,’ including the transportation of the 
mails and the potential requirements for national defense. To avoid overlapping 
and pyramiding taxation, highway-use taxes should be levied only by the States, 
with fair sharing with other units of Government. Highway-tax revenues should 
be used only to build and maintain roads and streets, put to use without delay, 
and so administered as to gain the most efficient results per dollar and to secure 
the highest return to the greatest number of highway users. 

The council firmly believes that the fairest and most practical basis for pay- 
ment of the user’s share of highway cost is through the generally accepted system 
of so-called first-structure and second-structure taxes, namely, the motor-vehicle 
license or registration tax and the motor-fuel tax. When equitable in amount 
and incidence, such taxes are justifiable as service charges to secure the user’s 
contribution to highway construction, maintenance, and administration. They 
are equitable in principle, sound in theory, and relatively simple to administer 
and collect. 

We are fully aware of the need to reduce the public debt and to balance the 
Hudget, but we believe that this committee in its wisdom can work out an equi- 
table plan that will remove the present discrimination, in the form of automo- 
tive excise taxes, against private motortruck owners. 





STATEMENT OF ALTON M. CosTLey, East Pornt, GA., CHAIRMAN, NATIONAL AFFAIRS 
COMMITTEE OF THE NATIONAL AUTOMOBILE DEALERS ASSOCIATION 


My name is Alton M. Costley. I have been an enfranchised new-car dealer 
for more than 27 years; and I submit this statement in my capacity as chairman 
of the national affairs committee of the National Automobile Dealers Asso- 
ciation. 

I speak for the new-car and new-truck dealer members of our association, 
who sell approximately 90 percent of all new cars sold in this country. I speak, 
too, for our customers—the farmer, the defense-plant worker, the miner, the 
salesman, the doctor, the businessman—who depend upon the vehicles we sell 
for their livelihoods. 

Today, it would be impossible for millions of Americans to earn their livings 
and to contribute to the strengcth and security of our Nation if it were not for 
the automobile and truck. We know from recent surveys that 77 percent of all 
automobile trips are made for the purpose of earning a living or for some other 
economie activity, and that 95 percent of the Nation’s 43 million passenger cars 
are used for essential purposes. 

The essentiality of the automobile and truck to the economic growth and well- 
being of our country is unquestioned. 





1 These beneficiaries are variously described by students of the problem, but all agree 
that there are at least three principal classes of benefits: (1) The benefit of access to land; 
(2) the community-service benefits (arising out of the availability and use of highways 
for police and fire protection, health and safety of the community, interstate commerce, and 
national defense) ; and (3) the obvious benefit to the motor-vehicle user. 
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Since excise taxes were first imposed on these essential vehicles—the new 
car and truck—the position of NADA has been clear, emphatic, and consistent. 
We firmly believe that these taxes should be removed in their entirety or sub- 
stantially reduced. 

At every appropriate opportunity this view has been expressed on behalf of 
the 34,000 new-car and new-truck dealers who comprise our membership, and 
we wish now to reaffirm this position. 

In our judgment, automobile and truck owners have been called upon to pay 
far more than their share of burdensome taxes. 

It seems unfair to us that today a purchaser of a $2,000 nutomobile is required 
to pay approximately $650 of that price in taxes when he takes delivery of the 
ear. This is particularly true when you consider that this initial tax payment— 
a substantial portion of which represents Federal excise taxes—is only the be- 
ginning. As long as he uses this essential vehicle the owner continues to pay 
taxes. The automobile represents a continuing source of tax revenue to Fed- 
eral, State, and local governments. 

We submit that present excise taxes are particularly objectionable because: 


1. They are discriminatory 

Certainly it is unfair to continue the highly selective automotive excise taxes 
when competitive transportation and industrial equipment is not similarly taxed. 

It is equally unfair to require those citizens, who are dependent upon a motor 
vehicle, to bear a disproportionate share of the tax burden. A departure 
from uniformity of tax treatment to all citizens is not justified because a farmer 
needs a truck or a doctor an automobile. 

There are 25,000 communities without any rail service whatsoever. There 
are 2,140 communities where there are no streetcar or bus services. It is 
unfair, we contend, to impose a burdensome tax for transportation on these 
citizens who live in such communities. 

2. They penalize the lower-income groups 

The vast majority of automobiles are owned by citizens in the lower-income 
groups. These citizens are forced to pay a heavy percentage of all automo- 
tive taxes. We remind you, gentlemen, that 1 out of every 8 tax doliars is 
automotive. 


> 


8. They are a glaring example of multiple taxation 

Payment of taxes by an automobile owner does not cease with the purchase 
of the new vehicle. 

Throughout the life of his car, he must pay both Federal and State taxes 
on all future purchases of gasoline and oil. Whenever his car needs repairs 
involving replacement parts or new tires and tubes, he will be paying addi- 
tional excise taxes. Each year, of course, he willl pay license fees and in many 
States sizable property taxes on his essential vehicle. 

4. They restrict mobility 

America is a nation on wheels. We regard this tax as a deterrent to mobility. 

Decentralization of industry is encouraged as an aid in national defense. 
This means a population spread to rural and suburban areas. Workers in such 
areas must rely on the passenger car for their transportation. 

Excise taxes were designed initially to provide funds with which to meet 
a national emergency. s3ut we are beginning to wonder if a crisis-inspired 
prop to the economy has become a lasting foundation of the country’s financial 
structure. We ask ourselves now if a concept based on expediency has become 
a custom stamped with permanency. 

secause of all these things we are most strongly opposed to a continuation of 
the excise tax as it now applies to the automotive industry. 

Having registered this protest, and having reaffirmed the position to which 
we have adhered during the many years that this emergency measure has been 
in effect, we accept as an obligation the responsibility to recommend alternative 
measures that would be equitable, uniform in their application, and at least 
equally productive of revenue. And here we are frank to confess we have no 
panacea, no magic formula, no concrete proposals based on careful research 
and technical skill. Insofar as it is possible for us to do so, however, we 
offer to this committee the full measure of whatever talents we possess, both 
among the membership and the staff of the association in providing facts, 
figures, and background information relating to the automobile industry. 
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We have heard many sound arguments advanced in favor of a reasonable 
across-the-board manufacturers’ tax; we have heard equally convincing argu- 
ments in favor of an across-the-board retail tax or sales tax. 

Doubtless there are other methods of obtaining the revenue now supplied 
through the various forms of excise tax. We know that this committee is 
seeking such alternative measures. 

Ve urge that you continue your studies and we pledge our support and 
assistance in every way possible. 

We urge, too, the repeal of the present excise taxes as they apply to the auto- 
motive industry We believe in taxation without discrimination. We think 
it is wrong to perpetuate an injustice. 

The Crairman. The next witness is Mr. C. G. Morton, president, 
Paris Manufacturing Co. I also notice, listed mallee your name, ref- 
erence to American Ski Manufacturers Association, South Paris, 
Maine. Are you re om senting that organization ? 

Mr. Morton. Yes. S] 

The CHamMan. 17 al you. If you will just give your name and 
the capacity in which you appear, we will be glad to hear you. 


STATEMENT OF C. G. MORTON, PRESIDENT, PARIS MANUFACTUR- 
ING CO., REPRESENTING THE AMERICAN SKI MANUFACTURERS 
ASSOCIATION 


Mr. Morton. Mr. Chairman, my name is Clarence G. Morton. I 
appear in behalf of the American Ski Manufacturers Association, a 
very small and somewhat insignificant aggregation of manufacturers, 
all of which are in small businesses. There are no large ski manu- 
facturers. 

I have prepared and delivered to the committee a short, concise 
statement. Would you like me to read it? 

The CuarrmMan. Without objection it may be inserted in the record 
and you may read it if you like. 

Mr. Morron. It is ve ry short. 

The Cuatrman. We would be very glad to hear it. We would be 
interested, [ am sure. 

Mr. Morron. The American Ski Manufacturers and the entire ski 
industry are greatly concerned over the fact that skis and ski poles are 
subject to a 15-percent excise tax while baseball, football, hockey, box- 
ing, wrestling equipment, and skates are exempt from such a tax. 
Obviously, it is very unfair to discriminate against ski manufacturers 
who are all small-business concerns, who do not only have to con- 
tinually face the disastrous effect of mild winters and diminishing 
snowfall, but experience ruinous competition from European manu- 
facturers employing cheap labor. The yield to the Government from 
this tax is small compared with what it would receive from a tax on 
some of the above-mentioned equipment that is exempt. Also, we 
believe skiing is more free from professionalism than the other 
activities. 

The ski industry is in a serious financial condition as the 15-percent 
tax is pricing their product beyond the reach of the beginner skiers, 
who are the American boys and girls in grade and high schools who 
use the majority of the skis and poles and are penalized seriously by 
this tax. No sport furnishes more health-building exercise than 
skiing, and it comes in the winter season when the American youth 
can best profit by invigorating outdoor exercise. The Army has spent 
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large sums of money to teach many of its soldiers, who never had an 
ries) to learn to ski when they were young, to become ski 
troops. It seems practical to allow a larger proportion of American 
youths to become proficient themselves by eliminating this tax, and 
thereby making the equipment more readily available to those of lim- 
ited means. 

I have inserted below the figures showing that the manufacturers’ 
tax is added to each time that it goes to the wholesaler, to the retailer, 
so that actually the consumer pays 28 percent tax on the product in- 
stead of the manufacturers’ 15 percent tax. 

The Cuamrman. As you have pointed out, Mr. Morton, you depend 
upon the seasons very much for your prosperity. 

Mr. Morton. Very much so. There is no question about it. 

The Crarrman. It is a great sport. 

Mr. Morton. We believe that there is no better sport for the Ameri- 
ean youth. It takes him outdoors, to the hills and mountains, away 
from the billiard rooms and the movie theaters, and so forth, and gives 
him plenty of exercise, which is the best thing that can happen to ‘him. 

The CuarrmMan. And a very good appetite, too. 

Mr. Morton. There is no question about that. 

The Cuarrman. Mr. Sadlak wishes to inquire. 

Mr. Sapiaxk. Mr. Morton speaks about the youth, that it keeps them 
out of the poolroomsand so forth. Skiing isn’t restricted to the youth, 
Mr. Morton, is it? I daresay perhaps, Mr. Morton, you are an expert 
skier yourself. 

Mr. Morron. Unfortunately, I didn’t start young enough, and you 
have to start pretty young to be a good skier. 

Mr. Sapiax. You certainly find many of them in my age group, in 
the early forties, engaged in skiing. 

Mr. Morton. Didn't most of them start when they were younger? 

Mr. Sapiak. I started on barrel staves. That was the way I learned 
to ski. 

Mr. Morron. You were young, though. 

Mr. Eneruarter. Mr. Morton, you speak of diminishing snowfall in 
your statement. I guess you have reason for saying that. Snowfall 
is less in skiing territory than it was years ago ? 

Mr. Morton. There is no question, unfortunately, that that is true, 
and for 4 years we have had almost no snow, except in the high 
mountains. 

The Cuamman. Even at Sun Valley. I was there one year and 
they were just praying for snow and were not getting any. 

Mr. Mason. May I] ask, Mr. Chairman, if he makes water skis. 
That seems to be the coming thing. 

Mr. Morton. Water skis have not been considered up to this time, 
although it is a coming sport. 

Mr. Mason. I know my grandchildren think there is nothing like 
water skiing in the summer. 

Mr. Morton. Could I read just a short letter, or part of it, from the 
largest concern, which is the Northland Ski Co., of St Paul, and La- 
conia? Mr Lund wrote me a letter which I could not incorporate 
because I have just got it. I will skip a little so as not to burden the 
record. [Reading:] 

Our volume of sales is only 25 percent of what it was a few years ago. We 
know that the entire industry is in a depression and we believe our experience 
and lack of volume is shared by all of the industry. 
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Most of our production in skis and ski poles is and has always been for chil- 
dren. The junior skis have had the sharpest sales decline. We believe the 
interest in skiing is as great as ever, but that most of the people cannot afford to 
buy expensive ski equipment for their children. 

Sales of ski equipment can again be increased to normal volume if prices can 
be reduced by means of the removal or substantial reduction in the “War Emer- 
gency” excise taxes. 

Strong efforts should be made to remove this tax. It is unquestionably crip- 
pling the ski industry. 

Excise tax has been removed from most other equipment for children and we 
feel that the tax authorities have failed to give due consideration to the tax on 
skis and ski poles. 

It should be stressed that skiing is a beneficial, health-building outdoor sport. 
Skiing for children should be encouraged and promoted by the Federal Govern- 
ment as it is in other countries, and to some extent by the State and municipal 
governments in this country. Removal of the excise tax is a necessary first step. 


I have another short from Dartmouth, where really college skiing 
began. This is Dartmouth Skis, Inc.: 


Over 75 percent of the ski equipment sold in this country is for children, high- 
school and college students. We have been the prime factor in promoting ski- 
ing for these particular groups. We have promoted skiing as an outdoor health 
promotion. The growth of the sport in the last 15 or 20 years shows that we 
are absolutely correct in our plan. Parents in America appreciate the fact that 
if we can keep our children outdoors and exercising there will be less family 
colds, better appetites, and better sleep. 


Both of which, I may say, are good. [Reading:] 


Ski equipment, like everything else in the past 10 years, has become more 
expensive. Since the 15-percent excise tax was added onto all equipment there 
has been a tremendous falling off of all sales in the children’s and youths’ field. 
Fifteen percent does not mean much when you think in terms of $30 skis, but 
when you are trying to equip children with an $8.50 outfit or a high- school boy 
with a $16 or $18 outfit, the 15 percent is prohibitive and will prevent the sale 
of replacement equipment or new equipment. 

Further, to leave the 15-percent tax on ski equipment and to take it off base- 
ball, football, and skates is, in my opinion, a definite discrimination against the 
children who ski. 

I would like to submit those for the record. 

The CuHarrman. Yes. Without objection, those may be inserted in 
the record. 

Just one question: You have considerable foreign competition, do 
you not? 

Mr. Morton. Very much in the last few years. Some of the worst 
from Czechoslovakia. 

Phe Cuarrman. And Austria? 

Mr. Morton. Norway, Austria, and Sweden. 

The CuHairMan. Switzerland ? 

Mr. Morton. That is right. 

The CuHarrMan. We thank you for your appearance, and the in- 
formation you have given the committee. 

Mr. Morron. Thank you for the permission to be heard. 

Mr. Byrnes. Do you know how much revenue the Government is 
presently collecting from this tax ? 

Mr. Morron. I can’t tell you that. It is very hard to get infor- 
mation from the ski people. We know that it is a-comparatively 
small amount. 

Mr. Byrnes. Since it is a manufacturers excise tax I thought prob- 
ably each of your members in a relatively small industry would know. 

Mr. Morton. I think as a guess it w ould be something like $150,000 
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all told. There is practically little professional skiing. It is prac- 
tically all amateur. Due to the spectacular show made in the movies, 
it has a great deal of publicity, but actually the skiing is done by 
amateurs and not by professionals. 

(Data submitted by Mr. Morton follow :) 


DarTMOvuTH SxI1s, INc., 
Hanover, N. H., August 1, 1953. 
Mr. CLARENCE Morton, 
Ski Manufacturers Association, 
South Paris, Maine. 

Dear Mr, Morton: Unfortunately I cannot be in Washington on August 4 at 
your meeting of the Ways and Means Committee of the House of Representatives. 

Will you be good enough to present the following facts for me. 

Over 75 percent of the ski equipment sold in this country is for children, high 
school, and college students. We have been the prime factor in promoting 
skiing for these particular groups. We have promoted skiing as an outdoor 
health promotion. The growth of the sport in the last 15 or 20 years shows 
that we are absolutely correct in our plan. Parents in America appreciate 
the fact that if we can keep our children outdoors and exercising there will be 
less family colds, better appetites, and better sleep. 

Ski equipment, like everything else in the past 10 years, has become more ex- 
pensive. Since the 15 percent excise tax was added onto all equipment there 
has been a tremendous falling off of all sales in the children’s and youths’ field. 
Fifteen percent does not mean much when you think in terms of $30 skis, but 
when you are trying to equip children with an $8.50 outfit or a high-school boy 
with a $16 or $18 outfit, the 15 percent is prohibitive and will prevent the sale 
of replacement equipment or new equipment. 

Further, to leave the 15 percent tax on ski equipment and to take it off base- 
ball, football, and skates is, in my opinion, a definite discrimination against the 
children who ski. 

The tax should be removed. 

If I can be of further help in any way, do not hesitate to call on me. 

Very truly yours, 
JOHN M. PRANE. 


NORTHLAND SKI MANUFACTURING Co., 
Laconia, N. H., July 31, 1958. 
Mr. CLARENCE Morton, 
Parts Manufacturing Co., 
South Paris, Maine. 


Dear Mr. Morton: With regard to the discussions the ski manufacturers have 
had on the effect of excise tax on sales, we wish to confirm our views. 

Our volume of sales is only 25 percent of what it was a few years ago. We 
know that the entire industry is in a depression and we believe our experience 
and lack of volume is shared by all of the industry. 

Most of our production in skis and ski poles is and has always been for 
children. The junior skis have had the sharpest sales decline. We believe the 
interest in skiing is as great as ever, but that most of the people cannot afford 
to buy expensive ski equipment for their children. 

Sales of ski equipment can again be increased to normal volume if prices can 
be reduced by means of the removal or substantial reduction of the war 
emergency excise taxes, 

Strong efforts should be made to remove this tax. It is, unquestionably, 
crippling the ski industry. 

Excise tax has been removed from most other equipment for children and we 
feel that the tax authorities have failed to give due consideration to the tax 
on skis and ski poles. 

It should be stressed that skiing is a beneficial health-building outdoor sport. 
Skiing for children should be encouraged and promoted by the Federal Gov- 
ernment as it is in other countries, and to some extent by State and municipal 
governments in this country. Removal of the excise tax is a necessary first step. 

Yours very truly 
NoRTHLAND SkK1 MANUFACTURING Co., 
Cart F. LUND. 
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Skis aND SKr PoLes 
REASONS FOR EXEMPTION OF 15 PERCENT EXCISE TAX 


The American ski manufacturers and the entire ski industry are greatly con- 
cerned over the fact that skis and ski poles are subject to a 15 percent excise 
tax while baseball, football, hockey, boxing, wrestling equipment, and skates 
are exempt from such a tax. Obviously, this is very unfair to discriminate 
against ski manufacturers who are all small business concerns, who not only 
have to continually face the disastrous effect of mild winters and diminishing 
snowfall, but experience ruinous competition from European manufacturers 
employing cheap labor. The yield to the Government from this tax is small 
compared with what it would receive from a tax on some of the above-mentioned 
equipment that is exempt. Also, we believe skiing is more free from profes- 
sionalism than the other activities. 

The ski industry is in a serious financial condition as the 15 percent tax is 
pricing their product beyond the reach of the beginner skiers, who are the 
American boys and girls in grade and high schools who use the majority of the 
skis and poles and are penalized seriously by this tax. No sport furnishes more 
health-building exercise than skiing, and it comes in the winter season when the 
American youth can best profit by invigorating outdoor exercise. The Army 
has spent large sums of money to teach many of its soldiers, who never had 
an opportunity to learn to ski when they were young, to become ski troops. It 
seems practical to allow a larger proportion of American youths to become pro- 
ficient themselves by eliminating this tax, and thereby making the equipment 
more readily available to those of limited means. 

As an illustration of the small tax yield to the Government as compared to 
the consumers cost, we submit the following example: 


| » , 
With tax Without tax 


| | 
Manufacturer’s selling price | $12. 50 | $12. 50 
Tax ‘ é- 1.90 me 
Net selling price to wholesaler | 14. 40 | 12. 50 
Wholesaler’s markup... = a 4. 80 4.19 
Net selling price to retailer ; | 19. 20 | 16. 69 
Retailer’s markup 7. 68 6. 68 
GEL seek dewe 26. 88 23. 37 
Selling price with tax 26. 88 |-- -- -> 
Selling price without tax Sati diintnniecankubat wees deer 23. 37 
Tax on manufacturer’s selling price or 28 percent c aa ened 3. 51 


We trust that your committee will see the justice of our claim and will exempt 
skis and ski poles from this ruinous tax. 


AMERICAN SK1 MANUFACTURERS ASSOCIATION, 
JOHN W. GREGG, 
CLARENCE G. Morton, 

Committee. 


The CHarrmMan. Without objection, a letter from the Honorable 
Winston L. Prouty, of Vermont, will be inserted in the record at this 
point. 

(The letter referred to follows :) 

CONGRESS OF THE UNITED STATES, 


House OF REPRESENTATIVES, 
Washington, D. C., June 22, 1958. 


Hon. DANIEL A. REED, 
Chairman, House Ways and Means Committee, 
House of Representatives, Washington, D. C. 
My DEAR CoLLEAGvuE: Under the provisions of section 3406 of the Internal 
Revenue Code, snowshoes are classified as sporting goods and are subject to a 
15 percent manufacturers’ tax. 
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Years ago snowshoes were used to a great extent for sporting purposes but 
today about 95 percent of all the snowshoes manufactured in this country are 
sold to individuals or organizations for use in their civilian or military work. 

I am enclosing copies of more than 30 letters’ from snowshoe retailers across 
the Nation which confirm this point of view. For example, Snowcraft, Inc., of 
Norway, Maine, is presently making 17,000 pairs of snowshoes for use by our 
Armed Forces on which there must be paid the “sporting goods” excise tax. 
\ survey reveals that the principal users of snowshoes are the people in the 
logging and timber business, conservation and reforestration workers, fish and 
wildlife men, telephone linemen, the United States Engineer Corps, trappers and 
miners. By no stretch of the imagination could it be deduced that the purchases 
of snowshoes by these important occupational groups were for anything which 
resembled athletic activity. 

I am advised that the annual gross sales of all manufacturers in the snowshoe 
ndustry are very small. Thus it is apparent that the net revenne derived 
by the Federal Government from the taxing of snowshoes is negligible. Yet to 
the small-business man engaged in the manufacturing of this product the tax 
amounts to a burden causing great inconvenience, 

Some of the items in addition to snowshoes classified as sporting goods for 
excise-tax purposes are as follows: croquet balls and mallets, polo equipment, 
billiard and pool tables, badminton equipment, table-tennis equipment, deck- 
tennis equipment. No reasonable man can deny that all these items included 
under the heading of sporting goods, with the exception of snowshoes, are used 
either primarily or exclusively for recreational games. 

In the past the Ways and Means Committee has worked diligently to remove 
inequities in the excise-tax field and, for the above reasons, I respect. ully request 
the committee to give serious consideration to the repeal of the excise tax on 
snowshoes. 

I shall be glad to submit a more detailed statement or appear before the Ways 
and Means Committee should you desire me to do so. 

Sincerely yours, 
Winston L. Proutry, Member of Congress. 


ADMISSIONS TAX 


The Cuatrman. Now we are beginning with the admission-tax wit- 
nesses, and I move that the statement of Hon. Laurie C. Battle and 
Hon, A. S. Herlong, Jr., be incorporated in the record at this point in 
lieu of personal appearance. There being no objection, it is so 
ordered. 

(Statements referred to follow:) 


TESTIMONY OF Hon. LAURIE C. BATTLE, A REPRESENTATIVE IN CONGRESS FROM THI 
STATE OF ALABAMA 


Mr. Chairman, we are all aware of the burden that our people have been carry- 
ing for the past 10 years as a result of the wartime excise taxes on so many 
products and services. These taxes are probably felt more often than any 
other by the average consumer as they are on practically every item or service 
necessary in our daily living purchased. 

I realize this committee has the grave responsibility of providing ways to 
obtain the needed revenue for the operation of our Federal Government, but I 
do believe that careful attention should be given to the question of whether we 
have already reached the point of diminishing returns on some of these taxes. 
Many small businesses are being forced to close their doors as they cannot meet 
the competition of big business and the heavy tax load. The small businesses 
are the backbone of our free-enterprise system and our economy is healthy and 
prosperous only so long as we encourage this use of individual initiative. 

Mr. J. H. Dickson, owner of the Cascade Plunge swimming pool in Birmingham, 
Ala., is appearing before this committee today to outline the serious hardships 
facing swimming-pool operators. As you know, there are municipally owned 
pools in most cities that enjoy exemption of the admission tax and this places 
privately owned pools in an almost impossible competitive situation. I would 
appreciate your carefully considering the facts which he presents to you that 
are typical of the majority of the swimming-pool operators. 





2 Letters on file in Committee on Ways and Means office 
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I recently received a communication from Mr. Brooks Whitton, the owner of 
a bowling alley in Birmingham, Ala., concerning the effect of the excise tax on 
this industry. He enclosed a copy of a letter written to this committee which 
1 believe tells the story of the plight of a small businessman far better than I 
could express it. I would appreciate this letter being included in the record of 
these hearings for consideration. 

“GENTLEMEN: I have noted in the papers that your comittee are considering 
the elimination of taxes on theaters, that was imposed during World War II. 

“T respectfully call your attention to the tax that was. put on bowling alleys 
at the same time, which was changed from a percentage to a flat $10 per alley, 
then during the war they put an additional $10 per alley which made a total 
of $20. Now that does not mean that is $20 for a bowling alley, that means 
that is $20 for each bowling lane, say an establishment like mine of 24 alleys 
there is a tax of $480 and we are blessed with more than that in city and State 
and county tax, which means that we are just about taxed out of business. 

“This tax is due this month and if I pay them I will have to borrow the money, 
and this is the first time that I have had to do a thing of this kind in my entire 
business career of 23 years. I bought this bowling alley out in 1947 after 
leasing a building that I formerly had to the Federal Government for their 
occupancy, and I have worked every day and Sunday, too, from 8:30 in the 
morning to 11:30 p. m. or whatever time we closed—me and my wife both—and I 
have yet to draw the first penny in salary during these 5 years. There has 
been no salary for me, and I paid cash for it too, when same was purchased. 
So I don’t think that the Government needs any such heavy tax from an industry 
that is sick as this one is. 

“There were 7 other bowling alleys in this county at the time of my purchase 
of this establishment that have now closed their doors; 3 closed last year, and 
I have found business worse since they have closed. There is so much other 
entertainment—TV, night baseball, night football, and everybody now has auto- 
mobiles. 

“T have consistently lost money for every day that I have operated since the 
month of April, and same will continue until the lst of September which we 
might break even, and that is with me and my wife working day and night with- 
out getting 1 lonely dime. She does draw a $25-a-week salary for keeping the 
book the months that we make that much. 

“Now, gentlemen, I don’t think any sane man would tax an industry to the 
extent that the bowling alleys are taxed presently, if they knew the facts, and 
this is the reason that I have undertaken to do this. I think some of the larger 
cities that have bars fare a little better, and where the winter season is longer. 
But they quit bowling here in March, and Mr. President could not get them back 
until it gets cold. 

“IT cannot even afford to have some letterheads printed, you will note from 
this stationery. So please include the relief of the destitute bowling alleys 
in this bill. Iam 

“Respectfully, 
Brooks C. WHITTON, 
“Owner of Downtown Bowling Center.” 

Mr. Chairman, it is my hope that this committee can report a bill which will 
provide a sound structure for obtaining necessary revenue without penalizing 
initiative and which will relieve our people of the wartime excise taxes. 


CONGRESS OF THE UNITED STATES, 
House OF REPRESENTATIVES, 


Washington, D. C., July 13, 1953. 
Hon. DANTEL A. REED, 


Chairman, Committee on Ways and Means, 
House of Representatives, Washington, D. C. 


DEAR Mr. CHAIRMAN: Now that your committee has reported out the bill to 
repeal the admissions tax on theaters, I would like to call attention to my bill 
for similar relief for minor-league baseball, H. R. 5105. ‘ 

I am enclosing herewith a study of the financial picture of the minor-league 
clubs which shows that during the year 1952 it cost each minor-league team 
$0.2492 for each person who passed through the turnstile into the ball park. It is 
interesting to note that $0.173 of that amount was Federal admission tax. Minor: 
league baseball clubs lost over $4 million last year and paid in a total of over 
$114 million in Federal admissions taxes. The total number of clubs has dropped 
off some 30 percent, which is a considerably higher percentage of loss than the 
theater industry has lost. 
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of Please do not misunderstand me. I am for the theater tax-exemption bill; but 
D I believe if anyone in the world can make a good case for exemption it is baseball. 
h It is not a private enterprise but one in which the entire community engages, 
I This continued high admission tax can only result in destroying minor-league 
f i baseball—a great American institution. 

I will appreciate being heard on this at your earliest convenience. 
g Most sincerely, 


A. 8S. Hervone, Jr. 


~ 

r, Some Facts AND FigurES ABOUT THE MINOR LEAGUES, PREPARED BY THE NATIONAL 

l ASSOCIATION OF PROFESSIONAL BASEBALL LEAGUES, BY GeorGE M. TRAUTMAN, 

s PRESIDENT 

8 ‘ 

> THE NATIONAL ASSOCIATION OF PROFESSIONAL BASEBALL LEAGUES, 
Columbus 15, Ohio, June 1953. 

. To Major and Minor League Club and League Officials. 

- GENTLEMEN: As you all know, much has been said and written during the 

P past few years about the trials and tribulations of professional baseball, par- 

, ticularly the minor leagues. The three studies appended to this letter are sub- 

, i mitted to you as evidence that conditions at present are such as to warrant the 

attention of all of us. 

; Most of what has been said and written has had to do with the effects of exist- 


ing radio and television policies upon baseball—and, again, particularly upon 
the minor leagues. The attitude of this office on this subject surely should be 
well known to all by this time, but, on the chance that a few of you might not 

be familiar with it, 1 am going to restate it below. 

| We believe that radio and television can make tremendous contributions to 
the game if a reasonable measure of control is exercised over them. We do not 
believe that the interests of the many should be jeopardized by unreasonable 
utilization of these agencies by one or by a few. We believe, therefore, that 
radio and television broadcasting should be confined to stations within the home 
territory of the home club, with the visiting club being permitted to authorize 
the airing of the game from its home territory, provided this would not conflict 
directly with the playing of a home game by any other club which might also 
be located in the visiting club’s home territory. 

We believe, further, that there exists today the opportunity of tapping an 
unexplored field that can take baseball to the four corners of the world and still 
not be harmful to any individual club’s interests. 

A word or two on the three attached studies : 

Study one: So much speculation has been going on as to the effect of radio 
and television that this office undertook to gather evidence with a view to estab- 
lishing definitely whether or not we are experiencing a decline in attendance 
this year. Twenty-five of our thirty-eight leagues responded to our request, and 
a tabulation of their reports is set forth in this study. 

i Study two: As further evidence of the condition in which some minor-league 
clubs find themselves, I am including a “Financial picture of minor-league clubs 
in 1951 and 1952.” This presentation was prepared for use in connection with 
our attempt to obtain Federal admission-tax relief, which now appears impos 
sible for 1953. The chart is self-explanatory and, I believe, startlingly informa- 
tory. For example, column 18 indicates that .only 1 classification, namely AA, 
was able to bring patrons through the turnstiles at a per capita profit, on average, 
end that even this showing was confined to a single year. In all other instances, 
the clubs put patrons into their parks at a substantial net per capita loss, on 
average. You will also note by comparing column 18 with column 19 that the 
average loss per capita is equal, almost exactly, to the average per capita Fed- 
eral admission tax. If baseball is a business and not a sport, as some contend, 
surely that fact is not reflected by such a financial picture. 

Study three: Last April I requested our clubs to send us a report on the major 
and minor-league radio and television programs coming into their territory, as 
well as on the use, if any, the reporting club was making of these mediums for 
its own games. The result of that inquiry is contained herein. 

Much time and effort has been devoted toward gathering the data mentioned 
above and contained herein for use in connection with the radio and television 
legislation now being considered by the Congress of the United States. We hope 
that you will give this information the study it deserves and would be glad to 
hear from all of you as to what you think of any phase of the studies. 

Very truly yours, 


ener 






G. M. TrRavTMAN, President. 
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Number of major league broadcasts in minor league territory April 1953 


Radio: 
Number of clubs reporting 
RE Oe ee IN Or I iia ir i eee 150 
Open, 7; AAA, §; AA, 8; A, 17; B, 32; C, 41; D, 40, 
Cities receiving major league broadcasts plus the game of the day__.___ 41 
Open, 2; AAA, 5; AA,3; A, 6; B, 10; C, 5; D, 10. 
Cities receiving major league broadeasts only (not the game of the 
day) 
Open, 0; AAA, 5; AA, 0; A, 8; B, 3; C, 0; D, 11. 
Television: 
Number of clubs reporting 
Cities receiving major league telecasts 


Open, 0; AAA, 7; AA, 0; A, 1; B, 4; C, 2; D, 10. 
Number of minor league clubs broadcasting their games, April 1958 


Radio (home games) : 
Number of clubs reporting 
Clubs broadec asting all their home games 
Open, 7; AAA, 9; AA, 5; A, 14; B, 23; C, 31 (1 club answered 
Open) ; D, 15. 
Clubs broadcasting most of their home games 
Open, 0; AAA, 2; AA, 1; A, 2; B,2;C,3;D,5 
Clubs broadcasting a few home games___.__--___--__ ial eileen 
Open, 0; AAA, 0; AA, 0; A, 3; B,1;C,2;D,8 
Clubs broadcasting no home games 
Open, 0; AAA, 3; AA, 1; A, 3; B, 11; C, 12; D, 26. 
Radio (road games): 
Number of clubs reporting 
Clubs broadcasting all their road games 
Open, 7; AAA, 12; AA, 8; A, 15; B, 25; C, 34; D, 26. 
Clubs broadcasting most of their road games___-....._____________ 
Open, 0; AAA, 1; AA, 0; A, 3; B, 4; C, 6; D, 5. 
Clubs broadcasting a few road games 
Open, 0; AAA, 0; AA, 0; A, 2; B,1; C, 2; D,& 
Clubs broadc asting no road games_- 
Open, 0; AAA, 1; AA, 0; A, 3; B, 7; 6, B.D, Be. 


Number of minor league clubs televising their games, April 1953 


Television (home games) : 
Number of clubs reporting 
Clubs televising all their home games 
Open, 1; AAA, 0; AA, 0; A, 0; B, 0; C, 
Clubs televising a fe . home games 
Open, 3; AAA, 4; AA, 3; 4,1; B, 0; C, 1; D,0. 
Clubs televising no tok atin en 
Open, 1; AAA, 6; AA, 3; A, 22; B, 36; -C, 42; D, 51. 
Television (road games) : 
Number of clubs reporting_- 169 
Clubs televising a few road games__- 3 
Open, 0; AAA, 2; AA, 0; A, 1; B, 0; ¢ 
Clubs televising no road games___ 166 


Open, 3; AAA, 7; AA, 5; A, 21; B, 36; C, 42; D, 52. 


The CHarrman. We welcome as the first statement on admissions, 
Mr. James H. Dickson of Birmingham, Ala. Is Mr. Dickson in the 
room ¢ 

If you will give your name and the capacity in which you appear 
to the reporter, we will be glad to hear you. 
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STATEMENT OF J. H. DICKSON, BIRMINGHAM, ALA. 


Mr. Dickson. My name is James H. Dickson. I own and operate 
the only privately owned public swimming pool in Birmingham, 
Ala. I have owned and operated this resort, “Cascade Plunge, for the 
past 18 years. I am a member of the National Association of Amuse- 
ment Parks, Pools, and Beaches. I am past president of the South- 
eastern Amateur Athletic Association. I am a member of national 
committee on men’s swimming of the AAU. 

I have requested this hearing, that I might draw to your attention 
the astounding discriminatory features of that section of the excise- 
tax law that pertains to the admission tax on admissions to swimming 
pools that are operated by a private enterprise. When I say astound- 
ing, I mean just that. For I have been unable to find anyone that 
can satisfactorily explain to me just why a swimmer who pays for his 
admission to my pool, a privately oper rated pool, should have to pay a 
20-percent tax on his admission. Whereas the same swimmer can go 
down the street a few blocks to a pool operated by the Birmingham 
Park Board, and which is practically the same fee as I charge, and 
not have to pay this tax. 

[ claim that it is most discriminatory, and in addition to that, it 
places the private pool operator in a very unfair position. The city 
pools are not run for profit, which is probably the way they should 
be run. They pay no taxes, nor city licenses. The pool owner in 
my position has a large sum invested in his establishment, pays taxes, 
licenses, insurance as well as other fees and still hopes to make 
a profit. All the above-mentioned items must go into my cost charge, 
and my admittance charge is based on my costs. You can understand 
readily that the city-operated pools have a very great advantage, and 
since my admittance fee must be close to that of the city operated 
pools, I am sure that you can see just what this 20-percent tax means 
to my prospective patrons. It places my pool under such a severe 
handicap that I often wonder why the swimmers come to Cascade 
Plunge. Up to 3 years ago, all swimmers that paid their way into a 
pool had to pay the same tax, but the excise tax was amended in 1950 
relieving all governmental operated pools from collecting this tax, 
and leaving the tax on those who chose to go to the privately operated 
pool. Is this not most discriminatory? Why penalize those that 
wish to swim in a pool run by a private enterprise? How can private 
enterprise survive under suc ‘+h conditions? 

The American people get their recreation in various ways, but as 
a rule it can be divided into two general classifications. There are 
those that get their recreation by attending sporting events of vari- 
ous kinds, t the the: ater, and others. In this manner of recreation they 
watch others play, so this type of recreation is called spectator recre- 
ation. Another large group get there recreation by actively taking 
part in a game of some sort. This m: ry be called partic ipatory recre- 
ation. To mention just a few of this type sports: Golf, tennis, horse- 
back riding, and swimming. Right here, I would like to point out 
that if you go to a tennis court that charges a fee for playing you 
pay no tax, or if you go to a riding ac -ademy to rent a horse for riding 
there is no Federal tax, but if you go to a swimming pool such as 
mine, operated by private enterprise, you do have to pay a 20-percent 
Federal tax on the admission charge. Need I point out that this is 
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gross discrimination where you tax one manner of participatory 
recreation and exclude so many others ? 

Children of teen age and younger make up over 80 percent of the 
swimmers at any pool, while golf, tennis, and riding are the recreation 
of the adult group. I might add that those who play golf, tennis, 
and ride are, generally speaking, people in the higher brackets of in- 
come. What does this tax do? It taxes the children of the wage 
earner when they seek recreation at a pool like mine, and lets the 
golfer and tennis player go tax-free. Again, the children of those 
in the higher brackets do their ae at their parents’ country 

club by merely presenting their parents’ card. Although it is true 

th: it this membership is taxed, soerihilens the swimmer has entry 
to the pool with no thought of taxation, while the swimmer that is 
compelled to seek his recreation on a day-to-day basis, and comes to a 
privately owned and operated pool must dig up that extra 20 percent 
tax every time he pays an admission. 

Gentlemen, this tax is most discriminatory and we operators of 
public swimming pools need relief if we are to stay in business. I 
want it distinctly understood that our industry does not object to com- 
petition of any kind, either that operated by a governmental agency or 
by any other group. However, we do feel that if tax relief is granted 
to swimmers who patronize the governmental agency operated pools, 
that those that wish to swim in a pool operated by private enterprise 
should not have the addition of this 20 percent tax added on their 
admission ticket. The re are 5 city-operated pools in Birmingham, 
and 6 cuuntry club pools nearby. So you see I do have competition. 
sie s 20 percent advantage . that t the city pools have over my operation 

ally hurts. Especially so since the city has this year opened a 
$220,000 pool within 12 blocks of my place. I believe that I can handle 
them all right, but I must have help in this tax charge. 

Why not remove this tax charge on swimming and other participa- 
tory sports? 

There are those that say too many Americans get their recreation as 
spectators, that it would be better if more of them actively engaged 
in some sort of sport. The better to build up their bodies and alert 
their minds, and thus make better citizens. And when you have 
citizens of this type you build a better America. 

The Cuarman. Mr. Eberharter will inquire. 

Mr. Evernarter. Of course, Mr. Dickson, these city-operated swim- 
ming pools cost money, too, do they not ¢ 

Dr. Dickson. Yes; they do. 

Mr. Exsernarter. In other words, the city has to raise taxes in 
order to support these activities. 

Mr. Dickson. They do. 

Mr. Enernarrer. So the people are paying to the city in higher 
real-estate taxes or something else, for this recreation that the children 
are getting. 

Mr. Dickson. That is right. 

Mr. Enernuarter. To the detriment of private industry. 

Mr. Dickson. We don’t mind the competition, but put us on the 
same footing. 

Mr. Esernarter. I think you are being discriminated against. 

Mr. Dickson. I thank you, sir. 
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Mr. Mason. As a person who loves to swim, I am against any tax 
on the pr ivilege of sw imming. 

. Dickson. Thank you, ‘Mr. Mason. 

The CuairMan. Thank you very much, Mr. Dickson, for your con- 
tribution. 

Mr. Dickson. Thank you, Mr. Chairman. It isa pleasure to be here. 

The Cuairman. The next witness is Mr. Harry J. Batt of New 
Orleans, appearing on behalf of the National Association of Amuse- 
ment Parks, Pools, and Beaches. Mr. Batt is a constituent of our 
colleague, the Honorable Hale Boggs. Unfortunately, Mr. Boggs 
had to fly to New Orleans and is not present this evening. 

We extend a welcome to you, Mr. Batt. 

Appearing a Mr. Batt is Mr. A. E. Kountz, an attorney, of 
Pittsburgh, ?P: ., a constituent of our colleague, the Honorable Her- 
man Eberh: te r. 

It is a pleasure to have you gentlemen here. If you will give your 
names and the capacity in which you appear, we will be glad to hear 
you. 


STATEMENT OF HARRY J. BATT, SR., NEW ORLEANS, LA., CHAIR- 
MAN, SPECIAL TAX COMMITTEE OF THE NATIONAL ASSOCIATION 
OF AMUSEMENT PARKS, POOLS, AND BEACHES 


Mr. Barr. Mr. Chairman, I am Harry J. Batt, chairman of the 
special tax committee of the National Association of Amusement 
Parks, Pools, and Beaches, and a former president of that organiza- 
tion. I own and operate Pontchartrain Beach, located in New Or- 
leans, La. The association for which I speak has headquarters in 
Chicago, Ill., and our membership extends to 40 States and is divided 
as follows: 169 amusement parks, 15 pools, and 12 beaches. 

The amusement park, beach, and pool business is a privately 
financed tax paying recreational and entertainment medium for the 
masses. We can see no reason for ever having been placed in a luxury 
tax classification. 

I appear before your committee today to urge the elimination of 
the 20 percent admissions tax from the tax structure. As most of you 
will recall, this tax was placed upon our industry as a wartime rev- 
enue measure. It is our contention that it has served that purpose. 
While we, and particularly the public, bore the tax during that period, 
it is now evident that were it to become a permanent part of our tax 
structure, it would be highly inequitable. 

Practically all of our members are small businessmen and, with 
minor exceptions, such facility is locally owned and operated and 
employs local labor—many of whom are college students home for 
summer vacation. 

Mr. Chairman, I do not come before you complaining that televi- 
sion alone is wrecking our industry. Before I am through, I will jist 
other hazards that have plagued the outdoor amusement industry 
long before TV was devised. Yet you may well realize that the mil- 
lions of present day TV viewers being entertained in their living 
rooms are not enjoying the merry-go- round, Ferris wheel, the roller 
coaster, or the other features of our midw: ays. 
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The public interest is our primary concern as it is yours. The 
reason is obvious. Only so long as we properly serve the public by 
giving them clean, modern means of recreation can we survive. The 
public which we primarily serve are the family groups, the middle 
and lower income groups, and by far the most important group, the 
youth of our Nation. This is true because we offer perhaps the best 
means of healthful group and individual entertainment in the open 
air on a nickel and dime price schedule. The amusement park is as 
typically American as the hot dog. 

[ appeal to you for these families, and particularly these young 
people. We in the outdoor amusement industry, which is in reality a 
personal service business, have a closer contact with them than any 
other single entertainment medium. 

The amusement park could not survive for 1 single day without 
children and teenage boys and girls. 

Our patronage is fully 80 percent children and teenagers. Yet, 
under the law, we must charge a child over 12 an adult fare, and with 
the luxury tax added, these kids are taxed in the same category as one 
who buys an imported bottle of champagne or rare perfume. 

With few exceptions we operate on a “free” gate basis, charging 
admission to each ride or amusement which our customers care to use. 
And what effect does the 20-percent tax have on this? Instead of 10 
cents for a merry-go-round ride we must collect 12 cents. Out of every 
5 rides a child gives up 1 ride in taxes. 

In many instances the only time children go to an amusement park 
is at the time of the Sunday school or class-day picnic, and it hardly 
seems right to us—where the teenager has 10 dimes from his allow- 
ance or from his odd jobs—to have the Government take two of these 
dimes. Certainly neither the Government nor the public interest is 
really served under such a situation. 

\t my park fully two-thirds of our patrons enjoy besides a free gete 
and free parking our free bathing beach, our free picnic facilities, and 
our free entertainment program without the necessity of spending a 
dime on our amusement devices. Our beach and amusement parks 
are largely more devoted to proper recreation facilities for the family 
than they are in amusement rides alone. 

Should this 20-percent luxury excise tax be removed, the United 
States Treasury would lose only $6 or $8 million, but you men would 
gain the undying gratitude of some 25 million youngsters and their 
parents. 

Ours is a seasonal industry, but in addition we are at the mercy of 
the elements. The average season runs from the middle of May 
through Labor Day. Unlike theaters and other year around indoor 
amusements, 1 day or 1 week of bad weather is a total loss never to be 
regained. I, myself, have suffered a 30-day rainy period at the height 
of the season with no hope of recouping these losses. 

We are an established nickel and dime industry, and any increase in 
price loses patrons. The 20-percent excise tax not only serves as a 
price increase but in effect, as I mentioned before, eats up 1 unit of 
sales out of every 5. Not only does the child lose two additional rides 
from his dollar, but we, in turn, lose the income to pay our costs and 
our hope to make a profit. This is in direct contrast to the situation 
of our higher priced competitors in the amusement field who can 
operate the year around regardless of weather. 
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During our long inoperative period of nearly 8 months, high labor 
costs have placed extra heavy maintenance burdens upon us. Replace- 
ment of our buildings and equipment would be well nigh impossible 
at present day costs. 

This prov ides one of the major reasons why there are so few amuse- 
ment parks in the Nation. I do not think one new park a year has been 
built in the past 10 years. 

To my knowledge, there has not been one great fortune made 
our business since its inception. Compare this to the many fortunes 
that have been made in other industries included in this luxury tax 
classification. 

There is no such thing as a chain-store operation of our business. 
Every park is oper ated by its owner, and further proof that this 
ownership is not so profitable is the fact that utility and transporta- 
tion companies, which once were heavy investors in our field, have 
with few exceptions, long ago disposed of their holdings. 

Our industry cannot be accused of requesting special privileges or 
special consideration. We are not pleading for such today. On the 
other hand, we feel that we should not be unfairly burdened in rela- 
tion to our direct competitors. The original enactment of the admis- 
sions tax covered all admissions of every type regardless of the 
organization, business, or enterprise, charging admissions. But in 
the Revenue Act of 1951 the Congress amended the admission-tax 
provision of the tax laws granting exemption from the admissions tax 
to our 7 direct competitors, municipal parks and pools. 

When Congress originally passed the 20 percent admissions tax, 
the fair and logical ap yproach of treating all admissions alike was 
adopted. Everyone was left in the same competitive position as be 
fore. Municipal pools, skating rinks, and other locally owned and 
operated amusement facilities have alw: ays been our greatest competi- 
tors. Their favored position is well known but is a local matter 
We do not fell Congress knowingly intended to inject the Federal 
Government into such a competitive situation on one side or another. 

However, in 1951, the Congress enacted section 1701 (d) of the 
Internal Revenue Code which in brief exempted from the admissions 
tax “swimming pools, bathing beaches, skating rinks, or other places 
providing facilities for physical exercise, operated by any State or 
political subdivision, if the proceeds therefrom inure exclusively to 
the benefit of the State or political subdivision.” 

The result of this enactment is to promote business for a non-tax- 
paying unit of our economy, while discouraging the business of a 
taxpaying entity, upon which not only State and local government 
depend for revenue but the Federal Government itself. 

This we believe is counter to the best interests of our economy, to 
our free-enterprise system, and to the fundamental principles by 
which this country has grown. 

Mr. Chairman, your committee is seeking to revise the present rev- 
enue laws into a logical and equitable tax structure. As independent, 
small, taxpaying businessmen. we have attempted to demonstrate to 
you the discriminatory and incongruous results of the 20-percent 
admissions tax as it affects us and the American public whom we 
serve. In your conscientious consideration of this problem, we are 
sure that you will conclude with us that the 20-percent admissions tax 
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applied to our seasonal amusement parks, pools, and beaches, is self- 
defeating, destructive to the overall economy, and that its elimination 
will be a good first step in revising our tax laws to a sound and 
equit: able basis. 

I implore you gentlemen to study our plea for the complete elimi- 
nation of this unfair and almost confiscatory tax at the earliest pos- 
sib le date. 

Thank you very much for the opportunity of being heard on this 
all-important matter 

The Cuatrman. Thank you, Mr. Batt. We are very glad to have 
you appear and give us the benefit of your information from the 
practical point of view and how this tax operates against your econ- 
omy. I believe you have an associate here. 

Mr. Evernarter. | would like to ask Mr. Batt a question. 

The CHarrmMan. Certainly. Mr. Eber harte r will inquire. 

Mr. Esperuarrer. Mr. Batt, I was struck by your remark that every 
park is oper: ited by an individual owner or by its owner. Is there 
any particular reason for that? It i scitanth tala. No corpora- 
tion has gone ‘ane thi » busine ss or anything like th: at. 

Mr. Barr. No: to my knowledge there is no such thing as chainstore 
operation of our business, Mr. Eberharter, and I think if it should 
ever be attempted it would be a dismal failure, it would be a certain 
failure. It must demand the individual attention of the owner or 
manager. All successful operations to my knowledge are handled 

1 that basis. 

Mr. Exnernarrer. Is that because of the close supervision that is 
required of the children ? 

Mr. Barr. It is a personal service business, and the safety factor is 
all important, of course. 

Mr. Evrernarter. The matter of the weather is also a factor in your 

iness, too ? 

Mr. Barr. Iam glad you asked that, Mr. Eberharter. I mentioned 
that I had been plagued with over 30 days’ rain in my part of the 
ountry. I have a statement from the consultin gs meteorologist. which 
[ brought along with me, that from the 27th of June through the 31st 
of July we have had over 20 inches of rainfall in New Orleans right 
at the height of our season. Those are things that we can do nothin g 
ibout. We cannot get up earlier in the morning or work later at 
night to overcome it. It 1s just something that we have to take and 
coming in the middle of the season it is almost ruin to us for that 
season at least. 

fr. Esernarter. The season is generally about how long; 3 months? 

Mr. Barr. In the South we get a little longer season. We get 414 
months. In the North they get not much more than 100 days, just 
about 100 to 120 days. 

Mr. Esernarrer. So if you have a rainy season for a week or 2 
weeks it ruins you for the year? 

Mr. Barr. I would say if you lose Memorial Day, the Fourth of 
July, and one other important midseason weekend you are pretty 
close to red ink right there. 

Mr. Esvernarter. In other words, if you have rain on Decoration 
Day and rain on Fourth of July, and rain on Labor Day, up North 
here, you would be out of luck altogther. 
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Mr. Barr. It would be awfully close to using red ink, Mr. Eber- 
harter, positively. 

Mr. Exernarter. The thing that appeals to me is that all of these 
recreations are being operated as a public service by the city, at the 
general expense of the taxpayers, such as the swimming pools and 
other forms like that, which discourages private enterprise at the 
expense of every taxpayer in the city, whether he uses them or not. 
Is that right? 

Mr. Barr. Mr. Eberharter, you know very well—I think you do, 
as all public officials do—that recreation is a very important part of 
our daily lives, our American pattern of daily life, I would say. It 
has been important enough that all forms of recreation—swimming 
pools, stadia, golf courses, and every kind of recreation—has been 
built by the State and the various city governments throughout the 
Nation. We serve that same purpose in an amusement park by having 
picnic facilities, swimming facilities, the various rides which give 
an outlet to the pent-up energy to the youth of our Nation so they don’t 
have to go driving hotrods and that sort of thing. We are doing that 
kind of job without its costing a subsidy to the State or the city. 
We are doing this as a ts axpaying entity, and I think to burden us 
further with a luxury tax and not enjoy a subs idly, it is just all contrary 
to good commonsense. 

Mr. Esrruarrer. Do you represent most of the ] wire ate amusement 
parks? You say there are only 169. It is eile . Are there 
more than that, or is that practically all of them ‘ 

Mr. Barr. There may be another small percenta I would say 
maybe there might be another 20 percent of the ‘endl T parks that are 
not members of our national group. The reason why there is this 
small group is because it has not proved profitable at all. It is just 
the family people who have had these parks for years who are con- 
tinuing them. While 40,000 theaters were being built, amusement 
parks were being demolished. At the turn of the century every brew- 
ery and public-utility company to increase their transportation were 
build ling parks, but long ago, excepting three to my knowledge, the 
utility peop le have roten out of the industry altogether. They are 

retty smart investors for the most part, you know. 

Mr. Erernarrer. i hi ave no other questions. 

The CHAIRMAN. . Mason will inquire. 

Mr. Mason. As you ia ite, your main emphasis is on personal service, 
and you cannot get personal service and personal interest out of 
corporation. They are impersonal. So this has to be handled by the 
persons who are interested in that particular field. 

Mr. Barr. And a personal-service business, Mr. Mason, is a very ex- 
pensive business. The overhead per dollar of income is T think the 
highest in our business of any ae business I know of because of the 
safety factor involved. We just cannot run with a skeleton crew. 
Whether we handle 50 people an hee or 500 people an hour on a roller 
coaster, you must have that crew to man the brakes and to insure the 
safety of your patrons. 

Mr. Esernarter. It makes your labor cost pera high. 

Mr. Barr. Labor cost per dollar income i *: think, the highest of 
any entertainment business in the country. 

The Cuarrman. We really appreciate your statement, Mr. Batt, and 
I ask at this time unanimous consent that telegrams addressed to 
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Congressman Boggs from Judge Leo B. Blessing of the juvenile court 
of New Orleans, and from Mr. Lester Loutenschlager of the New 
Orleans Recreation Department, be incorporated in “the record fol- 
lowing Mr. Batt’s testimony. If there is no objection, it is so ordered. 
(The telegrams referred to follow :) 
New ORLEANS, LA., August 4, 1953. 
Hon. T. Hale Boaes, 


Ways and Means Committee, 
House of Representatives, Washington, D. C.: 

We feel that the 20-percent excise tax on amusement park rides is detrimental 
to proper recreation facilities and urge that you use your influence to have it 
removed. 

New ORLEANS RECREATION DEPARTMENT, 
LESTER LAUTENSCHLAGER. 


New ORLEANS, LA., August 4, 1953. 
Hon. Hate Boaas, 
Member of Congress, Washington, D. C.: 


Pontchatrain Beach is operated as a clean, wholesome attraction for children 
of this community. Children of limited means could enjoy this recreation more 
fully if 20-percent tax removed. Your interest in your juvenile constituents is 
well known. 

Regards, 
LEo B. BLESSING, 
Judge Juvenile Court. 

The CHamman. Now we will be very glad to hear from Mr. 
Kountz. 

Mr. Eseruarrer. Mr. Kountz is from my home city of Pittsburgh 
and is highly regarded as an attorney in western Pennsylvania. 

The CuarrMan. You are very welcome here, sir. 

Mr. Exvernarrer. I am glad to see him here. I do not see him very 
often, but I am glad to see him today. 


STATEMENT OF A. E. KOUNTZ, ATTORNEY AT LAW, PITTSBURGH, 
PA.; VICE PRESIDENT, WEST VIEW PARK C0. 


Mr. Kounrz. Mr. Chairman, I am A. E. Kountz, a member of the 
Pittsburgh bar, vice president of the West View Park Co., operating 
an amusement park in suburban Pittsburgh. 

I am appearing before this committee in my capacity as an officer 
of that park. That park has been in existence since 1906 or approxi- 
mately 47 years, and substantially is owned by the descendents of its 
original founders, with the exception that a comparatively few of its 
shares are held by the public or by employees or their descendents. 

It is primarily a picnic park in that it is patronized principally by 
picnics given public or parochial schools or churches or industrial 
organizations, 

Public primary and high-school children and parochial primary 
and high-school children whose ages range to 18 years are the prin- 
cipal attendants at the school picnics. 

It is estimated that West View Park each season entertains at 
school picnics between 150,000 and 200,000 children under the age of 
18 years. In addition thereto, a great many children attend church 
or industrial and other picnics with their parents or others so that 
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altogether it is possible that at least 400,000 children visit the park 
each season. 

The park season ranges ordinarily from an opening day about the 
middle of May until Labor Day. The school picnics ordinarily occur 
before July 1. There is no admission charge to get into West View 
Park, and there are 30 rides in the park, including one section of the 
park known as kiddy land, which caters particularly to children under 
10 years of age. The rides and amusements there are adapted so as 
to be suitable for very young children. They include a small roller 
coaster and small amusements of that type. 

In the main part of the park, the amusements include an old- 
fashioned carousel, a miniature railroad, and many of the types of 
amusements that we knew when we were young people. 

Twice a year we have free kiddies’ day at West View Park. We 
have done this for several years. We estimate 5,000 children a day 
attend there on these free days. In addition to that, we have 3 days 
a season in which we entertain the orphans without any compensation 
or pay. We give them free meals and free entertainment and food. 

It is submitted that this park furnishes a healthful and commend- 
able recreation for young people and a recreation which is entitled 
to live. 

It is unfortunate, however, that by reason of its very nature the 
ordinary amusement park has not been able to raise its prices to keep 
step with inflation. its attempt to do so would probably mean that 
it would price itself out of business. Therefore, in most of the in- 
stances the admission to a ride in West View Park today is no higher 
than it was in 1939. It will thus be seen that in an amusement park 
such as West View Park, the burden of the present admission tax 
falls to a great extent upon little children or young people, and it is 
respectfully submitted that the social aspects of imposing a tax of that 
kind upon them would be entitled to careful consideration and study. 

It is my position that the continued collection which the Govern- 
ment makes under this tax on amusement parks is not sufficient in 
amount to justify the imposition of this burden. We are facing severe 
competition from television and a great many other sources and are in 
need of this tax relief. 

The increased business which would come to the amusement parks 
from the elimination of this tax would be a blessing to West View 
Park and to all parks and to the public. 

It is therefore respectfully suggested that the admissions tax should 
be eliminated as to amusement parks and the devices contained therein. 

The CHamman. Mr. Kountz, we thank you very much for your 
appearance and appreciate the information that you have given to 
the committee. 

Mr. Kounrz. Thank you, sir. 

Mr. Esernarrer. It seems to me important, Mr. Chairman, that 
without the free services that these entertainment parks provide, the 
municipalities would feel compelled to spend public money in order 
to provide picnic facilities and so forth which you are providing 
practically ke 

Mr. Kounrz. In many instances, sir, that is correct. 

Mr. Mason. We agree perfectly. 

Mr. Kountz. Thank you, sir. 
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The CHairman. The next witnesses are Mr. A. E. Litzenberger 
and Mr. R. D. Martin, of the Roller Skating Rink Operators Associa- 
tion of America. 

We are very glad to see you gentlemen here. If you will give your 
respective names to the reporter and the capacity in which you 
appear, we will be very glad to hear you. 


STATEMENT OF A. E. LITZENBERGER, OPERATOR, CRYSTAL PALACE 
ROLLER SKATING RINK, PHILADELPHIA, PA.; REPRESENTING 
ROLLER SKATING RINK OPERATORS ASSOCIATION OF AMERICA 


Mr. Lirzenpercer. My name is A. E. Litzenberger. I operate the 
Crystal Palace Roller Rink in Philadelphia. I would like to submit 
the statement that we have prepared for the record and relinquished 
my time to Mr. Martin, who is the secretary-treasurer of the Roller 
Skating Rink Operators Association of America, and knows the field 
on a national scale. 

The CuairMan. Without objection that is so ordered. 

Mr. Lirzensercer. Mr. Martin flew in today and did not know that 
he would have to have a prepared statement. Could I have the per- 
mission to have him read from his notes ? 

The Cuarrman. Certainly. You just file your statement and we 
will be glad to hear Mr. Martin. 

(Mr. Litzenberger’s prepared statement follows :) 


STATEMENT BY ROLLER SKATING RINK OPERATORS 


Respectfully submitted by R. D. Martin, secretary-treasurer; A. E. Litzenberger, 
member of legislative committee 


1. The tax on admissions to skating rinks is— é 

(a) Unfair and discriminatory to privately owned enterprises which for the 
past 2 years have been required to collect admissions tax, whereas publicly 
owned establishments are not required to collect admissions tax. 

(b) Unfair and discriminatory to those who participate in skating, because no 
other participating sport or recreation is subject to such admissions tax. 

2. Skating is a sport participated in principally by young girls and boys as 
recreation and exercise. 

3. This sport is the pastime of the youth of America—18 million persons 
principally teen-agers, and has much to do in curbing juvenile delinquency and 
is of therapeutic value to those with physical handicaps. 

4. The tax on admissions may be a proper levy where the admission is to a 
place of amusement or entertainment, but it is doubtful that the Congress ever 
contemplated that the admissions tax would be levied against those who are the 
actual participants in a sport or recreation. 

5. No tax is imposed upon other sports, such as tennis, golf, skiing, horseback 
riding, and similar participating activities. A proposed tax on bowling, billiards, 
and pocket pool games, also participating sports, was not, in 1951, accepted by 
the House and Senate committees. We cannot understand why roller skating 
along with the sport of swimming was singled out to be imposed upon with such 
a tax. 

6. In 1951 Revenue Bill (p. 274), section 478, subsection 3411, the Congress 
repealed a 314 percent tax on electrical energy because the tax had been imposed 
on consumers purchasing electricity from private utilities, whereas no tax was 
imposed on consumers purchasing electricity from Government-owned utilities. 

(a) To impose the tax on some consumers and not on others was held by the 
House of Representatives Ways and Means Committee to be discriminatory. 

7. At the same time the Congress exempted from tax any admissions to swim- 
ming pools, bathing beaches, skating rinks or other places providing facilities 
for physical exercise, that are operated by any municipal and other governmental 
units. 
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8. This means that any young girls or boys who go skating or swimming at a 
municipal or other government-owned establishment, do not have to pay an 
admission tax; but if the rink or pool is operated by private enterprise, a 20 
percent tax is levied upon them. ‘Therefore if it is unfair and discriminatory 
to levy the electrical energy tax on some consumers and not on others, then it is 
just as unfair and discriminatory to levy the admissions tax on some children 
and citizens and not on others. 

9. Such discrimination is disastrous to private enterprise because government 
operated units now have a 20 percent tax advantage in prices and no require- 
ment to pay local taxes, assessments, licenses and fees, and furthermore when 
losses are suffered by government-operated skating rinks or swimming pools, 
such losses are directly subsidized by tax dollars, our tax dollars. We find this 
condition insufferable and respectfully petition you for relief. 

10. (a) Let us examine the situation today in the huge New York metro- 
politan area. Of 18 major roller skating rinks, we can find only 3 which are 
in operation today. Is this normal? We say no, because for more than a 
decade almost every single rink operation in the New York area has been open 
to the public throughout the summer as well as the winter. This is the period 
during which school children enjoy their summer recess and we recognize that 
every facility, both public and private, should be at their disposal so as to reduce 
to a minimum juvenile delinquency. Why are not these skating rinks in 
operation? Only because it is cheaper to keep them closed than it is to operate 
them, with present returns being bled by a huge volume of taxation. It is not 
normal for a businessman to claim that it is cheaper to keep his business closed 
than it is to operate it. These men need relief—quickly. 

(b) Let us examine the situation in Philadelphia. Many of the rinks which 
are open to business this summer are suffering severely. These men have looked 
to us during the past week for ideas by which they might improve their falling 
business in that area and even the prospects of the cool weather of fall, or- 
dinarily a good business period, are being watched warily. 


STATEMENT OF ROBERT D. MARTIN, DETROIT, MICH., SECRETARY- 
TREASURER, ROLLER SKATING RINK OPERATORS ASSOCIATION 
OF AMERICA 


Mr. Martin. I am Robert D. Martin, of Detroit, Mich. I am here 
in the capacity of secretary-treasurer of the Roller Skating Rink Op- 
erators Association of America. 

Our association consists of members in approximately 39 States in 
this country. We have several members outside of the bounds of 
the country. 

I would like, Mr. Chairman, to introduce as the first item from page 
297, lines 1 to 15, inclusive, of the General Revenue Act of 1951, 
section 401, subsection 1701-—D, explicitly exempting from the ad- 
missions tax— 

Section D: Municipal swimming pools, and so forth, any admissions to swim- 
ming pools, bathing beaches, skating rinks, or other places providing activities 
for physical exercise, operated by any State or political subdivision thereof of 
by the United States or any agency or instrumentality thereof—if the proceeds 
therefrom inure exclusively to the benefit of the State, political subdivision, 
United States agency, or instrumentality. For the purpose of this subsection 
the term “State” includes Alaska, Hawaii, and the District of Columbia, * * * 

And it continues into the next subject. 

Thereupon, we base our appeal and ask, along with our own testi- 
mony as submitted, that you please consider favorably H. R. 3421 as 
submitted by Representative King, of Pennsylvania, now pending ac- 
tion before this committee. 

The condition of operation of publicly owned and tax-free roller 
skating recreational facilities which are provided and operated by 
tax dollars as the capital investment in effect is an active competition 
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by the licensing authority and has created an intolerable situation 
With this unnatural burden superimposed upon the already extremely 
heavy local, State, and Federal taxes which are applied to our small 
businesses, it is no longer possible for the roller skating rink operator 
to provide the financial margin which is necessary to repair, replace, 
and rebuild. 

Admissions in roller skating have not been substantially raised 
since 1940, excepting by the 20 percent Federal admissions tax which 
was added by the Government approximately at that time. 

3y freedom of choice, a thing inherent in our Nation, the children 
have the privilege to select their sport, and you can be assured that 
the quarter, half dollar, or dollar that is provided them by the head 
of the house is going to buy the best bargain in recreation. 

Due to the inequity which now faces us, we are confronted with a 
crisis. Mushrooming municipally owned rinks now operating and 
proposed are going, under the provisions of the law as it stands, to 
eliminate private enterprise in roller skating. ‘That is an eventuality. 

Another effect of unequal taxation related to facilities concerns the 
survival of private enterprise. Why should children suffer a 20 per- 
cent tax to go swimming or skating at a private pool or rink when they 
would not be burdened with a tax at a municipal pool or rink ? 

It should not be difficult to see how disastrous such a policy could 
be to privately operated facilities should private enterprise be squeezed 
out of business and be forced to close so that eventually we have only 
governmentally operated businesses. If our way of life is to be 
maintained it is of the utmost importance that unfair competition from 
Government not be allowed to drive private enterprise out of existence. 

It is essential that the tremendous investment in private enterprise 
be protected. 

As near as we can determine, the entire admissions tax of the 
combined participating sports of skating and swimming amounts to 
only about $5 million annually. Most of the tax would be reverted 
to the customers. His attendance should increase. Increased at- 
tendance should improve business, and consequently should improve 
the Federal Government’s corporation and income taxes. The net 
income of the industry should be improved also, and thus we feel the 
adjustment of the admissions tax would be a blessing to all—the 
customer, the Government, and our industry. 

In times of stress, in times of alarm, and in times of want, the 
recreation industry is the first to be hit. When times become good, 
when normalcy returns, the recreation industry is the last to enjoy 
normalcy. By all that is right, the vital necessities of life must come 
first, and this faces the most heavily taxed industry of all with pri- 
vately owned roller skating still carrying the heavy burden of a 20 
percent admissions tax. 

Gentlemen, we ask your personal study and immediate considera- 
tion of relief, and we thank you for the interview before you. 

The CuamMaNn. You have made a very excellent statement, both 
of you, and I congratulate you. I was going to ask one question: 
You rent the skates, do you not? 

Mr. Martin. The skates are provided free in clamp skate form, Mr. 
Chairman, and there is also a rental skate provided for those who 
desire that type of equipment. 
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The Cuatrman. The maintenance of rental skates is rather high, is 
it not? 

Mr. Martin. The provision of replacement I would say as well as 
the repair of the skates constitutes usually a turnover annually. In 
other words, your equipment would normally be replaced each year. 
The wear and tear on the equipment is rather severe. 

The Cuarrman. Thank you very much. Mr. Mason will inquire 

Mr. Mason. The point that you made which interests me most of all 
is the fact that by imposing this tax on private enterprise, private 
entertainment, you are taxing them out of business and forcing the 
Government to go into that business, which is a dec idedly soc ialistic 
trend, and I am opposed to it. I think that is a very telling blow 
which you delivered taxing private enterprise in the recreational 
field. 

Mr. Martin. Thank you, Mr. Mason. We agree with you entirely. 

Mr. Chairman, may L also request unanimous approval of the written 
statement as presented by Mr. Litzenberger ? 

The Cuarrman. Certainly. That has been made a part of our 
record. 

Mr. Martin. Thank you, gentlemen. 

The Cuatmrman. The next is Mr. Ebersole, executive secretary of 
the National Bowling Council. 


STATEMENT OF JOHN J. CANELLI, TOLEDO, OHIO, PAST PRESIDENT, 
NATIONAL BOWLING COUNCIL, ACCOMPANIED BY L. A. EBER- 
SOLE, EXECUTIVE SECRETARY, NATIONAL BOWLING COUNCIL 


Mr. Canetti. We have ashort presentation. May I have the privi- 
lege of making the presenti ition instead of Mr. Ebersole, who is listed 

The CuarrMan. That will be all right, if you will just give your 
name and the capacity in which you appear. 

Mr. Canentui. Mr. Chairman and members of the committee, my 
name is John J. Canelli. I am from Toledo, Ohio. I am a past 
president of the National Bowling Council, and of the American 
Bowling Congress. 

The National Bowling Council. composed of representatives of all 
of the various bowling groups the American Bowling Congress, the 
Woman’s International Bowling Congress, the National Duck Pin 
Bowling Congress, the Allied Candle Pin and Rubberband Pin Asso- 
ciations, the Bowling Proprietors Association of America, the Billiard 
and Bowling Institute of America (which is the association of manu- 
facturers and dealers), and so forth—representing some 16 million 
bowlers and 10,000 bowling establishments, respectfully urges your 
committee to give immediate and earnest consideration to the matter 
of the removal of all manufacturers excise taxes on bowling pins, 
bowling balls, billiard and pool tables and balls and cues, as well as 
the removal of the $20 annual excise (or occupancy) tax on bowling 
alleys and billiard and pool tables. 

The present 15-percent monufacturer’s excise tax on bowling pins 
and balls, and billiard and pool tables and cues and balls, in accord- 
ance with the Revenue Act of 1951, automotically reverts back to a 
10-percent tax on April 1, 1954. The committee is urged not only to 
oppose any extension of the present tax, but to recommend the removal 
of the entire tax. 


37746—53—pt. 421 
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The Revenue Act of 1943 provided for a $10 per annum increase in 
excise (or occupancy) taxes on bowling alleys and billiard and pool 
tables, said increase to end on June 30 next following the first day 
of the first month which began six months or more after the termina- 
tion of hostilities in World War II. Although, technically, this pro- 
vision of the act would have gone into effect by virtue of the declara- 
tion of the President of the United States, on December 31, 1946, “that 
hostilities had ended,” the Congress, on January 3, 1947, immediately 
reinstated, without a termination date, all existing excise taxes. 

We wish to point out to _ committee that participation in recrea- 
tion has become recognized as an important and necessary adjunct to 
the daily lives of our citizens, being particularly so recognized by the 
military, and by the ne a plants of the Nation. As such, bowl- 
ing, billiards, and pool are participant recreations, providing valu- 
able and necessary p ical ] recreation for aiiiaind of Americans, an 
important factor in all military camps and installations, and a valu 
able part of the recreation programs of some 20,000 industrial plants 
of the country. 

We further submit that these taxes bear most heavily on those of our 
citizens who are least able to pay. Certainly it can be stated without 
fear of contradiction that all manufacturers excise taxes, and occu- 
pancy excise taxes are passed on to the consumer—the public—for 
the simple reason that such taxes are a necessary production and 
operating cost. 

Bowling, as well as billiards and pool, is the poor man’s recreation. 
The income chart submitted in 1951 by the Secretary of the Treasury 
shows that 83 percent of the taxpayers of the country earn less than 
$5,000 per year. Certainly nothing has occurred in the interim to 
justify the assumption that this condition has changed. A few years 
ago the Department of Commerce issued a report showing that 77 
percent of the wage earners of the country were in the less than $3,000 
per year salary bracket. In relative value of tod: ay’s salary levels and 
cost of living we are certain the same percentage ‘still holds. A very 

‘areful survey by the national bowling organizations shows that 85 
ae rcent of all bow! ling participants come from the lower income brack- 
ets and, as such, are least able to pay these taxes—which they have 
been doing since 1941. 

Now, 12 years after the imposition of the 10-percent manufacturer’s 
excise tax on bowling pins and balls, billiard and pool tables and 
balls and cues, 12 years after the imposition of a $10 per alley bed 
and billiard and pool table excise, or occupancy, tax, and 10 years 
after this tax was increased to $20 per year, we respectfully submit 
the reasons for these have been worn out, in that they were primarily 
enacted as wartime taxes; that the amount of revenue accruing there- 
from is not comparable to the burden placed on that portion of the 
country’s citizenry—to whom participation in recreation is virtually 
a physic al necessity; and we therefore urge, in the interest of these 
millions of working men and women, that all manufacturer’s excise 
taxes be removed from bowling pins and balls, billiard and pool tables, 
and cues and balls, and that the $20 annual excise (or occupancy) tax 
be removed from bowling alleys and billiard and pool tables. 


The CHamman. We thank you very much, sir. That is very re- 
vealing. 
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Mr. Cane.ut. Thank you for the privilege of appearing. 

The Cuarrman. Mr. Sadlak will inquire. 

Mr. Sapiax. Mr. Chairman, I am sure that both of these gentle- 
men know a great many of my constituents. We start the list with 
Nick Tronsky, Joe Gacek, Jack White, and Joe Genovese, and I am 
sure Mr. Ebersole will recall that at the spring meeting this year, I 
had him looking all over the place to find Joe. 

There are a great many bowlers in Connecticut, and I think both 
of these gentlemen will concede that they are very good ones. 

My question is this: There is no limitation as to the age for par- 
ticipants in bowling, unlike the age limitation on skiing, to which 
the gentleman from South Paris, Maine, has testified. In other words, 
bowling is something which is a recreation for all ages. 

Mr. Canetti. May I make this statement, Mr. Chairman. It is 
one of the proudest boasts of our sport that we allow participation 
by people from 8 to 80, 

The CuatrMan. I have not quit skating yet. I do not know about 
the others. 

Mr. Sapitak. How about your skiing, Mr. Chairman ? 

The CuarrMan. I have not had the opportunity to do that in our 
country. 

Mr. Mason. There is no age limit on swimming. I guarantee you 
that. 

Mr. Exsernarrer. I want to say to Mr. Canelli and to Mr. Ebersole, 
1 know that bowling particularly has taken a very important p lace 
in the athletic activity, if you call it that, recreational activity, of 
many of the finest organizations in this country, such as women’s clubs 
and churches, and all civic organizations and industrial plants. It is 
used extensively as a means of bringing industrial-plant employees 
in certain sections together and getting the spirit of morale up. Is 
that so, Mr. Canelli? 

Mr. Caneut. In that connection, Mr. Eberharter, it has been proved 
that in industrial plants where bowling is a part of activities, from 
the personnel department, that the cost to the company is the lowest, 
and as to the participants themselves, who become devotees to bow]- 
ing, in their activities after the league hours in the company are over, 
they take this up. 

Also, as far as the membership of these various organizations I 
cited in the presenti ition of my statement, if you took the schools, we 
have over 75,000 children bowling in organized bowling this year. If 
you took the membership of the industrial plants and of the churches 
and of the various fraternal organizations away from the American 
Bowling Congress and the W IBC, you would have a very, very few 
teams to go with, and it wouldn’t support the game as we choose to 
see itsupported. That is true, sir. 

Mr. Esernarrer. I never got into the bowling game, but I have 
been in some bowling alleys, and it seems that when I go into them, I 
see more women bowling than men. There are many, many teams of 
women bowlers, and they are more enthusiastic in some respects than 
men:isthatso? Or did that just happen to be my impression / 

Mr. Canetit. No. That impression is quite well ratified or certi- 
fied in this: If it had not been for the advent of women bowlers some 
15 or 20 years ago, I think bowling would still be looked at in the 
reprehensible manner that some places were many yearsago. In other 
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words, you didn’t take your bowling ball home. You were afraid 
to take it home because you were afraid they would think you were 
a thief besides being a bowler. 


The ladies have come into it and they have increased the number 
of mixed leagues, where the husband and wife or a man and his sweet- 
heart or father-daughter, participate. The mixed leagues are defi- 
nitely on the increase in greater percentage than the ordinary bowling 
teams. 


Mr. Esernarrer. It is healthful, provides the social activities, and 
in some cases promotes marriage. 


Mr. CANeELuLI. I am going to be very careful how I answer the latter 
part of your statement, sir, but as far as fraternalism or the social 
aspect is concerned, we think it is the finest. 

Mr. Sapitak. Mr. Chairman, I think it also ought to be noted in 
oe record that we have bowling leagues among the secretaries here on 

Capitol Hill. A young lady who had been a member of my office 
staff for 5 years prior to her marriage, was a good bowler—she came 
from Hartford, Conn.—she copped some of the ch: ampionships in the 
( vongressional Secretaries League here last year. 

The Cuarrman. Thank you for the information you have given us. 
Thank you, gentlemen, for your presentation. 

Mr. Caneut. Thank you for the honor of being permitted to appear, 
gentlemen. 


(The following statement was submitted for the record on topic 40 :) 


CHAIN OF RocKs AMUSEMENT Park, INC., 
St. Louis 15, Mo., August 7, 1953. 
te 20 percent admissions tax. 
Congressman THOMAS B. CURTIS, 
House Ways and Means Committee, Washington, D. C. 

Dear CONGRESSMAN Curtis: I, Carl F. Trippe, own and operate the Chain 
of Rocks Amusement Park, located in St. Louis, Mo. I am a member of the 
National Association of Amusement Parks, Pools, and Beaches, which has its 
headquarters in Chicago, lll. Its membership extends to 40 States and is di- 
vided as follows: 169 amusement parks, 15 pools, 12 beaches. 

The amusement park, beach. pool business is a privately financed taxpaying 
recreational entertainment medium for the masses. We can see no reason for 
ever having placed a luxury tax on us. 

lurve that the 20 pervent admiss ons tax be eliminated from the tax structure. 
As you will recall this was placed upon our industry as a wartime-revenue 
measure. We believe it has served that purpose. While we, and particularly 
the public, bore the tax during that period, it is now evident that were it to 
become a permanent part of our tax structure it would be highly inequitable. 

As you undoubtedly know television has hurt our business to a great extent. 
People spend a great deal of their time viewing TV and do not bother to come 
out to the park to enjoy the merry-go-round, ferris wheel, roller coaster, etc. 

The amusement park is as typically American as the hot dog. Most of our 
customers consist of family groups, in the middle- and lower-income groups 
and particularly the younger people. The amusement park could not survive 
without the support of the teen-age boys and girls. I appeal in their behalf 
that the 20 percent luxury tax be abolished. 

Almost 80 percent of our business comes from children and teen-agers. Under 
ihe law. we must charge a child over 12 adult fare and also the luxury tax. 
These kids are taxed in the same category as one who buys imported champagne 
or rare perfume. 

We have a free gate and charge for admission to each ride or amusement. 
We have not increased our prices in over 10 years and we absorbed the Federal 
tax and State tax. 

Instead of 10 cents for a merry-go-round ride we must collect 12 cents. Out 
of every 5 rides a child gives up 1 ride in taxes. 
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The only time most children go to an amusement park is to attend the Sun- 
day school or class day picnic and it hardly seems fair that out of $1 of his 
allowance 20 cents should go for taxes. 

At my park fully two-thirds of our patrons enjoy a free gate and free parking, 
free picnic facilities, free ball diamond, and free entertainment program with- 
out the necessity of spending one dime. 

I know if the 20 percent luxury excise tax is removed, the United States 
Treasury would lose only $6 million or $8 million but would gain the undying 
gratitude of some 25 million youngsters and their parents. 

As you know our business is seasonal. Our season runs from the middle of 
May through Labor Day. One day of bad weather and the loss can never be 
fully regained. We have at times suffered long periods of rainy weather and 
of course can never hope to regain these losses. 

We are an established nickel-and-dime industry and any price increase loses 
patrons. The 20 percent excise tax not only serves as a price increase but in 
effect, as I mentioned before, eats up 1 unit of sales out of every 5. Not only 
does the child lose two additional rides from his dollar, but we, in turn, lose 
the income to pay our increasing costs and our hopes to make a profit. This is in 
direct contrast to the situation of our higher priced competitors in the amuse- 
ment field who operate the year around regardless of weather. 

During our long inoperative period of nearly 8 months, high labor costs have 
placed extra heavy maintenance burdens upon us. Replacement of our buildings 
and equipment would be well-nigh impossible at present-day costs. This is one 
of the major reasons why there are so few amusement parks in the Nation. I 
don’t think one new park a year has been built in the past 10 years. 

We do not feel that we should be unfairly burdened with this tax in relation 
to our direct competitors. The original enactment of the admissions tax cov- 
ered all admissions of every type regardless of the organization, business, or 
enterprise, charging admissions. But in the Revenue Act of 1951 the Congress 
amended the admission-tax provision of the tax laws granting exemption from 
the admission tax to our most direct competitor, municipal parks and pools. 
When Congress originally passed the 20-percent admissions tax the fair and 
logical approach of treating all admissions alike was adopted. Everyone was 
left in the same competitive position as before. Municipal pools, skating rinks, 
and other locally owned and operated amusement facilities have always been 
our greatest competitors. Their favored position is well known but is a local 
matter. We do not feel Congress knowingly intended to inject the Federal 
Government into such a competitive situation on one side or another. 

However, in 1951, the Congress enacted section 1701 (d) of the Internal 
Revenue Code, which in brief exempted from the admissions tax “swimming 
pools, bathing beaches, skating rinks, or other places providing facilities for 
physical exercise, operated by any State or political subdivision—if the pro- 
ceeds therefrom inure exclusively to the benefit of the State or political sub- 
division.” The result of this enactment is to promote business for a nontaxpaying 
unit of our economy, while discouraging the business of a taxpaying entity, 
upon which not only State and local government depend for revenue but the 
Federal Government itself. This we believe is counter to the best interest of 
our economy to our free-enterprise system, and to the fundamental principles by 
which this country has grown. 

I know that your committee is seeking to revise the present revenue laws 
into a logical and equitable tax structure. As an independent small taxpaying 
businessman, I have tried to explain to you the discriminatory and incongruous 
results of the 20-percent admissions tax as it affects me and the American public 
I serve. 

In your conscientious consideration of this problem, we are sure you will agree 
that the 20-percent admissions tax applied to our seasonal amusement parks, 
pools, and beaches is self-defeating, destructive to the overall economy, and 
that its elimination would be a good first step in revising our tax laws to a 
sound and equitable basis. 

Thanking you for your consideration, I remain 

Yours very truly, 


CHAIN OF Rocks AMUSEMENT Park, INc., 
CarL F. TRIPPE. 
The CuarrMan. I think we have covered everybody. Are there 
any other witnesses here? (No response.) 
The committee stands adjourned. 
(Whereupon, at 9 p. m., the committee adjourned.) 
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WEDNESDAY, AUGUST 5, 1953 


House or REPRESENTATIVES, 
ComMITTEE ON Ways AND MEANS, 
Washington, D. @. 

The committee met, pursuant to recess, at 7 p. m., in the Ways and 
Means Committee room, Hon. Daniel A. Reed (chairman) presiding. 

The Cuarrman. The committee will come to order. 

The committee will continue hearing testimony on excise taxes this 
evening. 

Without objection, I offer for the record statements from Hon. 
Charles S. Gubser and Hon. William S. Mailliard, each a distinguished 
Member of Congress. 

(The statements referred to follow :) 


CONGRESS OF THE UNITED STATES, 
HOUSE OF REPRESENTATIVES, 
Washington, D. C., July 20, 1953. 
Hon. DANTEL A. REED, 
Chairman, Committee on Ways and Means, 
House of Representatives, Washington, D. C. 


DreAR Mr. CHAIRMAN: I am enclosing data which I have received from the 
city of Palo Alto, Calif., with reference to Federal admission tax. I believe 
you will find it self-explanatory and request that it be considered in con- 
junction with H. R. 2729 and H. R. 2757 when the subject of excise tax comes 
before your committee for hearings. 

It will be deeply appreciated if a member of your committee staff will keep me 
advised on this matter. 

Thanking you, I am 

Sincerely, 
CHARLES S. GUBSER. 


City oF Pato ALTo, CaLir., July 14, 1953. 
Hon. CHARLES S. GUBSER, 
House of Representatives, 
Washington, D. C. 

DEAR Mr. GupseR: In reply to your letter = July 2 with reference to my 
suggested amendment to H. R. 2729 and H. R. 2757 to exempt adult community 
theaters from Federal admissions tax, I am eee a certified copy of a 
resolution adopted by our council last night approving such an amendment. The 
exemption could be effected merely by adding the words “community theaters” 
to the title of section 1701 (c) of the Internal Revenue Code. 

In response to your request for supporting data: 


Adult community theater 


Total admissions... ........0.s nnd Gated. Lin dbbitwcsthtatnd 20, 349 
Number of volunteers ps irticip: iting in the preparation of productions 

acting and production work)---~-~--- Sat Rn a a 450 
Nature of talent (; acting and production) —__----__ iniiaciccgietaabiasilen sient 


CN SN aaa tl daa a is cibin siapeh MpiAlalmaett dilantin stdin $24, 169. 00 
PERS a scsi sco hai a geste te eserves $15, 678. 37 
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Children’s theater 


nn a a tan adenlig hintaan amtaioaniait 6, 842 
Number of children and volunteers participating in this phase of the 

program (acting, costuming, backstage, house management) ----~- 4, 434 
Type of participation a a Ei (*) 
Total budget, 1952-53____._.._....._- “ adigisgoncictanceeen tend etindincmntaaiaa $20, 371. 00 
Totel sevens. 19eei i LL... - $4,133.49 


1 Amateur. 
2 Recreation. 


soth of these activities are conducted as part of the city’s recreation program 
and without profit to the city. No professional talent is used and the proceeds, 
such as they are, inure to the benefit of the city. It is apparent from the figures 
quoted above that the revenue from these projects is only a small part of the 
total budget appropriated for the program. 

The recreation department also conducts dances for teen-agers and adults 
as part of its program. Again no profit is realized and all proceeds go into the 
city treasury. This activity is equally deserving of exemption and I would 
recommended that community dances be added to the exemption enumerated in 
section 1705 (c) of the Internal Revenue Code. 

I hope that this information is adequate to enable you to plead our case before 
the House Ways and Means Committee. The council and I appreciate the prompt 
and courteous attention you have given this matter. Would you please keep me 
advised on the progress of these proposed amendments. 

Very truly yours, 
Rosert E. MICHALSKI, 
City Attorney. 


RESOLUTION No. 2465—-RECOMMENDING AN AMENDMENT TO INTERNAL REVENUE 
Cope To Exempr COMMUNITY THEATERS AND COMMUNITY DANCES FROM ADMIS- 
SION TAXES 


Whereas there are now pending before the Congress of the United States two 
bills designated H. R. 2729 and H. R. 2757 amending sections 1701 (c) of the 
Internal Revenue Code to exempt from the Federal tax on admissions certain 
concerts, operas and ballets conducted by a civic or community membership as- 
sociation or conducted by a State or political subdivision thereof if the proceeds 
therefrom inure exclusively to the benefit of the State or political subdivision ; 
and, 

Whereas the city of Palo Alto conducts and operates, as part of its recreation 
program, a community theater and community dance, the proceeds of which inure 
exclusively to the benefit of the ctiy ; and, 

Whereas the Council of the City of Palo Alto is of the opinion that no tax 
should be levied on admissions to these activities for the reasons that partici- 
pants in the community theater’s productions are local residents and nonpro- 
fessional actors, that only a nominal admission is charged and that no profit is 
realized from either the community theater or community dance over and above 
actual costs: Now, therefore, be it 

Resolved by the Council of the City of Palo Alto: 

SecTIoN 1. That the council go on record as favoring an amendment to section 
1701 of the Internal Revenue Code exempting from Federal tax any admissions 
to community theaters and community dances if the proceeds thereof inure ex- 
clusively to the benefit of the State or political subdivision thereof ; 

Section 2. That the city attorney be and he is hereby authorized and directed 
to forward a copy of this resolution to Congressman Charles S. Gubser, 
together with such additional data and information relative to the operation 
of the community theater and community dance as he deems necessary to 
emphasize the need for such exemption. 

The above and foregoing resolution was duly and regularly introduced and 
passed at a regular meeting of the Council of the City of Palo Alto held on 
the 13th day of July 1953, by the following vote: 
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Ayes: Bishop, Byxbee, Cashel, Corcoran, Cummings, Drysdale, Hanley, 
Huston, Marshall, Mitchell, Porter, Rodgers, Ruppenthal, Simpson. 

Noes: None. 

Absent: Wickett. 

Approved : 

James G. MARSHALL, Mayor. 

Attest : 

WINIFRED Kipp, City Clerk. 

Approved as to form: 

Rosert E. MICHALSKI, City Attorney. 
STATE OF CALIFORNIA, 
County of Santa Clara, City of Palo Alto, ss: 

I, Winifred Kidd, city clerk of the city of Palo Alto, hereby certify that the 
above is a true and correct copy of Resolution No. 2465 adopted by the Council of 
the City of Palo Alto on the 13th day of July 1953. 

WINIFRED KIDD, 
City Clerk of the City of Palo Alto. 


CONGRESS OF THE UNITED STATES, 
House OF REPRESENTATIVES, 
Washington, D. C., July 30, 1958. 
Hon. DaAntet A. REEp, 
Chairman, House Committee on Ways and Means. 

Dear Mr. CHAIRMAN: The enclosed copy of my statement before the House of 
Representatives on July 20, 1953, concerning H. R. 157 is forwarded for inclu- 
sion in the record of the hearings on admissions taxes scheduled to begin 
August 5, 1953. 

It is requested, also, that a copy of these hearings be forwarded to me at 
100 McAllister Street, San Francisco, Calif., since I expect to leave immediately 
after the adjournment of Congress. 

Respectfully, 
WriuiAm S. MAILLIARD, 
Member of Congress. 


STATEMENT OF HON. WiiiiAm S. MAILi1aRD Recarpine H. R. 157 MApE 
ON THE FLOOR OF THE HOUSE on JULY 20, 1953 


Mr. Speaker, while I support this bill to alleviate the critical economic con- 
dition of one of our great national industries, and one which is particularly 
important to the economy of my own State of California, I must point out to 
the House that the closed rule under which the bill comes to us compels to accede, 
however unwillingly, to a most inequitable situation. If this bill becomes 
law, as I hope it will, we will be removing the Federal admission tax from a par- 
ticular commercial industry, while failing to give comparable relief to many 
cultural and educational activities of a nonprofit and charitable nature. 

I have introduced in this session bills to free from the Federal admission 
tax, certain concerts and ballets conducted by the people of San Francisco, 
either through their city government, or through nonprofit community mem- 
bership associations. I have also introduced a bill to free from Federal admis- 
sion tax, San Francisco’s new planetarium, an important educational activity 
conducted by a nonprofit scientifie academy. 

I have repeatedly requested the Committee on Ways and Means to take action 
on these or similar bills introduced by other Members, and I would like to take 
this opportunity to again urge that the committee take prompt action which 
would allow consideration of legislation to free from the Federal admission 
tax, activities of a civic-betterment nature, when they are conducted in such 
a manner that no profit can accrue to any group or individual. Such action 
seems to me to be almost mandatory in common fairness to the public, since 
we are today seeking to provide similar relief for a profit-making industry. 


The Carman. We recognize the first witness, Mr. Laurence Vail 
Coleman, director, the American Association of Museums. Is Mr. 
Coleman here? 

Good evening, Mr. Coleman. If you will just give your name and 
capacity in which you appear, you may sit down, be comfortable, and 
we will be delighted to listen to you. 
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STATEMENT OF LAURENCE VAIL COLEMAN, DIRECTOR, THE 
AMERICAN ASSOCIATION OF MUSEUMS 


Mr. Coteman. My name is Laurence Coleman. Iam director of the 
American Association of Museums, which has its headquarters at the 
Smithsonian Institution, Washington, D.C. Our association is made 
up of more than 500 leading museums of the country, museums of art, 
science, history, and some 1,400 museum trustees and professionals. 

We ask relief for museums and planetariums, which are museums of 
a sort, many of them connected with public museums, from the harm- 
ful duty of collecting the admission tax. If the tax itself is not re- 
pealed, then we ask exemption from the tax for admission charges 
to museums and planetariums. 

The CuatrMan. May I ask how many planetariums there are? 

Mr. Coteman. There are six large ones, sir, and many small ones 
connected with public museums. I have some figures which I hope 
to bring in a little later. 

The CwHarrman- Thank you. 

Mr. Coteman. The recent passage of a measure to exempt motion- 
picture admissions contemplates an accidental injustice, on top of 
what we regard asan older wrong. Like some other cultural and edu- 
cational institutions of a nonprofit and charitable nature, for which 
the admissions tax was not especially intended in the first place, mu- 
seums are left with a tax duty designed for a major industry that has 
now been thought eligible for relief. 

Apart from this development, the tax on museum admissions has 
long been both unjust and harmful. We offer a brief for exemption, 
and this I can summarize in a very few words. The tax applies to 
some museums, but not to others. It produces a negligible total of 
revenue, mostly in driblets. It interferes with public services of 
museums, and hurts museums in their efforts for support. Hundreds 
of museum trustees and backers everywhere are urging relief. 

Museums have been put in a position that is inconsistent and widely 
believed to be wrong, by the duty laid upon some museums to collect 
the admissions tax. Under the last revenue act about 1,000 historic 
houses and other museums connected with historic sites are justly re- 
lieved of this duty, but public museums of history or art or science, 
including planetariums, are given no help. Some public museums 
have been ruled to be exempt as educational institutions, but others of 
essentially the same character have been refused exemption. Some 
public museums are exempt because they carry on health education, 
but their sister institutions of science have to collect the tax. All 
museums would be relieved by the collective provisions of five bills 
now before the Committee on Ways and Means, namely, H. R. 1934, 
2988, 3416, 3590, 4640, and 5104, which seek exemption of admissions 
to museums run by government, by nonprofit organizations, by tax- 
exempt organizations. This we believe to be right, and we are offer- 
ing herewith a suggested wording for the law. 

Museums are well known as educational and cultura] establishments. 
They are tax exempt as nonprofit entities operated by the United 
States or a State or municipality or by nonprofit organizations. They 
are publicly supported, through appropriations or contributions or 
both. They are charitable in the sense of being broadly humani- 
tarian. 
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The case for exemption of admissions to museums is that (1) the 
admissions tax produces a negligible total of revenue, whereas (2) col- 
lecting it interferes with educational public services, and (3) hurts 
museums generally and therefore is against the public interest. 

1. The revenue so derived is small: A survey made for the purpose 
of this statement shows that hardly 50 museums collect the tax but that 
a great many take losses in their work rather than to incur the adverse 
effects of the tax. The reported total reported to us, which we believe 
to be practically complete, is $252,000. The taxes collected run from 
less than $10 a year, through $5,000 or more in only 11 cases reported, 
to a single high figure of $69,000. Planetariums are included by these 
figures, but of the six big planetariums only two report amounts of 
$15,000 or more. 

Most public museums are open free, but within the museum or under 
its auspices there may be charges for special features including tem- 
porary art exhibitions and operating science exhibits. Lectures and 
course of instruction may carry charges for defraying part of the cost. 
Museum services are customarily rendered at a planned loss, and in 
this sense too museums are charitable institutions. 

2. The tax interferes with public educational services: The handling 
cost is reported as commonly between 5 percent and 15 percent of the 
amount collected. Museums, which many times run deficits that their 
trustees or other backers have to meet, simply cannot afford the unpro- 
ductive levy that is placed on them by the tax job. Small museums, 
which incur the least cost in this way, are those least able to take care 
of any cost at all, and their difficulties from lack of facilities for han- 
dling the tax are not unimportant to them. 

The tax also interferes with management of visitors under museum 
conditions. For example, in some cities the public schools appropri- 
ate to one or more museums an annual stipend for admission and 
instruction of visiting classes of children. Such payments have been 
ruled as tax exempt, but classes from schools that have not made this 
provision must pay the tax. ‘Teachers thus have to collect from some 
children but not from others, and the resulting outery of parents hurts 
museums. 

Museums have noted that the tax has an adverse affect on attendance 
and on enrollment in courses. One reason for this is seen where there 
is a reduced student rate, which has to be taxed at full rate that can be 
then as high as 40 percent. Besides, much of museum instruction is 
like college teaching, for which payments are not taxed. 

3. The tax is harmful to museums: Museums see their hard-won edu- 
cational standing, which they need to hold public support, being un- 
dermined day after day by the working of this entertainment tax. 
When appropriating bodies question, or the public objects through the 
press or otherwise, there is the embarrassing point that the Congress 
seems to have disqualified museums as educational. The tax, small as 
it is, may thus strike heavily at museum support. 

Like other nonprofit institutions, museums have traditionally been 
exempt from taxation and—equally important—from involvement in 
tax procedures. Now, there is widespread belief among museum trus- 
tees, many of whom are legal counsels, that the admission tax, with- 
out touching the institution directly, does in principle contradict the 
State and city charters under which museums exist as nonprofit, edu- 
cational and charitable, public establishments. 
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Our brief ends with a suggested short wording of the law which I 
will not take the committee’s time to read, if it will go in the record 
without it. 

The Cuarmrman. Without objection, it may go in. 

(The suggested wording follows:) 


Museum ADMISSIONS 


The following wording is suggested. It comes mainly from H. R. 5104 and 
other bills in committee, and provides: 

“That section 1701 (e) of title 26, United States Code, is hereby amended by 
adding thereto a new subsection to read as follows: 

“*(3) Historic SITES AND MUSEUMS.—Any admissions to historic sites, houses, 
and shrines, and to museums of history or art or science, including planetariums, 
and to exhibitions in connection therewith, operated by the United States or any 
agency or instrumentality thereof, or by any State or political subdivision 
thereof, or by any municipality, or by any nonprofit institution or organization, 
if the proceeds therefrom inure exclusively to the benefit of the United States, 
agency or instrumentality, the State, political subdivision or municipality, or to 
a nonprofit institution or organization.’ ” 

AMERICAN ASSOCIATION OF MUSEUMS. 
By LaureENcE Vart CoLeMAN, Director. 


Mr. Coteman. Finally, I submit also for the record statements 
from two museums in support of our position. The first is a brief 
prepared by the Museum of Science in ee and the second a letter 
from the treasurer of the Metropolitan Museum of Art, New York. 

The CHarrmMan. Without objection, they may be made a part of 
the record. 

(The letters follow :) 


THE METROPOLITAN MUSEUM OF ART, 
New York, N. Y., July 7, 1958. 
LAURENCE VAIL COLEMAN, Esq., 
American Association of Muscums, 
Care of the Smithsonian Institution, Washington, D. C. 


Dear Mr. CoLeEMAN: Should the House Ways and Means Committee hold hear- 
ings this summer on the Federal admissions tax, we hope that you will be kind 
enough to read this letter into the record on behalf of the Metropolitan Museum 
of Art. 

While the Metropolitan Museum of Art no longer has a general admission 
charge for admission to its buildings, it has been our established procedure to 
defray a part of the costs of special international loan exhibitions, such as the 
art treasures from Vienna, the Van Gogh exhibition, the Cezanne exhibition, 
and, more recently, the loan exhibition lent by the Imperial Japanese Govern- 
ment, by charging admission fees to them. We have found that the most accept- 
able fee, including tax, is 50 cents (42 cents admission plus 8 cents tax). 

The imposition of the Federal admissions tax not only means lower revenues 
but also involves increased accounting costs. This is a direct burden to the 
museum out of all proportion to the revenue which the Government receives 
from the imposition of this tax. Moreover, while we know of no way of estab- 
lishing it by legal proof, the imposition of the tax does affect attendance 
adversely. 

In the present exemption section of the Internal Revenue Code, Congress has 
already granted an exemption to historic sites, houses, and shrines. These, to 
a limited extent, serve the same educational ends as museums. In view of the 
wider public reached by museums, as well as the fact that museums Cover a 
broader range of history, we do not believe it could have been the intention of 
Congress to discriminate against museums in granting exemption from the 
Federal admissions tax. 

In view of the foregoing, we hope that you will request the committee to zive 
favorable consideration to the inclusion of the nonprofit museums of the United 
States in the exemption section of the Internal Revenue Code dealing with 
Federal admissions tax. 

Sincerely yours, 


J. KENNETH LOUGHRY, Treasurer. 
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For EXEMPTION OF ADMISSION CHARGES TO MUSEUMS AND PLANETARIA FROM THE 
FEDERAL TAX ON ADMISSIONS 


The Museum of Science, Boston, endorses fully the American Association of 
Museums’ recommendation that admission charges to nonprofit museums and 
planetaria be exempted from the Federal admissions tax. Le 

Although our institution is exempt because it is an educational organization 
having a faculty, curriculum, and student body, we believe that other program 
activities regularly conducted by museums and planetaria should in themselves 
be ample grounds for exemption. Our reasons are: 

1. Through their exhibits and lectures these institutions are major instru- 
ments of public enlightenment. 

2. The Congress itself has recognized the desirability of encouraging the activ 
ities of certain organizations which frequently are Government supported or 
have been made tax-exempt on their own income. In a reference to exemptions 
from the admissions tax, the Senate Finance Committee in a report accompany 
ing the 1951 revenue bill stated: “to limit the benefit of the exemption to activi- 
ties which it appears appropriate for the Government to encourage. Most of 
the activities to which these exemptions are applicable are a part of the legiti 
mate functions of organizations or institutions which frequently are Govern 
ment-supported or have been accorded tax exemption on their own income. Be 
cause it appears inconsistent to tax admissions to activities which are directly 
related to the legitimate functions of these organizations or institutions, your 
committee reinstates these exemptions, limited as provided above.” 

Not only are some museums supported by the Federal Government (U. 8S 
Natural Museum), but many receive substantial sums from the cities where 
they are located such as the American Museum of Natural History in New 
York; the Rochester Museum of Arts and Sciences, Rochester, N. Y.; the Denver 
Museum of Natural History, the California Academy of Sciences, etc. It would 
seem that other museums, carrying on similar programs but without Govern 
ment support, should not be burdened with the added handicap of an admissions 
tax. 

3. Generally these museums and planetaria are important adjuncts to the public 
school systems in their areas. In our case, 25,000 children in organized class 
groups have been visiting yearly to study exhibits and hear science lectures. A 
contract by which the city of Cambridge schoo! classes have attended on a 
formal schedule will be extended starting in September to 50,000 children in the 
schools of 38 cities and towns in Greater Boston through a bill passed last spring 
by the Massachusetts Legislature. These classes will study carefully selected 
exhibits and receive lectures geared to their level of class science study. 

t. These institutions are among those which can and should assist in combating 
the present shortage of technical school graduates referred to recently by the 
President as one of our serious national problems. Some of the international 
implications of this shortage can be inferred from the recent statement by Presi 
dent Richard 8. Morse of the National Research Corp., who said: ‘“* * * Russia 
is estimated to be currently graduating 35,000 technical people per year as com- 
pared to the United States average 25,000 * * * [moreover] * a 8 
recent meeting in Washington of the Committee on Human Resources, educators 
took the position that the quality of United States scientists is no longer ahead 
of the Russians * * *.” 

Along with popular education, a prime purpose of this museum is to foster 
through clubs and classes the development of scientific talent among young 
people and to encourage them to prepare for scientific careers in our universities. 

5. Most of these institutions maintain various scientific collections and libraries 
which provide basic reference points in the body of existent knowledge. Lack 
of them would tear a fearful gap in the foundations of the Nation’s learning and 
cuiture. 

We believe that the above represent important reasons why the Congress should 
encourage the operation and development of these institutions. The present 
admissions tax law, however, works directly against such an objective. Al- 
though the return to the Government is estimated to be only about $250,000 to 
$260,000 per year in toto, the few organizations affected suffer considerably. In 
our own case, for instance, before exemption was granted : 

1. We faced the loss of a potential $10,000 of earned income per year. In ap 
organization which regularly has an annual deficit (currently $74,000) which 
must be made up in gifts, this is a serious matter. 
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2. The costs of collecting and making returns of this tax, in view of the addi- 
tional records and procedures, added to this deficit. 

3. In regard to special temporary exhibitions, which ordinarily would provide 
a source of additional revenue, the museum was forced to forego some and to 
show others at a loss because of the mechanical difficulties and complications 
created by the procedures required under the tax law. 

4. Difficult public-relations problems have been raised with various groups. 

(a) Some potential donors have been reluctant to give gifts to an institu- 
tion which Government tax policy seemed to class as an entertainment. 

(b) Special rates, usually expected by schools and other group visitors, 
were difficult to offer due to the need to have many kinds of tickets and 
charge different rate to persons of different ages in the same group (for 
instance, boys’ clubs). 

(c) Fees for groups wishing to combine a tour of the museum with such 
services as use of a meeting room were almost impossible to set. 

(7) Schools coming under contract arrangement with an annual lump-sum 
payment were ruled exempt while others receiving virtually the same service 
but paying at the door were required to pay the tax. School authorities, 
teachers, and parents find this difficult to understand. 

Fostering these institutions seems so clearly in the public interest and imposi- 
tion of the admissions tax so decidedly a handicap to their development and 
operation that we urge the speediest possible revision of the present statute. We 
believe that a bill before this committee, H. R. 5104, will accomplish this purpose 
and unqualifiedly recommend it for the committee’s approval. 

The Musreum OF SCIENCE, Boston, 
By Davin B. FREEMAN, Deputy Director 

JULY 30, 1953. 

The CuarkMaAn. Does that complete your statement ? 

Mr. Coteman. That completes my statement. 

The CHarmMan. We certainly appreciate your appearance here, 
Are there any questions ! 

Mr. Kean. I would like to say that remission of the motion-picture 
tax is not yet a law. 

Mr. Coteman. I realize. I carefully worded my statement to cover 
that, I hope. 

The CuarrMan. In regard to that, I will say with respect to the 
motion-picture theaters, that approximately 7,000 theaters a year are 
closing. We don’t know for sure whether the cause was television or 
poor films or just what. But at any rate there is the case of diminish- 
ing returns with great rapidity and that was the only justification 
and there is no other line going out of business so rapidly as that 
industry appear to be, and in small towns there was a big investment 
in real estate where they stood that was not worth anything else. 
There was an argument that they served community purposes, some- 
times religious meetings, Red Cross, and whatnot. 

Thank you very much, sir. 

Mr. Coteman. Thank you, sir. 

The CuarrMan. The next witness is Mr. James F. Reilly, executive 
director, the League of New York Theaters, accompanied by Mr. 
Dennis King, representing Actors Equity Association and Chorus 
Equity Association; Mr. Lawrence Langner, the League of New York 
Theaters, and the National Association of the Legitimate Theater; 
Mr. Wolfe Kaufman, president of the Association of Theatrical Press 
Agents and Managers, AFL; and Mr. Henry Kaiser, American Feder- 
ation of Musicians. 

I believe you all wish to appear in a group and that will be tpn A 
satisfactory to the committee. I do not know whether one will spea 
for all or whether you all want to participate. 
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STATEMENT OF JAMES F. REILLY, EXECUTIVE DIRECTOR, THE 
LEAGUE OF NEW YORK THEATRES 


Mr. Remay. Mr. Chairman, I am James F. Reilly. With the per- 
mission of the committee, I would like to alter the order in which the 
persons will appear. I would like Mr. Kaufman to speak second, Mr, 
King to speak third. Mr. Henry Kaiser, of the American Federation 
of Musicians, said he is not prepared with a statement at the moment. 

They are in favor of the repeal of the taxes not only on the legiti- 
mate theater but other branches of the entertainment industry, but 
they are prepared to submit a detailed statement of their position. 

The CuatmmMan. Without objection, that will be done. 

(The statement follows:) 


STATEMENT OF HENRY KAISER, COUNSEL TO AMERICAN FEDERATION OF MUSICIANS 


The American Federation of Musicians, with a membership of some 200,000 
taxpaying citizens, wishes to express its opposition to the continuance of the 
20 percent admissions tax, especially as applied to the entertainment and musical 
industries. 

it is needless to reiterate here all the economic distress caused by this tax 
Other witnesses before this committee have conclusively demonstrated that 
financial loss and ruin are increasingly befalling those enterprises touched by 
the tax, to say nothing of the resulting decline in overall Government revenues. 
The Federation, however, emphasizes the corollary fact that increasing un- 
employment has come in the wake of the continued imposition of the admissions 
tax. As theaters, ballrooms, nightclubs, and others have closed or reduced their 
operations, the musicians have been the first to feel the impact. Untold thou 
sands have lost their jobs with these enterprises; and job opportunities for 
countless others have evanesced. 

That musicians are peculiarly sensitive to such indirect factors as the admis- 
sions tax is a fact that has long been recognized. Their employment and their 
livelihood are, of course, totally dependent on the economic health of their em- 
ployers so that taxes that adversely affect that economic health depress the 
economic status of musicians. Their status is already at such a low level that 
they can ill afford to stand by idly and watch still more job opportunities slip 
from their grasp. As the Supreme Court of the United States stated only last 
March 9, in the case of National Labor Relations Board v. Gamble Ente rprises, 
Inc., “For generations professional musicians have faced a shortage in the local 
employment needed to yield them a livelihood. They have been confronted 
with the competition of military bands, traveling bands, foreign musicians on 
tour, local amateur organizations, and, more recently, technological develop- 
ments in reproduction and broadcasting.” It is not inappropriate to add to 
that list the factor of job opportunities lost because of the excessive tax burdens 
borne by potential and present employers. 

Fortunately this factor is one that can be readily cured by legislative action. 
The imposition of a tax is not like a technological, labor-displacing improvement, 
the removal of which is virtually impossible even where and if desirable. It is 
something that can be repealed easily and with benefit to all concerned, including 
the Government. Restoration of economic health to the entertainment field by 
removing this tax will mean not only more profits for employers and more jobs 
for employees, it will also mean more taxes for the Government, taxes collected 
from the increased incomes of both employers and employees. 

Indeed, the removal of the 20-percent admissions tax will mean even more 
than those substantial benefits. It will also constitute a recognition that the 
Government should not continue to impose a burden on the development of 
musical and other arts in America. For many years the United States has lagged 
behind in the official encouragement of artistic talent. Indeed, by imposing dis- 
criminatory and economically disastrous taxes on those private enterprises 
capable of employing and developing talent, the United States has actively dis- 
couraged musical development. Here, then, is a golden opportunity to reverse 
a disastrous trend and restore conditions where culture and art may freely 
flourish in our economy. 

The federation strongy urges the repeal of the 20-percent admissions tax. 
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Mr. Remy. May I first introduce Mr. Lawrence Langner, who in 
addition to being part of the organizations you mentioned is also a 
member of the Dramatists Guild. 

The Cuamman. Mr. Langner, we are very glad to see you here. We 
have already the capacity in which you appear, so you may proceed 
with your statement. 


STATEMENT OF LAWRENCE LANGNER, ON BEHALF OF THE LEAGUE 
OF NEW YORK THEATERS AND THE NATIONAL ASSOCIATION OF 
THE LEGITIMATE THEATER, THE AMERICAN THEATER SOCIETY, 
THE COUNCIL OF THE LIVING THEATER, AND THE AMERICAN 
NATIONAL THEATER ASSOCIATION 


Mr. Lanener. May I add a couple of other organizations that I 
represent / 

The CuHairMan. Yes, indeed. 

Mr. Lanoner. The American Theater Society which operates sub- 
scription theaters all over the country, the Council of the Living 
Theater, of which Mrs. Kathryn Cornell is the chairman and which is 
2 foundation formed under Congress for the promotion of the living 
theater, and the American Theater, ANT A, which is also a group rep- 
resenting persons interested in the theater all over the country. 

The position that the legitimate theater takes is that we are not 
opposed to the granting of relief to the motion-picture theaters. In 
fact, we feel that this is an advantageous step. However, we believe 
that the legitimate theater is in an equally distressed, if not worse con- 
dition than that of the motion-picture theaters. Regardless of the 
motion-picture industries efforts to obtain exemption from admission 
taxes, we are compelled to apply for relief upon the merits of our own 
situation. 

I would like to add, Mr. Chairman, that there is in a sense an inter- 
relationship between our two industries. The legitimate theater which 
has been going on for over 3,000 years is the main spring, it is the 
spring or source of supply for the actors, the dramatists, the authors 
who are fed from the legitimate theater into television and into the 
motion pictures. If our ‘wellspr ing is dried up, if this source is dried 

up, in not only affects the legitimate theater which we think of as a 
small body but it also affects all the reproduction systems which use 
these talents and therefore it is a very much more important thing than 
the size of the legitimate theater indicates. 

In addition to the details that follow about the condition of the 
legitimate theater, I would like to refer you to the July 4, 1953, issue of 
Business Week with the heading “Broadway’s Worst Season Yet.” 
I will file a copy of that with your “committee. 

The Cuatrman. Is that very lengthy ¢ 

Mr. Lanener. I haven’t it with me, but it is just a short report, 
about 2 pages. 

The CHarrmMan. Without objection, that may be inserted in the 
record. 

Mr. Lanener. Yes, we will insert that. 

(The material referred to was submitted by Mr. Reilly and appears 
on p. 2498.) 





| 
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Mr. Lanener. In the past 30 years the number of legitimate theaters 
has been reduced by over 50 percent. In other words, our business has 
been cut in half. But that is not the worst aspect of it because of those 
theaters that remain, at least half of them are partly or largely used 
as motion-picture theaters and our plays play in them only occasion- 
ally and usually only by permission of the motion-picture companies. 
Those which remain are not open all the time. On the contrary, they 
have many dark weeks and these dark weeks multiply to such an ex- 
tent that it becomes more and more of a hardship for anyone to operate 
such theaters. In fact, there have been practically no legitimate 
theaters built in the United States within the last 25 years. 

The condition of the so-called road is deplorable. For instance, 7 
theaters in Boston were open this last year an average of 12 weeks 
per theater. The Copley Theater did not have a single = iy week. 
In Philadelphia the different theaters averaged 18 weeks. 

Chicago, which had a better season than most, averaged only 33 
weeks for its 6 theaters. 

San Francisco averaged 30 weeks for its 4 theaters. 

Such cities that are equipped to handle them, as Atlantie City, did 
not have a single play. Newark, N. J., a thriving metropolis, had 1 
play for 1 week, 

Bridgeport, Conn., had 1 for 1 week, as did Woreester, Mass. 
Springfield, Mass., had 10 aoe New Haven, Conn., had 15 weeks; 
Hartford, Conn., had 12 weeks; Providence, R. L., had less than 3 
weeks. 

I will not take up your time by going through these statistics but I 
vill leave with your clerk a full statement on the subject. However, 
they all add up to the same story, which is that even those theaters, 
those legitimate theaters which still remain in operation, very few of 
them have what could be called a profitable running season because 
of the greater and greater handicaps under which the legitimate 
theater labors. 

Now, you have heard the unimpeachable truth that the motion pic- 
tures have suffered very greatly from television, but we have not only 
suffered from television, we have also suffered from motion pictures 
as well. We have also suffered from radio. In fact, our survival i 
more or less a miracle at this moment. Yet we feel it is the most im 
portant thing for the cultural position of America. 

Coming down here on the plane this afternoon, I passed a magazine 
stand and here is this week’s Time magazine. On the cover you will 
see the picture of an actress named Shirley Booth. She has just won 
the Academy Award for the best actress in the United States. This 
lady appeared in a motion picture, Come Back, Little Sheba, which 
started in the legitimate theater, and this lady also got all her train- 
ing, which ms ide her regarded as the best actress in America in motion 
pictures, in the legitimate theater. She also won in Europe the award 
for the best actress of the year. 

Now, if we are going to lose this training ground for these other 
arts as we are rapidly doing, we are going to affect these other arts 
very greatly. 

Now, I would like to tell you what is affecting our industry. High 
production costs. Our costs have gone up over 400 percent. The 
running costs are so high in our industry that a play—I will give you 

87746—53—pt. 4 —22 
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one illustration, a play called Inside U. S. A—played over 90 weeks 
both in New York and on tour, and lost over $30,000. 

The Theater Guild is trying to bring Shakespeare back to the peo- 
ple. Shakespeare has been banished from our theater because of the 
high cost of the theater. Trying to bring Shakespeare back with 
Katheryn Cornell in As You Like It, it took us 2 years playing ¢ all 
over the United States to get back the money that was invested in 
that. play and at the end of that time there was a profit of $3,000, 
which shows how more and more difficult it becomes to secure funds 
for investment in the theater. 

While the costs of production have quadrupled in the last 12 years, 
admission prices have been raised by less than one-third. Conditions 
do not permit of the further raising of prices. In fact, what the 
theater needs is lower admission prices. I think I can speak for all 
the managers in the theater, that if we could have some remission of 
our taxes, a great deal of this remission would be passed back to the 
public because what we want to do is not to raise prices or to keep 
prices where they are but to lower them. Attacked by the tremendous 
competition of the movies, radio, and television, the theater has been 
progressively contracted and the burden of the high admission taxes 
has further cripple it. 

Now, I would like to give you some idea of the figures which are 
involved in this particular situation—it is, compared to all other fig- 
ures, comparatively negligible—from the United States Department 
of Commerce figures. Excise tax derived from admissions to the com- 
mercial legitimate theater in America which included opera, concerts, 
and ballet, is about $17 million. 

The revenue from the legitimate theater alone in the opinion of our 
experts would not exceed $12 million. However, this would not repre- 
sent a loss of this amount to the Treasury because we believe that 
about a half of this amount would be returnable to the Treasury in the 
form of corporate and other income taxes which would be increased 
because of the reduction in this tax. 

The Cuarrman. Pardon me, sir; you are quite correct in that, that 
there would be a pickup in revenue, which is usually the case where 
your taxes are too high. For instance, I proposed a bill to reduce 
individual income taxes 11 percent on July 1 of this year, which 
amounted to about $1,500 million in revenue. They figured the loss 
would be that amount, but it would not. A rate reduction never has in 
past experience caused a revenue loss because it would be picked up 
in other taxes. 

Mr. Lanener. And we know, of course, that we have plenty of 
e mpt; y seats in our theater and the minute those prices went down we 
think there would be a larger collection of taxes, the admission taxes 
might easily remain the same as they are now. 

In addition to that, I would say that even if you assumed the worst 
side of the picture, the amount of loss of revenue would be only $6,000, 

Now, I would like to tell you that in practically every other country 
in the world the legitimate theater, its cultural value, its educational 
value, its value to the children who are brought up to learn and to 
love and to venerate Shakespeare, this value has been so recognized by 

all the other countries in the world, including England, France, Ger- 
many, Italy, and even in Soviet Russia, which perhaps I should not 
quote here, that in all these countries the theater is subsidized by the 
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governments because they know that the theater is a high cultural 
influence for the education of the people. 

In our country we are not asking for Government help. We believe 
in free enterprise and we believe that our theater can support itself, 
given half a chance. We believe that this 20-percent tax is a crippling 
thing on the theater and we believe that if it is removed we will be 
able to hold our heads high again as we did in years gone by, and have 
in the United States as fine a theater as there is anywhere else in the 
world. Today it is our national disgrace that the works of William 
Shakespeare can no longer be given in our American theater because 
of high costs, high taxes, and high railroad fares. 

Thank you, sir. 

The Cuarrman. We thank you very much. I want to congratulate 
you on your statement. It is very helpful. 

Mr. Kean will inquire. 

Mr. Kran. Mr. Langner, you mentioned the cities. Today you read 
the New York Times Sunday edition and you see a list of perhaps 
three or four hundred summer theaters that are evidently very success- 
ful. It seems to me that the pattern is somewhat changed. You talk 
about Newark. It is true there is no theater in Newark, but the 
Papermill Playhouse in Milburn has a season of about 8 months, 
which is crowded. All through the eastern area of the country we 
find these summer theaters which must make a living or they would 
not be there. 

Mr. Lanener. As I operate the summer theater at Westport, Conn., 
which is one of the most successful, I think I can tell you all about it. 
I was one of the pioneers. 

Mr. Kean. J have a daughter who is working in one. 

Mr. Lanener. Then I can tell you the story and perhaps Mr. Den- 
nis King, who is here speaking for Actors Equity, will also tell you 
the other side of the story. 

Actually, these summer theaters are part of the phenomena of the 
high cost in the legitimate theater. In the summer time there comes 
like an off-season, just as there is in the garment industry and all these 
other industries at times when there is no work in the big cities and 
the actors take to the country where they live on very much less money 
and are paid very much less money under the union conditions than 
they are able to work on in the winter. The result is that this very 
healthy summer-theater movement enables young actors and actresses 
to learn their trade during the summertime. But we cannot regard 
it as a healthy condition from the point of view of the general 2co- 
nomic picture because these summer theaters, good training ground 
as they are, seldom turn in more than perhaps a few hundred to per- 
haps a few thousand dollars of profit. And in addition to that, 
everybody really works at a sacrifice. That isthe actual fact. I want 
Mr. Dennis King to tell you a little more about that aspect of it. 
Actually, what it really means is that you cannot keep the artist down. 
He manages somehow to learn his art. 

Thank you. 

The Cuamman. Are there any other questions? 

Mr. Sadlak will inquire. 

Mr. Sapiak. In connection with the statement which Mr. Langner 
made about the legitimate theater on the continent, with some mis- 
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giving also mentioning Russia, mentioning that the respective coun- 
tries subsidized the theater, it seems to me that that subsidization 
came from the United States in the form of the Marshall plan fund 
and the ECA fund and other funds which this Government has sent 
over and which in turn was used for that purpose. 

Mr. Lanener. I think you are quite correct. I have heard it said 
that but for the subsidies that we gave to England, it would not be 
possible for them to subsidize their theaters. However, I feel that 
on the other hand this subsidizing of theaters has gone on for many 
many years and I would regard it as something which shows that 
governments are willing to recognize the importance of the legitimate 
the “ater. 

Mr. Sapiax. Then they ought to use some of their own govern- 
ment funds and we in turn ought to be able to help our people back 
here with our funds. 

Mr. Lanener. I think they do use some of their government funds. 
I do not think it is all our money by any means. In fact, they did 
subsidize the theaters long before we helped them. I only gave that 
illustration to show the cultural value of the theater and how impor- 
tant it is for us to realize that the legitimate theater needs help at 
this time. 

The Cuamman, They even subsidized theaters 2,000 years ago. 

Mr. Lanener. That is right, sir. ‘They did in the days of Greece. 
Thank you, sir. 

The Cuarrman. You are very welcome. 

Mr. Remy. The next witness is Mr. Wolfe Kaufman of the Asso- 
ciation of Theatrical Press Agents and Managers, AFL. 

The Cuyamman. Mr. Kaufman, we are gl: id to see you here. We 
have your full name. 


STATEMENT OF WOLFE KAUFMAN, PRESIDENT OF THE ASSOCIA- 
TION OF THEATRICAL PRESS AGENTS AND MANAGERS, AFL 


Mr. Kaurman. My purpose here tonight is to discuss the matter of 
excise taxes as it affects the legitimate theater industry, and thus 
affects the livelihood of myself and members of my union. 

I think I can make the picture for you frighteningly clear by ex- 
plaining a few of the immediate pertinent facts. Every time you see 
a legitimate play in a theater you are watching at least 3 of our 
members; 1 of them is the press agent, 2 of them are managers. Our 
union has a membership of approximately 600 across the United 
States. When times are good, at the peak of the theatrical season, 
about 60 percent of our members are employed. When times are 
bad, as at the present moment, about 20 percent of our members are 
employed. Five years ago the ratio of employment for our members 
was about 30 percent at “the low point and about 70 percent at the 
high point. Ten years ago it was about 50 percent and about 80 
percent. 

In other words, it is a slowly diminishing field. As a labor union, 
interested in the welfare of its members, we are naturally concerned 
and worried. We have watched the situation and worried about it 
and come to a number of conclusions. We have agreed that the causes 
of this decline are largely traceable to the fact that costs of production 
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and operation have gone up at a much greater rate than income has 
increased, so that producers of plays (our bosses) or operators of 
theaters (our employers) have found, more and more, that there is 
insufficient possibility of profit. And as realistic laborers we know 
that when our employers are forced to the wall, for whatever reason, 
not only they, but we, too, are out of business. 

Now, it is a fact not generally realized that theater ticket prices 
have gone up very little in the past few years. You keep hearing 
about the high cost of ticket prices, but the peak or top prices have not 
gone up at all, in most cases. Thus, we find that the top prices for 
shows on Broadway musicals is either five or six dollars today, plus 
a 20 percent tax. The top prices for the big musicals of 20 years 
ago, the George White Scandals, the Ziegfeld Follies, and so forth, 
was the same five or six dollars. The Earl Carroll Vanities in 1930 
charged $10 each for its top-price tickets. 

But we can’t charge more today. The public simply will not pay 
more, and is complaining constantly about these high prices. 

It has been impossible to increase the top prices, except on oc- 
‘asion, and minutely. But since some readjustment has had to be 
made; some of the bottom, or lowest prices, have been raised. So 
that actually the income in theaters during the past 10 years has 
been increased approximately 10 percent. This in the face of in- 
creased costs of more than 200 percent, according to the figures that 
we have. 

Now, in the face of constantly new and added competition in such 
fields as radio and television—and here I might add one other point— 
television, radio, movies, are competition just as has been mentioned— 
they are not half as bad as the fact that frequently, especially in the 
big city, New York, Los Angeles, Chicago, they are performed in 
large theaters, very large theaters, with audiences and without cost, 
without cost at all which also means without tax of any kind. So 
that we get not only competition at home but competition in the 
theater across the street with stars and with no cost and with no tax. 

Now, it ill-behooves me, as a taxpaying worker, to point fingers. 
But perhaps it might not be amiss at this moment to point out the 
fact that the theater, in the United States, is fast becoming a step- 
child. In every major country in the world, the State either operates 
or helps the institution of the theater. In every country, that is, 
except in the United States. I do not know whether a subsidized or 
Federal or State theater is a good thing or not, and I do not intend 
to discuss it here. But I do think it is apropos to point out that far 
from helping the theater to continue as an art form, the American 
Government is seemingly isolating it and punishing it. The opera, 
dance, and ballet, in America, are exempt from taxes. The same is 
true of orchestras, and fine music. The radio and television fields 
contribute nothing by way of admission taxation. The Mason bill 
recently passed by Congress, clears motion-picture-theater patrons 
from having to pay admission taxes. So that, as it stands at present, 
the legitimate theater is the only branch of the theatrical industry still 
hampered by admission taxes, 

We are the poorest branch of the amusement industry. We have 
the shortest possible margin of profit. We have the longest possible 
margin of disaster. And we are the only ones, if the Mason bill 
passes, who are hampered by a 20 percent tax on top of all our troubles. 
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And that is why we come to you at this point, virtually with 
our last breath, to ask for help. 

Mr. Eneruarrer. It is a pretty sad tale. 

Mr. Kaurman. I am afraid so, sir. 

The Cuamman. Thank you, sir, for your appearance and the in- 
formation you have given the committee with reference to this prob- 
lem. 

The next witness ? 

Mr. Lanener. May I introduce Mr. Dennis King, representing the 
Actors Equity Association and Chorus Equity Association. I am 
sure several of you are familiar with Mr. King and his career. 

The Cuatrman. I am very familiar with his career. I do not be- 
lieve we have any music here by which we could enjoy his singing. 
It is a great honor to have you here, sir, as all the others. 


STATEMENT OF DENNIS KING, REPRESENTING THE ACTORS 
EQUITY ASSOCIATION AND CHORUS EQUITY ASSOCIATION 


Mr. Krne. I am speaking to you for the living theater which has 
been part and parcel of the American tapestry of civilization and 
culture for over 200 years. I urge you to lift from the legitimate 
theater a burden which it has borne for 35 years and which has grown 
heavier and more burdensome each year. I remind you that. this 
tax was first imposed as a war tax of the First World War in 1911 
with a promise that it would be removed at that time. It is one of 
the handful of taxes which was continued for the entire period be- 
tween the world wars. And when war again involved this country, 
this tax was not merely continued, it was doubled. Again, the theater 
was promised that 6 months from the end of the war this tax would 
be removed. The admissions tax is heavy, it adds materially to the 
expense of theatergoing. Progressively, there are fewer people who 
are able and willing to pay for it. We are entering upon a period in 
which people are going to look at their money more carefully than 
they have in the past’and to spend it more grudgingly. And when 
people look at money they have to spend for a theater ticket and see 
that the amount of the tax upon that tic ket 1 is about as much as they 
would have to spend for a whole evening’s entertainment at a motion 
picture theater, a great many of them will feel that the difference in 
pleasure, great as it may be, will not be worth that much money. 

With the development of that feeling, theater income will decline 
still further. It has already declined “from $80 million during the 
war to less than $50 million last year. The decline in income means 
that there is less money available to put a play on, to keep it running 
and to put back into new productions. That means primarily less 
work for all of us in the theater, but it also affects the income of the 
Government in the long run for we all pay taxes only on the money 
we earn. To forego a relatively small amount of admissions taxes to 
keep us working may produce more revenue than the amount of the 
tax. You may think that is a condition which applies to the entire 
entertainment field and it is no heavier than that ewe by all com- 


peting forms of entertainment. If the motion picture industry was 
able to persuade you that it was hardship case deserving of relief, 
how much more consideration should you give to the “legitimate 





GENERAL REVENUE REVISION 2495 


theater? You were moved by the statistics which indicated to you 
that nearly 5,000 motion-picture theaters had been closed in recent 
years and more would have to close if tax relief were not given. You 
were moved by that and quite rightly. 

May I tell you very briefly what the present plight of the theater 
is, not in the number of theaters alone but in the actual employment 
of actors. The Actors Equity Association has for the last 5 years kept 
a record of employment of its members. The figures for the last com- 
plete theater year running from June 1, 195i, to May 31, i952, showed 
that in 12 months 1 actor in 7 did not work at all. In 12 months 
actor in 2 worked less than 10 weeks. In 12 months 1 actor in 6, of 
those who worked at all, worked 26 weeks. Now, I know that every- 
one who comes before this committee feels that the industry for which 
he speaks is a special case deserving of particular consideration. 

I know that you cannot give such consideration to everyone who 
asks it. Somewhere you have to draw the line between those which 
are essential and those which are not. But before you draw the line 
in this instance, I think you would be justified in stopping for a 
moment’s consideration as to what sort of an institution you are being 
asked to help. For the theater is not just another business or industry 
whose existence or disappearance would mean little to the welfare of 
the country. It isan art. It is one of the greatest arts which people 
have always loved and served for more than the money they earned 
from it and it is one of the arts by which the greatness of a nation’s 
culture is judged. And the American theater has alw ays been repre- 
sentative of the finest that we in America have had to offer. Our 
American standards of production are among the best in the world. 
Our contribution to the world in this form of art has been immeasur- 
able in terms of great actors, great playwrights, great producers, great 
directors. The American theater has indeed added to the pleasure 
and joy of living to the American public. The American theater has 
always been the great instrument in enlightening others outside our 
hemisphere of the tremendous advantages and benefits of the American 
way of life. Our American theater has been the original from whence 
other media of entertainment have sprung; from which other enter- 
tainment media have secured their life talents. The actor, author, 
designer, director, producer have all been secured for radio, television, 
motion pictures, from the parent of them all—the living theater. 
It is finally an art to which the country, even Congress itself, turns 
instinctively, when disasters threaten, when emergencies develop. The 
Congress recognizes at such times that the theater and its people are 
necessary to the national effort, rec ognizes that necessity by the priori- 
ties it grants them. Are they to be considered merely luxuries now 
that the emergency is for the moment lessened ¢ 

We of the theater have appeared before this committee many times, 
always have been received with courtesy and have been given prom- 
ises that consideration would be given our needs and our requests. 
Now I am asking this committee and this Congress to give tangible 
proof of belief in and affection for, the theater by doing something for 
it. I believe that the theater is worth the attention and the consid- 
eration of the Congress of the United States. I believe that it ought 
not to have to beg | Congress for the right to live and to continue its 
contributions to the culture of this great country. But if such a plea 
is necessary, please, please don’t ignore it. We ask you to remove the 
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admissions tax from the living theater. Our whole lives and the life 
of the art we serve hangs in the balance. Hear us, believe us, help us. 

Thank you. 

The Cuarrman. We thank you, Mr. King, for your very able pres- 
entation. It was very interesting and a very logical presentation. 

Mr. Kine. Thank you, sir. 

The Cuarman. Mr. Byrnes will inquire. 

Mr. Byrnes. To what extent, Mr. King, are actors able to supple- 
ment the work they might ordinarily get in legitimate theater in tele- 
vision at the present time ¢ 

Mr. Kine. Well, a little but not very much because the television 
theater today is tre ce at crowded and it has been a great help to 
us when we have been out of jobs. I am not speaking of myself spe- 
cifically because I am, I suppose, in the higher br: ackets, but the rank 
and file of my association it has helped but not tremendously. 

Mr. Byrnes. These figures you cited on page 4 of the one actor who 
did not work at all, and so forth, does that mean they did not even 
work in television or work in a summer theater ? 

Mr. Kine. Yes, sir. They may have sold ties at Macy’s during the 
summer. 

Mr. Byrnes. These figures relate not just to work in the legitimate 
theater but allied work. 

Mr. Kina. No, I believe those figures you have, sir, relate specifically 
to the living theater. 

Mr. Byrnes. So that some of these yc u show here as not working 
at all may have worked a short time in television ? 

Mr. Kina. No, sir; I doubt that. I am trying to tell you, Mr. Byrnes, 
that those figures you have there relate to the living theater and not 
to television. 

The CHatmrman. Mr. Eberharter will inquire. 

Mr. Esernarrer. Are some of these summer theaters aided in their 
finances by local communities ? 

Mr. Kine. I believe Mr. Langner will give you a much better state- 
ment on that, but I believe the local communities do help a lot in subsi- 
dizing the theaters, the summer theaters. 

Mr. Eseruarrer. That is what I mean exactly. They do help in 
some cases In order to preserve this art. 

Mr. Kine. Yes, sir. There are subscribers in almost every com- 
munity in which a stock company plays. 

Mr. Everuarrer. You get the civic bodies and the chambers of com- 
merce and other interested organizations to help sell season tickets? 

Mr. Kine. Yes, because of course, they believe it is a great asset to 
that community. 

Mr. Esernarter. So they appreciate it is really an art and they 
want to help preserve it. 

Mr. Kine. Yes, sir. 

Mr. Enernarter. And entertain the people, too. 

Mr. Kine. Yes, sir. 

The Cuarrman. We thank you for your appearance, Mr. King. 

Mr. Retry. Mr. Chairman, first, may we thank you for the oppor- 
tunity to be heard on behalf of the four different groups that were 
here. We would also like permission to file a brief with more detailed 
statistics on some of the theater operations that were touched on but 
not actually given in detail. 
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The Cuairman. Without objection, it is so ordered. 
Mr. Remuy. Thank you very much. 
(The additional material follows:) 


THE LEAGUE OF NEW YorK THEATRES, INC., 
New York 36, N. Y., September 25, 1958. 
Mr. THomaAs A. MARTIN, 
Assistant Clerk, Committee on Ways and Means, 
House of Representatives, Washington, D. C. 

Dear Mr. Martin: Thank you for the reminder about the additional data that 
was to be submitted supplementing Mr. Lawrence Langner’s testimony at the 
hearing before the House Ways and Means Committee on August 5, 1953. 

In that connection we are enclosing herewith the article that appeared in the 
July 4 issue of Business Week, certifying as to the state of the legitimate theater. 

In addition to that in speaking, although he elaborated on it somewhat, Mr. 
Langner departed from the prepared memorandum in the interests of saving the 
committee’s time. I am, therefore, attaching herewith a statement of the prin- 
cipal facts that Mr. Langner did not submit at that time. 

To substantiate Mr. Langner’s contention that “in the past 30 years the num- 
ber of legitimate theaters have been reduced by over 100 percent, I am sending 
a list’ of the theaters and cities it was possible to play in 1921 paralleled with 
those possible to play at the present time, the number of which has fallen off from 
647 in 1921 to 311 now. 

With thanks for your cooperation in the matter, I am 

Sincerely yours, 
JAMES F.. REILLY, Hrecutive Director. 


SUPPLEMENTARY REMARKS TO TESTIMONY OF LAWRENCE LANGNER BEFORE HOUSE 
WAYS AND MEANS COMMITTEE, AUGUST 5, 1953, RE Excise TAXES 


Rochester, N. Y., had 8 weeks’ playing time out of 52; Buffalo, 10 weeks; 
Detroit’s 2 theaters had an average of 24 weeks each; Cleveland had 26; Pitts- 
burgh, having a better season than in 10 recent years, had 35 weeks; 1 Cincinnati 
theater had 21 weeks, the other had 5; Columbus, Ohio, had 8 weeks; Indianapolis, 
41%, weeks; St. Louis, 22 weeks; Kansas City, 9 weeks; Milwaukee, 13 weeks; St. 

-aul, 3 weeks ; Minneapolis, 18 weeks ; Des Moines, 34% weeks; Denver, 444 weeks; 
the 2 Los Angeles theaters averaged 29 weeks; Portland, Oreg., had 5 weeks; 
Seattle, Wash., 9 weeks; New Orleans, 8 weeks; Richmond, Va., 4 weeks; Wil- 
mington, Del., had 914 weeks ; Baltimore, 15144 weeks; the 2 Washington theaters 
averaged 31% each. 

Between 1949 and 1952 the number of weeks played on tour dwindled from 
1,152 to 834, and the gross dwindles from $23,650,000 down to $19 million. 

The average legitimate theater is open from 24 to 28 hours a week. That is 
8 performances running from 3 to 344 hours. The theaters cannot be devoted to 
any other purpose during the other hours of the week, and, in fact, can only 
utilize that time during a portion of the year. A record of the number of playing 
weeks of the theaters in the city of New York for the past year shows that the 
29 theaters were open a total of 1,021 weeks, which is only 67 percent of two-thirds 
of the potential 1,508 weeks. 

Since 1930 the number of legitimate theaters in New York City has dwindled 
from 68 to 29. There are various reasons for that, some of them economic; 
some of them may well be due to unfair competition. Since 1937 in New York 
City alone 14 former legitimate theaters, with a normal seating capacity of 
16,955, have been taken over for either radio-broadcasting or television per- 
formances. These theaters, as well as countless studios throughout the country, 
where broadcasting and telecasting are carried on, are filled several times every 
day by tremendous uudiences that are not only seeing entertainment without 
paying for it but from which the Government is deriving no revenue in the form 
of taxes. It is live entertainment they are seeing, too, the sort we provide and 
not films or cinescope. 

High production costs also were a serious factor in the number of plays pro- 
duced, thereby affecting the number of weeks theaters were open. A play may 
receive an excellent critical reception and play an entire season to excellent 
business without recovering its production cost. There is an illustration of a 


1The list of theaters referred to has been placed in the committee files. 
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recent musical play, Inside U. S. A., that played over 90 weeks both in New | 
York and on tour and lost $30,000. Costs of production have quadrupled in the 
last 12 years, but admission prices have been raised by less than one-third. 
Conditions do not permit the further raising of prices, in fact what the theater 
needs is lower admission prices. Attacked by the tremendous competition of 
the movies, the radio, and television the theater has been progressively con- 
stricted, and the burden of the high admission taxes has further crippled it. 
Yet the theater is the very heart of the entire entertainment industry, the parent 
of the other media, and without it pictures, radio, and television would suffer. 

The admissions tax, as you well know, has been levied on the theater since 
1918. It was never relaxed during the peace years and in 1943 it was doubled. 
In the theater’s present very precarious condition we trust that you will con- 
sider giving us the relief on the admissions tax that will permit it to survive. 

We respectfully urge that we be given consideration in the revision of the 
excise-tax structure as it affects admission taxes to the legitimate theater. 





[From Business Week, July 4, 1953] 
BrRoaDWAY’s Worst SEASON YeT 
The 1952-53 theater season breaks down this way: 


These 18 shows were hits 





— Prof.t cca Profit 
Capital to date Capital to date 
Wish You Were Here $300, 000 | $255,000 | Time Out for Ginger $), 000 $5, 000 
An Evening with Beatrice The Love of Four Colonels 80, 000 (2) 
Lillie 25, 000 150, 000 The Fifth Season } 60,000 40, 000 
The Time of the Cuckoo 75, OO! 65, 000 John Brown’s Body | 25,000 50, 000 
The Millionairess 50, 000 75, 000 Picnic | 92100 27, 500 
Dial M for Murder 50, 000 225, 000 Diekens Readings (Emlyn | | 
The Deep Blue Sea 60, 000 5 000 Williams) ‘ 10,000 } 10,000 
The Seven Year Itch 60, 00 210, 000 
| 
! Ineludes film sale 
2 Broke even 
These 6 shows are still in the running 
ates To be — | To be 
Capit: Ce ¢ 
apital recouped apital recouped 
Hazel Flagg $240,000 | $130, 000 Can-Can $300, 000 | $250, 000 
Wonderful Town 250, 000 4, 000 Me and Juliet 300, 000 300, 000 
My 3 Angels 75, 000 22,300 || The Crucibl 75, 000 43, 000 
These 29 shows were flops 
Capital Loss Capital | Loss 
Seagulls Over Sorrento $30, 000 | $25, 000 Grey-Eyed Peoplk $75,000 | $57, 000 
Mr. Pickwick 80, 000 95, 000 Che Children’s Hour | 50,000 25, 000 
The Sacred Flame 25, WOK 15, 000 Be Your Age 50,000 | 55,300 
In Any Language 60. 000 67, 000 The Bat 40, 000 40, 000 
The Gambler 40, 000 66, 200 Mid-Summer 50, 000 50, 000 
Buttrio Square 150, 000 | 200, 000 Touchstone 75, 000 70, 000 
Bernardin 72, OO 68, 300 The Emperor’s Clothes 72, 000 63, 100 
Chartock’s Gilbert & Sullivar On Borrowed Time 30, 000 60, 500 
Co 25, 000 65, 000 Maggie | 175, 000 | 225, 000 
My Darlin’ Aida 247, 500 | 235, 00 Camino Real --| 115,000 | 115, 900 
The Climate of Eden 90, 000 99, 600 Horses in Midstream 60, 000 80, 000 
I‘ve Got Sixpence 60. 000 60, 000 Room Service 40, 000 40, 000 
See the Jaguar 0), 000 80, 000 A Date with April 40, 000 AM, 400 
W histler’s Grandmother 25, 000 30, 000 The Pink Elephant 72, 000 75, 000 
Two's Company 210, 000 |'314, 700 Men of Distinction 75, 000 69, 000 


! Less $35,000 settlement of insurance policy on Bette Davis’ health. 
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With a Greek-chorus chant of “woe, woe, woe,” the Broadway theater has 
wound up its 1952-53 season. From just ahout every point of view, it was the 
worst season yet. And the “yet” has to be stressed. Downturns, not upturns, 
seem the only prospect. 

It isn’t that 1952-53 showed the biggest deficit ever. On the contrary, the 
$2,749,900 inscribed in red ink is already below the $2,899,700 loss of 1951-52, and 
should shrink some more as the hits that are still running continue to pull in 
money. 

Other figures point more dramatically to the sorry showing. Total produc- 
tions—which had been 83 in 1950-51, and 73 in 1951-52—were down to a mere 
54, of which 6 were noncommercial ventures. Investment (the whole sum sunk 
in new shows) continues its steady shrinkage. 

Playing weeks.—Possibly most important of all the figures were those for 
playing weeks, down to 1,012 after 5 straight seasons of ebb. To the Broadway 
pro, playing weeks are a vital statistic, showing as it does the total time in 
which theaters have been active, with all that means in rentals, payrolls, and 
royalties. 

Pluses and minuses.—Even dismal 1952-53 had its modest bright spots. One 
was the relatively high percentage of hits to total productions—if you define a hit 
as any show that makes money however little (see table). Another was the 
arrival of several top-quality shows aided by some comparatively new talents. 

Far more than offsetting these meager gleams was the sorry plight of the 
road, which had all the aches of Broadway, only sharper. On Broadway a big 
trouble has been the tendency of profits to funnel into a few smash hits, that 
scofe enormously, while leaving ever-leaner pickings for the rest. On the road 
this is much more marked. 

A smash like South Pacific breaks boxoffice records wherever it goes. But 
the run-of-the-mill shows get nowhere; fewer and fewer of them go on the 
road at all. 

Costs.—Most observers of the theatrical scene blame virtually all troubles on 
steadily climbing operating costs. Original production costs are up, too, but 
these are a less heavy drag. When a show's operating costs permit a steady 
weekly profit, it is possible to work off original investment and then settle down 
to raking in money. But as operating costs rise, the weekly margin narrows, 
even with capacity houses. 

Tickets up.—Producers tried various moves to buck the rising costs. Price 
boosting was resorted to widely, with musicals going as high as $7.20 top, and 
plays to $6. In general, the public showed little resistance to the higher prices, 
provided the show was good enough. Thus the profitable and popular Seven Year 
Itch successfully raised the ante after receiving rave notices. Wish You Were 
Here has been doing smash business at $7.20 despite adverse reviews and a lack 
of stars. On the other hand, The Deep Blue Sea, with Margaret Sullavan, demon- 
strated that even a reversion to original lower prices could not keep a show going 
once it started to slip. 

For shows that seemed to be teetering on the edge Broadway revived another 
trick—the 2-for-1 ticket—which as the name indicates means you buy 1 ticket 
but receive 2. This practice has been credited with prolonging the runs of 
The Fourposter, The Moon Is Blue, The Children’s Hour, The Crucible, and 
Misalliance. But box-office experts deplore the practice as bad public relations, 
since it involves a breach of faith with the customer who pays the full price for 
his two tickets. Long range, they say, the 2-for-1’s can do no good. 

The hits—Of the 54 productions launched during the past season, 42 were 
plays and 12 were musicals. By all odds the biggest moneymaker has been the 
musical Wish You Were Here, which has survived lukewarm critical reception 
to pay off its $300,000 investment and show a $255,000 profit to date. What’s 
more, the show is blithely netting $11,000 a week, and looks good for another 
season on Broadway, plus a season on the road. 

Even this record, of course, can’t bring Wish You were Here up to the 
phenomenal standards of Oklahoma and South Pacific. Oklahoma’s earnings are 
slowing down, but the show has already netted $5.4 million. South Pacific, star 
of the 194S—49 season and still crackling along on Broadway and the road, has 
reach $4.4 million, and may yet pass its running mate from the Rodgers and 
Hammerstein stable. 

You get a further glimpse of the rosier side of producing from the books of 
Dial M for Murder, An Evening with Beatrice Lillie, and the Seven Year Itch. 
The Maurice Evans thriller had netted $225,000 on a $50,000 investment but is 
losing momentum now. Miss Lillie’s $25,000 production, now temporarily closed, 
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has shown a $150,000 profit. The Seven Year Itch has turned $60,000 into 
$210,000, including sale to Hollywood. That last has been a scarce item this year; 
the movie people have been sitting on their checkbooks while they ponder the 
meaning of 3—D. 

The Doubtfuls.—Six shows out of last season’s Broadway crop are still run- 
ning, hence still have a theoretical chance to recoup their original cost and go 
on to happier things. In two of the cases, they are almost sure bets. Wonderful 
Town has already made back all but $94,000 of its $250,000 investment and is 
eating up the rest with a steady $10,000-a-week net. It’s still too early, though, 
to say whether the Rosalind Russel] vehicle has the stamina to be a really 
massive moneymaket 

On a more modest scale, My 3 Angels needs only $22,300 more to recoup its 
$75,000 investment, and is netting about $3,300 a week. 

A dark horse is Me and Juliet, launched by the quasi-infallible Rodgers and 
Hammerstein just as the season ended. There is $300,000 invested in the show, 
which is estimated to be able to earn it back at a $9,000-a-week gait. The show 
drew tepid notices but may yet be bailed out by its backer, RCA Victor, with 
the same sort of exploitation that helped to put over Wish You Were Here. 

Another late starter is Can-Can, which so far has recouped only $50,000 of 
its $300,000 investment. solstered by Cole Porter songs and an Abe Burrows 
book, the show has been netting $12,000 a week. But there’s a big “if” on how long 
this pace can be sustained. 

The flops.—On the flop side, the 1952-53 season can tell some sad stories, with 
quite a few shows losing their entire investment and then some more. Buttrio 
Square dropped $150,000 capital, $200,000 overall. Two’s Company, the Bette 
Davis show, ran $210,000 capital up to $314,700 loss. The $174,000 investment in 
Maggie swelled to $225,000 loss. 

The individual troubles of the flops are as nothing to the collective miseries 
of the theater. The finger here points right to costs. Capital is increasingly shy, 
since higher costs mean longer runs before a show can hope to break even. Shy 
capital means fewer shows, and that in turn means few bright young talents 
turning to the theater. Hence fewer good scripts to produce, even if someone 
had the money and the inclination. 

This vicious ring-around-the-rosy is only heightened by the enormous profits— 
constantly increasing both proportionately and absolutely—being made by the 
few successful producers. The crumbs that fall from the big shots’ tables get 
scarcer and crumbier. 

One veteran observer of the Broadway scene put it this way: “Pretty soon you'll 
have nothing left but Rodgers and Hammerstein. There won't be any Broadway.” 

The Cuarrman. The next witness is Mr. Watson Washburn, Esq., 
on behalf of the Ballet de Russe de Monte Carlo, Inc. 

Mr. Kean. Mr. Chairman, I would like to say that Mr. Washburn 
was a classmate of mine in college and a good friend. The committee 
might like to know that he at one time was tennis doubles champion 
of the United States on the team of Williams and Washburn. I do 
not know whether his tennis qualifies him to represent the ballet, but 
anyway I am awfully glad to have him here. 


STATEMENT OF WATSON WASHBURN, ESQ., ON BEHALF OF THE 
BALLET DE RUSSE DE MONTE CARLO, INC. 


Mr. Wasusurn. It is a privilege to be here, Mr. Chairman, before 
this very distinguished committee. 

The Cuarrman. We are pleased to have you here, especially as a 
friend of Mr. Kean. 

Mr. Wasupurn. Thank you, sir. I thought he was going to dis- 
qualify himself from sitting on my account. Unfortunately, my foot- 
work, while I was fairly good at tennis, is not nimble enough for the 
ballet, I feel inadequate to follow Dennis King. I only wish I could 
have brought a couple of ballerinas to perform. 
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The Carman. I am sure if you decide to do that later, we will 
be here. 

Mr. WasHevurn. I may do it next year. 

The CuarrMan. Sit down. Do you wish to submit your entire 
document for the record ? 

Mr. Wasusurn. I have already. I have submitted a statement. 

(The statement follows :) 


STATEMENT OF WATSON WASHBURN, TRUSTEE OF THE BALLET FOUNDATION, AND 
ATTORNEY FOR BALLET RUSSE DE MONTE Caro, INC. 


I am one of the trustees of the Ballet Foundation, a tax-exempt educational 
trust, which sponsors the Ballet Russe de Monte Carlo, the world famous ballet 
organization Which is operated by Ballet Russe de Monte Carlo, Inc., also a 
tax-exempt corporation. I am also a member of the law firm of Perkins, Malone 
& Washburn, which has handled the legal affairs of the Ballet Foundation and 
the Ballet Russe de Monte Carlo, Inc. since their inception, substantially 
without charge. 

This committee has frequently heard witnesses who testified that unless 
some tax was lowered or abolished their organizations would have to go out of 
business. I have the misfortune today to speak in behalf of an organization 
which was actually forced to suspend operations a year ago by the changes 
made in section 402 (b) of the 1951 Revenue Act, by the Senate Finance Com- 
mittee, these changes being later accepted by Congress. 

As you may recall, this section in the House bill contained a comparatively 
simple provision generally exempting from the admissions tax all institutions 
exempt from tax under section 101 (6) of the Internal Revenue Code. 

Representatives of the motion picture industry vehemently attacked the pro- 
posed change in the law, on the ground that it would create unfair competi- 
tion to the motion picture industry, which would still be subject to the 20-percent 
admission tax. Apparently as a result of this opposition, the Senate Finance 
Committee substituted for the simple House provisions a complicated variety 
of categories. These categories, however, were so inclusive that the estimated 
revenue loss of $22 million under the House bill was reduced by only $4 million 
under the Senate Finance Committee’s draft (which was finally enacted). 

Representatives of symphony orchestras and of opera companies appeared 
before the Senate committee and, perhaps in response to their presentation, a 
special saving clause was inserted which granted exemption to “symphony 
orchestras or operas.” Unfortunately, no ballet company was represented. Hence, 
ironically enough, though dances are frequently performed in connection with 
symphony orchestras, and ballets are common in operas, ballet companies as 
such were left subject to the tax. 

The Ballet Russe de Monte Carlo is I believe the oldest and has certainly 
proved one of the most popular ballet companies in the world, ever since it 
began operations in 1938. It had managed to keep its operations going with 
the assistance of public spirited donors in spite of steadily rising costs of pro- 
duction, and was encouraged to organize its annual 5-month’s tour of the United 
States in the fall of 1951, partly on the strength of the tax exemption which was 
provided in the House bill that year. Withdrawal of the exemption cost the 
company over $100,000 in the year 1951-52, which would otherwise have been 
received either in the form of higher admission charges or of larger attendance 
if the price of admission was reduced by the amount of the tax, or else by a 
combination of these two factors. 

The company was obliged to give up the struggle temporarily in 1952, but 
is now planning to resume operations next year. I sincerely hope that the 
Congress will further this worthy oljcctive by adding ballet to the category of 
symphony orchestras and operas, in which it rightly belongs. Of the three forms 
of the tine art of music—instrumentai, vocal, and dance—the dance is histor- 
ically the oldest, and is nothing more than the visval expression of music. 
Some of the world’s greatest composers, such as Tchaikowsky and Stravinsky, 
wrote some of their best music for expression in the dance. 

The intimate relationship of these forms of art is exemplified by the American 
Guild of Musical Artists, commonly known as AGMA, which was formed by 
concert artists after the formation of the American Guild of Variety Artists 
and Actors Equity Association in order to afford to musical artists the col- 
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lective bargaining protection that was being given to variety entertainers and 
theatrical performers. From the very beginning musical artists, whether instru- 
mentalists, vocalists or ballet dancers became members of AGMA. This union 
s naturally deeply concerned in the revival of Ballet Russe de Monte Carlo. 
Its letter is annexed. 

his ballet company gave permanent employment to nearly 100 people, and 
besides occasional visits to South America and Europe, it annually toured the 
United States, giving performances in all the larger cities, and many of the 


smaller ones, attended and enjoyed by nearly a million enthusiastic spectators. 

It seems somewhat inconsistent, after granting exemption from all other taxes 
to our organization (of which the exemption from Federal income taxes is in 
fact illusory, since like all artistic nonprofit institutions it operates at a con- 


tant deficit), to impose a very heavy flat tax on admissions. It also seems 
inconsistent, having very properly granted exemption from admissions tax to 
symphonies and operas 2 years ago, to continue to burden nonprofit ballet com- 
panies with the same 20 percent tax. And finally it seems a hardship on 
American ballet companies like ours, and its American audiences, to be burdened 
with this tax, while this Nation is making such large contributions to other 
countries in which ballet, like opera, is supported by the State by direct subsidy. 

Appreciating your courte sy in hearing our plea, we earnestly ask your con- 
sideration and hope that we may have relief from the tax. 

Mr. Wasuepurn. I should start by saying I am one of the trustees 
of the Ballet Foundation, which is a tax-exempt educational trust 
which sponsors the Ballet de Russe de Monte Carlo, which is a world 
famous ballet organization, world famous to me and I hope some of 
you have heard of it. It is really one of the leading ballet companies 
of the whole world, has been for along time. ‘That in turn is operated 
by the Ballet de Russe de Monte Carlo, Inc., which is also a tax- 
exempt organization. When I say tax exempt, I mean it has been 
granted exemption from all other taxes under section 101 (6) (c) of 
the Internal Revenue Code. 

I am also a member of the law firm that has handled its legal 
matters without any charge, unfortunately perhaps, for about 15 years. 

This committee, I am sure, has heard a great many witnesses who 
have told you that their businesses were threatened with extinction 
or terrible hardship if you did not lower or eliminate some tax, but 
I am in the unfortunate position of representing a great organization 
which literally was forced to suspend operations a year ago because 
of the reimposition—I am putting it too strongly—what actually 
happened was that this committee and the House passed the bill 
2 years ago which broadly exempted from the admissions tax all 
charitable and educational trusts which were exempt under 101 (6). 
Then the Senate Finance Committee, at its hearings heard a lot of 
protests from the motion picture industry which said that this would 
be unfair competition for them; that it would lead to a lot of fly-by- 
nights coming in and pretending to be charities and they would escape 
the admissions tax and that would not be fair to the motion picture 
companies. 

Possibly induced by that presentation, the Senate Finance Com- 
mittee adopted a lot of amendments to this formerly yg section. 
They did include so many different categories that the final result 


from the point of view of the Treasury, I believe, was negligible. 
I think they saved, they estimated, something like $4- million out of 
$22 million loss. But in that process unfortunately the ballet com- 
panies which had not either taken the trouble or had the financial 
strength to come down here in force and make a plea, lost out. They 
were among the few who fell by the wayside. The symphony orches- 
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tras and the operas kept in and it really is rather ironical that whereas 
dances are often part of concert programs—and if they are, of course 
they are exempt as part of the symphony and conce rts—they are also 
very often a part of opera and of course then they are exempt as being 
part of the opera. But a company like ours which is purely ballet 
is taxed 20 percent. And that tax added to all the other increases in 
costs that came on in recent years finally forced us to suspend a year 
ago. 

The CuarrmMan. May I ask you this question: if the tax were re- 
moved, do you feel that it would restore the ballet activity again ‘ 

Mr. Wasueurn. Yes. In fact, we already have plans to resume 
next year even if the tax is not repealed. We will try to anyway, but 
of course we do hope that it will be repealed and that we w ill be given 
the same treatment as nonprofit operation and nonprofit concerts. 
We feel we are just as much an art as they are, in fact, I think we ure 
an older art in the history of art than either operas or even our prede- 
cessors. We go back to early Greek times and the dance has always 
been recognized as a great art form. 

Of course another irony of the case is that whereas the motion- 
picture companies 2 years ago were protesting that they were being 
unfairly discriminated against, they have succeeded, temporarily at 
least, in securing a hope of an entire exemption while my unfortunate 
ballet company and others like it would be still subject to a 20-percent 
tax. 

Incidentally, another example of why the ballet is closely allied or 
yractically the same as concerts and the opera is that the same union, 
AGMA, the American Guild of Musical Artists, represents all the 
employees in those three groups. 

I have annexed to my statement here a letter from that union which 
heartily supports our plea. They have about 500 members who work 
in ballet. 

The CHatrman. Without objection, it may be included in the 
record. 

(The letter follows :) 

AMER a0 GUILD OF MUSICAL ARTISTS, 
New York 86, N. Y., August 8, 1953. 
Mr. WATSON WASHBURN, 
Perkins, Malone & Washburn, 
36 West 44th Street, New York 36, N. Y. 

Dear Mr. WAsSHbuRN: I have read the statement which you propose to submit 
in connection with your testimony before the House Ways and Means Commit- 
tee on extension to ballet companies, of the present exemption of the admissions 
tax. 

On behalf of the American Guild of Musical Artists (AFL), which has juris- 
diction over the field of ballet and dance and which numbers amongst its mem- 
bership over 500 dancers employed in the ballet field, I would like to endorse 
the statements and position taken by you and to urge remedial legislation to 
eliminate this discriminatory aspect of the present tax laws. 

Sincerely, 
AMERICAN GUILD OF MUSICAL ARTISTS, 
HYMAN R. FAINE, 
National Brecutive Secretary. 

Mr. Wasupvrn. This ballet company of ours gave employment to. 
nearly a hundred people in the course of its 14 years of work and, be- 
sides occasionally making visits to South America and Europe, it an- 
nually toured the whole United States and appeared in all the big 
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cities and a great many of the smaller ones as well as many colleges, 
30 or 40 colleges and concert places in small communities and alto- 
gether we have nearly a million spectators every year who all seemed 
extremely enthusiastic and enjoyed the performances. 

I feel sure that most people will agree that our company added con- 
siderable to the artistic wealth of the United States. It was quite a 
good deal due to our efforts that the ballet and dances have become 
a more important part than ever of the theater. I think I may say 
that without contradiction. 

It does seem a little unusually inconsistent and I realize it, since 
the revenue act has grown like Topsy in the last few years. There 
are a lot of inconsistencies, but it seems a little inconsistent for the 
Government to exempt our organization from all other taxes and even 
to exempt gifts to us, to allow them as deductions for income-tax pur- 
poses for the original donors and still to impose this very heavy 20- 
percent tax on gross receipts, 

It also seems inconsistent, to repeat, that having granted the exemp- 
tion to symphonies and operas, it should be denied to us, and finally 
it seems a hardship on American ballet companies and American audi- 
ences that we should have to pay, that the spectators should have to 
pay, and of course the burden of the tax falls on us, this 20-percent tax, 
while our country is contributing so much to foreign countries which 
subsidize their own ballet companies as well as their operas. 

Incidentally, it might be worth, as I hope the Code is going to be 
rewritten from top to bottom next year— 

The Cuamman. A good many laws will be rewritten, too. 

Mr. Wasnevrn. If it is, I respectfully suggest it might be worth 
this committee’s while to consider making this exemption if it is 
granted only cover those foreign countries which give us a similar 
exemption abroad because I have found that the British Government, 
for example, taxes the ballet foundation on some musical royalties 
which it derives from England, though we would under our present 
law exempt a similar tax for an English charity. 

Of course there are several ways of handling the actual mechanics 
of dealing with this admissions tax. If the general tax on profit 
organizations is reduced, could be reduced to a figure something like 
5 percent in common with the general excise tax on practically every- 
thing throughout the country, then the commercial theaters and the 
commercial motion-picture companies probably could not or would not 
object too much to being in that general class. But on the other hand 
I think it would still be logical to exempt the tax-exempt organiza- 
tions altogether from the admissions tax and that could be done in the 
presently complicated form by merely adding ballets to operas and 
symphonies in that long category of curious exemptions. 

I would again respectfully suggest if you want to simplify the code, 
it could be made so that any educational trust exempt under the gen- 
eral section 101 (6) would also be exempt from admissions on any per- 
formances which were part of its regular function, which would seem 
a logical and rational way of handling it and would not open the door 
to any fake promoters who might get hold of some charity and then 
put on some performances quite different, ostensibly for its benefit but 
to benefit themselves. 

I would be happy to answer any questions. I am awfully appre- 
ciative of your listening to me at such length. 
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The CuarrmMan. You have been most interesting, sir. We are glad 
to have you here. 

Are there any questions? The Chair hears none. 

Thank you very much. 

Mr. Wasuesurn. Thank you, sir. 

The Cuarrman. The next witness is Mr. Francis V. Kessing, Jr., 
Esq., San Francisco. He does not seem to be here. 

The next witness is Mr. Benjamin M. Becker on behalf of United 
Manufacturing Co., of Chicago, I1l., accompanied by Martin M. Nelson 
on behalf of Bally Manufacturing Co., Chicago, Ill, and Bailey 
Walsh, Washington counsel for both companies. 


STATEMENT OF BENJAMIN M. BECKER, ON BEHALF OF UNITED 


MANUFACTURING CO., CHICAGO, ILL., ACCOMPANIED BY MARTIN 
M. NELSON, ON BEHALF OF BALLY MANUFACTURING CO., CHI- 


CAGO, ILL., AND BAILEY WALSH, WASHINGTON COUNSEL FOR 
BOTH COMPANIES 


Mr. Becker. I appreciate the opportunity of being here. My name 
is Benjamin M. Becker, attorney at law, practicing in Chicago, Il. 

Mr. Chairman and gentlemen of the committee, this statement is 
being made also on behalf of Martin M. Nelson, a Chicago attorney 
representing Bally Manufacturing Co., Chicago, Ill., and Mr. Bailey 
Walsh, Washington counsel for both companies, United and Bally. 

At the outset, Mr. Chairman, I might say that though we represent 
a segment of the amusement industry, we are not here asking for a 
reduction of taxes, however needed it is in a great segment of the 
American economy. We are here, Mr. Chairman and gentlemen of 
the committee, simply to ask your help in getting the Treasury De- 
partment to do what is in our judgment the clear intent of the Con- 
gress as expressed by laws that have been adopted. I have here a 
written statement which has been presented to the reporter and rather 
than prolong the proceedings this evening, with your permission, Mr. 
Chairman, I simply would like to review it very briefly and emphasize 
2 or 3 points. 

The CuarrmMan. Without objection, it may be included in the record. 

(The statement follows :) 


STATEMENT BY BENJAMIN M. BECKER, ON BEHALF OF UNITED MANUFACTURING CO., 
CHICAGO, ILL., JOINED IN BY MArTIN M, NELSON, ON BEHALF OF BALLY MANU- 
FACTURING Co., CHICAGO, ILL., AND BAILEY WALSH, WASHINGTON COUNSEL FOR 
Born COMPANIES, IN Re Excise TAXeEs ON COIN-OPERATED AMUSEMENT DEVICES, 
Copr SECTION 3267 


The problem to which these remarks are addressed seriously affects a segment 
of the amusement industry; in fact, the problem, if unsolved, could destroy it. 

It is proposed that code section 3267 of the Internal Revenue Code be amended 
so as to eliminate a confusing and burdensome situation that has developed in 
the collectors’ assessment of the excise tax against coin-operated amusement 
devices. 

My name is Benjamin M. Becker. I appear here on behalf of United Manu- 
facturing Co., 3401 North California Avenue, Chicago, Ill. I have been author- 
ized by Mr. Martin M. Nelson, a Chicago attorney representing the Bally Manu- 
facturing Co., 2640 West Belmont Avenue, Chicago, LL, to state that this state- 
ment may be deemed to be presented on behalf of his client, too. Attorney 
tailey Walsh, Washington counsel for both companies, collaborated in the prep- 
aration of this statement. 


37746—53—pt. 423 








2506 GENERAL REVENUE REVISION 


The petitioners are manufacturers of coin-operated pinball and other amuse- 
ment machines.’ The petitioners sell the pinball and other amusement ma- 
chines to distributors who, in turn, sell the machines to operators. These ma- 
chines are placed on premises of small shopkeepers, taverns, and places of 
amusement. The proceeds of operation are divided between the proprietor of 
the establishment and the operator. The occupants of some of the premises 
award prizes if the player attains a designated score on each play of the 
machine or the highest score over a specified period, or, in some instances, they 
may redeem unused free games for 5 cents each, 


rHE TAX IN QUESTION 


Section 3267 of the code imposes a tax on “coin-operated amusement and 
gaming devices.” The occupant of the premises where a machine is located is 
liable for the tax. Under the statutory scheme “amusement and music ma- 
chines” and “so-called slot machines” are separately classified and taxed. If 
the machine is an amusement machine, the tax is $10 per year on each machine. 
if the device is a slot machine, the tax is $250 per year on each machine. Pin- 
ball and other amusement machines should fall within the $10 classification. 

However, an attempt is now being made in some districts to include pinball 
and other amusement machines under the $250 tax because a prize may possibly 
be awarded for skillful play. We respectfully submit that the presence of a 
prize element does not warrant the imposition of the higher tax. 

As a matter of fact, since the first enactment, the collectors’ offices throughout 
the country have uniformly assessed a $10 tax against pinball and other amuse- 
ment machines. For some reason the Treasury has reversed its position. 








THE PROBLEM 


The problem arises now by virtue of the attempt on the part of the collectors 
in various districts to include some amusement machines under the $250 tax 
because a prize may possibly be awarded for skillful play. Such action has been 
taken by the collectors in New Orleans, La.; South Chicago and Fort Wayne, 
Ind.; Little Rock, Ark.; Decatur, Ill.; San Bernardino, Calif., and other places. 
Though the petitioners do not pay the tax directly, the ultimate consumers of 
the petitioners’ products, the location owners, bear the burden of the tax. 


RATIONALE OF PETITIONERS’ AND TAXPAYERS’ POSITION—LEGISLATIVE HISTORY 


It is respectfully submitted that the presence of a prize element does not war- 
rant the imposition of the higher tax. The rationale of petitioners’ and tax- 
payers’ position is found in the legislative history of section 3267, which clearly 
indicates that pinball and other amusement machines are not classified and are 
not taxable as slot machines. 

Section 3267 was first proposed by the House of Representatives as part of the 
revenue revision of 1941. As passed by the House, H. R. 5417 assessed a tax of 
$25 on each “coin-operated amusement and gaming device.” ‘“Coin-operated 
amusement and gaming devices” were defined as “(1) so-called pinball and other 
similar amusement machines, operated by means of the insertion of a coin, token, 
or similar object, and (2) so-called slot machines which operate by means of in- 
sertion of a coin, token, or similar object and which, by application of the element 
of chance, may deliver or entitle the person playing or operiting the machine to 
receive cash, premiums, merchandise, or tokens.” The House obviously under- 
stood that pinball machines and slot machines were not the same, although it 
imposed a uniform $25 tax on each. If pinball machines were included in the 
general classification of slot machines, it was wholly unnecessary to mention 
them separately in clause (1). The report of the Ways and Means Committee 
also treated slot machines and pinball machines as separate categories (H. Rept. 
1040, 77th Cong., 1st sess. 60 (1941)). The report stated: 

“Coin-operated amusement or gaming devices” are, briefly, machines which fall 
within the general classification colloquially referred to as pinball machines 
and slot machines.” 

After the House passed its version of the bill, there were héarings before the 
Senate Finance Committee. At these hearings serious objections were raised 
against taxing pinball machines at the same rate as slot machines. Representa- 


1 Neither of the petitioners manufactures what are commonly known as slot machines, 
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tives of the coin-machine industry requested that pinball machines be placed in 
a separate category and taxed at $10 per annum instead of at $ De They 
emphasized that the higher tax was not economically feasible and that its imposi- 
tion would result in a loss of possible revenue by removing thousands of pinball 
machines from circulation? The Senate was impressed by this argument. 
Section 3267, as passed by the Senate, classified pinball machines separate and 
apart from slot machines, and reduced the tax on the former to $10 per machine 
while increasing the tax on the latter to $50 per machine. The report of the 
Senate Finance emphasized the basic intention to distinguish pinball machines 
from slot machines. S. Rept. No. 673, 77th Cong., 1st sess., p. 21 (1941). In the 
words of the report: 

“The House bill places a special tax of $25 per year upon each coin-operaicd 
amusement or gaming device maintained for use on any premises. 

“Your committee divides these devices into two categories. Upon so-caded 
pinball or other amusement devices operated by the insertion of a coin or token, 
the tax is reduced to $10 per year. Upon so-called slot machines, however, the 
tax is placed at $200 per year.” * 

The conference report was in accord in its understanding of the Senate amend- 
ment. The report stated that “the amendment establishes two different rates of 
tax: $10 per annum in the case of a pinball game, or similar game or amuse 
ment machine, and $50 with respect to so-called slot machines, the operation of 
which involves an element of chance.” * The House accepted the Senate amend- 
ment and section 3267 was enacted as part of the Revenue Act of 1941. 

There is nothing in the congressional hearings or reports or in the various 
versions of section 3267 in the 1941 act which substantiates the inclusion of 
pinball machines in a broader classification as one of a number of different slot 
machines. Surely it would have been meaningless to refer to pinball machines 
by name and to classify them separately for tax purposes if they were also 
includible within the slot-machine category. Instead, it is clear that “slot 
machine” is a term of art conforming to its generally accepted meaning as a 
mechanical device, an essential part of which is a drum or reel containing 
insignia such as oranges, cherries, lemons, and bells. 

The Revenue Act of 1942 added many new excise taxes to the code. Among 
the amendments was one designed to bring all coin-operated amusement and 
music machines under the $10 tax formerly imposed only on pinball and similar 
machines. But enlarging the category of machines subject to the $10 tax did 
not remove pinball machines from that classification.© On the contrary, the 
congressional reports on the amendment reaffirmed the continued inclusion of 
pinball machines under the $10 tax. In H. Rept. No. 2333, 77th Cong., 2d sess., 
p. 180 (1942), it was stated: 

“This section amends section 3267 of the code by defining ‘coin-operated amuse- 
ment devices’ to include all amusement machines and music machines operated 
by means of the insertion of coins, tokens, or similar objects. Under this amend- 
ment there will be included in addition to pinball machines, a great variety of 
other machines, such as baseball and football games, machinegun games, music 
machines (so-called juke boxes), and many other types of coin-operated games.” * 

The separate taxes imposed by section 3267 are placed on the coin-operated 
machines themselves, not on the use to which the machines may be put. We do 
not understand how a pinball machine can be transformed into something else 
merely by the award of nominal prizes for the attainment of high scores instead 
of additional free plays. The machine remains the same. It is still a device 
whereby one or more balls are propelled through a chute by the operation of a 
plunger in the hands of the player, with the ball then registering a score by 
hitting various bumpers or other objects or by dropping into holes and actuating 
electrically controlled circuits. The award of a prize does not mysteriously 
transform the machine into one containing insignia on reels or drums, , 











*See hearings before Senate Finance Committee on H. R. 5417, 77th Cong., 
pp. 1210-1215 (1941). 

® See also the additional statement on p. 55 of S. Rept. No. 673. 

*H. Rept. No. 1203, 77th Cong., Ist sess., p. 18 (1941). 

®In order to placate the fears of some manufacturers who were worried that their 
machines might be subject to the higher tax. the 1942 act also specifically stated that 
certain gum-vending machines which contained some of the characteristics of slot machines 
would not be taxed as slot machines. See hearings before Senate Finance Committee on 
H. R. 7378, 77th Cong., 2d sess., pp. 1135-1141 (1942) 

* Emphasis added. See also S. Rept. No. 1631, 77th Cong., 2d sess., p. 266 (1942), which 


again refers to the “tax of $10 per year with respect to so-called pinball and other similar 
machines.” 


lst sess., 
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Nor are the other amusement machines covered by the $10 tax converted into 
slot machines simply by adding the element of a possible prize. For example, 
the simulated bowling, baseball, football, hockey, and basketball games and 
the various types of gun games do not become slot machines because a proprietor 
decides that the attainment of a designated score should entitle the player to a 
prize. The games continue to be as different in structure from slot machines as 
they are when the attainment of a designated score entitles the player to addi- 
tional free games. 

The pinball and other games under discussion are distinguishable from slot 
machines in another important feature. Slot machines are pure gambling devices. 
The player is betting that by inserting a coin and pulling a lever the drums will 
revolve and end in a combination which will deliver to him more coins than he 
put into the machine. Obviously, amusement does not result from watching the 
drums revolve for a few seconds. Usually all that results is the loss of money. 
In contrast, the machines with which we are concerned are essentially amuse- 
ment devices. They involve the playing of a game in the hope of achieving a 
designated score. The element of chance or perhaps more properly termed 
“luck” far from being the controlling factor is, rather, only an incidental feature 
that in part contributes to the suspense and amusement attraction of the game. 
Awarding a prize for attaining that score does not remove the amusement 
feature of the game. Surely it could not be said that golf players who make 
nominal wagers among themselves on their skill in equalling par, for example, 
have removed their game from the amusement field. 

Unlike the case of slot machines the successful operation of the machines under 
discussion depends, in part, on the skill of the player. In the typical bowling 
machine the score is determined by the skill of the player in pushing the pucks 
over the playing surface of the game. In pinball games the insertion of the 
coin merely releases the balls for play. From that point on the play of the game 
is in the control of the player who, with greater or lesser skill in the application 
ot the proper amount of force, releases the plunger which propels the balls. 
Thereafter the manual dexterity of the player in slightly tilting or nudgihg the 
machine and, in some games, manipulating the flippers to again propel the ball 
is instrumental in achieving a high score. And in the various gun games the 
attainment of a required score is obviously due to the player’s skill as a marks- 
man. In none of these games does a favorable result depend on pulling a lever 
at the propitious time in the mathematical sequence of plays on the machine. 

In recent prohibiting the interstate shipment of slot machines, Congress also 
used the term “so-called slot machines.” Public Law 906, Sist Cong., 2d sess. 
(1950), 15 U. S. C. A. sees. 1171-1177). In so doing it unequivocally recog- 
nized the commonly accepted meaning of the term. Section 2 (a) of the law 
defines “gambling device” as including “any so-called ‘slot machine’ or any other 
machine or mechanical device, an essential part of which is a drum or reel with 
insignia thereon.” And the House report‘ states: 

“Paragraph (1) of the definition deals with machines and mechanical devices 
commonly known as slot machines. These machines commonly employ drums or 
reels with insignia thereon which are activated either mechanically or in some 
other manner as, for example, by electric power.” 

In thus defining “so-called slot machine’ Congress recognized that “works of 
art bring their art with them. They bear the meaning of their habitat whether 
it be a phrase of technical significance in the scientific or business world, or 
whether it be loaded with the recondite connotations of feudalism.” ® 

In everyday speech, as well as in the trade, the mere presence of a slot for the 
insertion of a coin does not extend the term “slot machine” to telephones, soft- 
drink dispensers, turnstiles, parking meters, juke boxes, or pinball and other 
amusement games. As Mr. Justice Frankfurter has stated: ”® 

“And so we assume that Congress uses common words in their popular mean- 
ing, as used in the common speech of men. The cases speak of the ‘meaning of 
common understanding’, ‘the normal and spontaneous meaning of language’, ‘the 
common and appropriate use’, ‘the natural straightforward and literal sense’, and 
similar variants. In McBoyle v. United States,7° Mr. Justice Holmes had to 
decide whether an airplane is a ‘motor vehicle’ within the meaning of the 


7H. Rept. No. 2769, 8ist Cong., 2d sess. (1950). 

® Frankfurter, Some Reflections on the Reading of Statutes, 47 Col. L. Rev. 527, 537 
(1947). 

*Id., at 536. 

% 283 U.S. 25, 26 (1931). 
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Motor Vehicle Theft Act. He thus disposed of it: ‘No doubt etymologically it 
is possible to use the word to signify a conveyance working on land, water, or air, 
and sometimes legislation extends the use in that direction * * *. But in every- 
day speech ‘vehicles’ calls up a picture of a thing moving on land.” 

Notwithstanding the clarity of the legislative history, about a year ago, before 
this Congress and administration took office, the collectors of internal revenue 
in various districts arbitrarily, in our judgment, are currently assessing the $250 
tax on pinball machines. 

Last September meetings were held with representatives of the Bureau of 
Internal Revenue to review this problem, but to no avail. More recently this 
problem was brought to the attention of Kenneth W. Gemmill, Assistant to the 
Secretary of the Treasury. We are hopeful that the Treasury Department will 
join us in solving this problem so as to afford the necessary relief. 

Two other aspects of the problem must be noted. 


REDUCTION IN TAX REVENUES-—-BURDEN TO NEIGHBORHOOD STORE OWNERS 


The imposition of the higher tax because prizes are awarded would seriously 
diminish the revenues which Congress intended to collect. Needless to say, the 
$250 tax would drive most of these machines off the market. Coin-operated 
amusement machines are found in neighborhood stores and in local taverns. 
They are not “big business.” The few dollars earned by the small-shop keeper 
from their operation help pay the rent and other expenses. Depending on 
the player appeal of the game and location, the annual income from a machine 
may range from less than $250 to amounts several times greater in unusual and 
exceptional locations.“ Obviously it is not economically feasible for the occupant 
of the premises on which a machine is located to pay a $250 tax. It is estimated 
that there are in excess of 300,000 such neighborhood store owners and local 
taverns in which the amusement games are placed and which are adversely 
affected by this burdensome tax. 


DAMAGE TO INDUSTRY AND TO SMALL BUSINESS 


The current drive to impose a $250 tax on amusement machines because of the 
presence of a possible prize element is seriously affecting the coin-operated amuse- 
ment machine industry. The industry will be unable to operate in the face of 
this unwarranted increase in tax to the extent of 2,400 percent. The end result 
will be the virtual cessation of operations, with its attendant economic dis- 
locations. 

Such dislocations will be of more far-reaching effect than first appears. While 
the manufacturers themselves are small in number with an aggregate direct 
employment totaling probably less than 10,000, the injury to the countrywide 
consumers of the manufacturers’ products, and their employees, would mount 
to an impressive total. 

In the first instance there are hundreds of manufacturing firms supplying raw 
materials to the members of the industry and who would be adversely affected. 
Moreover, there are approximately 15,000 retail purchasers of the manufacturers’ 
equipment, who place this equipment on location with many thousands of local 
storekeepers. Some of the retail purchasers consist, of course, of individuals, but 
the majority are business enterprises employing from 2 or more persons to as 
many as 100 persons. Similarly, the better than a quarter-million location 
owners multiply to a much greater total than the proprietors alone. The majority 
are of the local storekeeper-tavern owner class conducting a family enterprise. 
However, each represents additional employees ranging perhaps from only 
members of the family up to very appreciable numbers. It may fairly be assumed 
that perhaps half a million people would be adversely affected if the amusement 
machine industry is forced out of business or seriously restricted in its operations 
by reason of an excessive and confiscatory excise tax. 


ASSESSMENT OF LARGER TAX INVADES THE RAPIDLY DIMINISHING SOURCES OF REVENUB 
FOR LOCAL GOVERNMENTS 


One need but make a passing reference to the very serious financial problems 
confronting city, town, and State governments. With increasing cost of govern- 


_——_———_, 


The operator must amortize his usual investment of from $500 to $600 per machine 
from his share of its income. The games have a sharply decreasing attractiveness after 
they are first put into operation, and the amortization period is usually 1 year. 
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ment, cities, towns, and villages have been in serious and dire need of increased 
revenues. Taxes on real estate have about reached the maximum. More and 
more local bodies have had to look to other sources of revenue, such as the sales 
tax, license fees and licensing for revenue. Hundreds of cities throughout the 
United States have in effect or are presently considering the licensing of amuse- 
ment games. It is only fair and equitable that this source of tax revenue be 
reserved for the local communities. The licensing of an amusement game is 
feasible for the local communities. In general, it is the local government that regu- 
lates the public use of such amusement machines. Logically, the local body 
should have the exclusive right to license such machines. 

The extent to which local communities have utilized this source of revenue 
may be gleaned from exhibits herewith submitted. 

Exhibit A which is a partial list of a representative group of cities with 
over 30,000 population where coin-operated mechanical amusement devices 
are licensed. While the term “coin-operated mechanical amusement devices” 
covers a wide variety of amusement machines, pinball and marble games 
appear to be the most widely operated of all types. This information is from 
the publication of the United States Conference of Mayors, as of September 
1, 1948. 

Exhibit B, being report No. 2991 on Licensing of Coin-Operating Ma- 
chines, prepared by the New York State Board of Municipal Information, 
dated November 2, 1947. 

Exhibit C, letter dated May 18, 1953, from George W. Jenkins, vice presi- 
dent of Bally Manufacturing Co., addressed to Attorney Martin M. Nelson, 
my associate in this matter. 

These exhibits, based on the best available information, clearly demonstrate 
the extent to which cities and States throughout the United States have utilized 
this source of revenue. 

More recently, it is noted, the German Assembly of the State of Illinois, in 
seeking much-needed additional revenue, has in the session just concluded en- 
acted a law licensing coin-operated amusement games at $50 per pinball machine. 
It is variously estimated that this law will produce from $2 to $3 million dollars 
of needed revenue. 

It is most serious to note that in many places in the United States, such as 
Maryland, Washington, Oregon, Mississippi, Louisiana, Kentucky, and Illinois, 
the sum of the city, State and Federal tax would exceed the value of the machine. 
Clearly, as a revenue measure this is shockingly confiscatory. 

The assessment of the higher Federal excise tax of $250 against amusement 
machines will rapidly and quickly dry up this source of revenue for local 
communities. 

It should be noted that the requirement that the store owner purchase a $250 
Federal “gaming” stamp tax and the resultant adverse inference that may be 
drawn from being placed in the “slot machine” class is an insurmountable barrier 
to many location owners in using amusement devices to supplement income, 
irrespective of the amount of tax involved. This would very adversely affect the 
resultant license revenues to local governments. 


PROPOSAL 


To solve the problem herein discussed, and to eliminate a burdensome and 
confusing situation, it is respectfully requested that section 3267 of the Internal 
Revenue Code be amended so as to make it clear that pinball and amusement 
machines are clearly within the $10 classification. 

o9Rg7 


The following amendment to section 3267 would solve our problem and its 
adoption is respectfully urged: 

“Sec. 3267. TAx oN Corn-OPERATED AMUSEMENT AND GAMING DEVICES.” 

“(a) Rate.—Every person who maintains for use or permits the use of, on 
any }lace or premises occupied by him, a coin-operated amusement or gaming 
device shall pay a special tax as follows: 

(1) $10 per year in the case of a device defined in clause (1) of sub- 
section (b); 

“(2) $250 per year in the case of a device defined in clause (2) of sub- 
section (b); and 

“(3) $10 or $250, as the case may be, for each additional device so 
maintained or the use of which is so permitted. If one such device is 
replaced by another, such other device shall not be considered an additional 
device. 













| 
i 
| 
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“(b) DeErrnition.—<As used in this part the term ‘coin-operated amusement 
and gaming devices’ means (1) any music machine operated by means of the 
insertion of a coin, token, or similar object; or a vending machine operated by 
means of the insertion of a 1-cent coin, which, when it dispenses a prize, never 
dispenses a prize or a retail value, or entitles a person to receive a prize of a 
retail value of, more than 5 cents, and if the only prize dispensed is merchandise 
and not cash or tokens; or any amusement machine, including any so-called 
‘pinball’ machine, operated by means of the insertion of a coin, token, or similar 
object, but not including any device defined in clause (2) of this subsection; and 
(2) any so-called ‘slot machine’ or any other machine or device an essential part 
of which is a drum or reel with insignia thereon, and (A) which when operated 
may deliver as the result of the application of an element of chance, any money 
or property, or (B) by the operation of which a person may become entitled to 
receive, as the result of the application of an element of chance, any money or 
property; or any machine or mechanical device designed and manufactured to 
operate by means of insertion of a coin, token, or similar object and designed 
and manufactured so that when operated it may deliver as the result of the 
application of an element of chance, any money or property.” 

The definition of machiues in clause (2) is identical with the definition of 
“vambling device” as used in Public Law 906 enacted into law by the Congress, 
approved January 2, 1951. 


ExHipir A—MECHANICAL AMUSEMENT DEVICES 


LICENSE FEES BASED ON FLAT RATE PER MACHINE 


$100 per year: Fresno, Calif.; Orange, Passaic, Union City, and West New 
York, N. J.; Toledo, Ohio. 

$60 per year: San Bernardino, Calif., Granite Falls, Minn. 

$50 per year: Watertown, Mass.; Highland Park, Mich.; Erie, Pa.; Ogden, 
Utah; Minneapolis, Minn. 

$35 per year: Perth Amboy, N. J. 

$25 per year: Santa Monica, Santa Ana, Calif.; New Britain, Conn.; Tampa, 
Fla.; Chicago, Ill.; Cumberland, Md.; Wyandotte, Mich.; Reno, Nev.; Camden, 
N. J.; Salt Lake City, Utah; Portsmouth, Va.; and West St. Paul, Minn. 

$20 per year: Moline, Ill.; Paducah, Ky.; Tulsa, Oklahoma; Reading, Pa., and 
Philadelphia, Pa. 

$15 per year: Louisville, Ky.; Cambridge, Mass.; Buffalo, N. Y.; Canton, 
Ohio; and Norristown, Pa, 

$12 per year: Burbank, Calif.; Peoria, Il.; and Evansville, Ind. 

$10 per year: Orlando, Fla.; Lexington, Ky.; Lansing and Muskegon, Mich. ; 
St. Joseph, Mo.; Hazelton, Pa.; Racine and La Crosse, Wis.; and Cheyenne, Wyo. 





$5 per year: Irvington, N. J.; Huntington, W. Va.; Oshkosh, Wis.; and Echo, 
Minn. 
$2 per year: Nashville and Memphis, Tenn. 


Si 


$1 per year: Lewiston, Maine. 


LICENSE FEES BASED ON OTHER THAN SINGLE FLAT RATE PER MACHINE 


Alameda, Calif.—Each penny machine, $3; others, $20. 

Bellingham, Wash.—Persons owning or operating machines $5,000 annually 
plus $5 per month for each device operated. 

Baltimore, Md.—Each 5-ball machine $65. Each 1-ball or console machine 
$100. Amusement arcades operating 15 or more machines, $1,000 for the opera- 
tion of all such devices. 

Charleston, W. Va. 

Columbus, Ohio—Each machine operated by less than 5 cents, $5; others, 
$10 each. Amusement arcades, $175. 

Colorado Springs, Colo.—Operators, $100 plus $15 for each machine. 

Covington, Ky.—Each machine, $10. Distributors license, $10. 

Danville, Va——Each penny machine $2; others, $25. Persons selling, leasing, 
or renting machines for operation by others, $250. 

Davenport, Iowa.—Each machine, $10. Persons selling, leasing, or renting, 
$300. 

Dallas, Tex.—Each machine, 5 cents deposit or less, $15; others, $30 each. 
Elizabeth, N. J—Operator’s license, $2,000 plus $10 for each device. 





Each penny machine, $2; others, $5 each. 


+ 
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Grand Rapids, Mich—Bach machine, $25. Owners or lessees of devices oper- 
ated in more than 1 place of business: 25 machines or less, $25 ; 26 to 50 machines, 
$50 ; 51 to 75 machines, $75 ; 76 machines or more, $100. 

Greenville, S. C_—BDach penny machine, $5.50; others, $7.50. 

Hartford, Conn.—Operators, $12 each machine. Distributors, $12 each 
machine. 

Houston, Tex.—Each machine taking coins of a value in excess of 1 cent but 
not over 5 cents, $15; over 5 cents, $30 each. 

Inglewood, Calif—Each penny machine, $6 per quarter; others, $10 per 
quarter. 

Joplin, Mo.—Persons who contract for the operation of machines on premises 
other than his own, $25 plus $5 for each 5-cent pinball machine; $2 for other 
5-cent operated amusement devices ; $1 for all 1-cent operated amusement devices. 
Owners of machines operated in their own place of business: Each 5-cent pin- 
ball machine, $5; other 5-cent operated amusement devices, $2; all 1-cent operated 
amusement devices, $1. 

Jackson, Mich.—Owners of more than 1 machine, $1,000 for the first device; 
each additional device $5. Owners of 1 machine, $25. 

Johnstown, Pa.—First machine $20; each additional, $10 but not to exceed 
$100 for 1 place of business. 

Jacksonville, Fla.—Persons providing machines for use on premises of others, 
$250 for each 100 machines plus $25 for each machine displayed for operation. 
Persons owning and operating machines on own premises, $50 for each machine. 

Kansas City, Mo.—Each pinball or marble machine, $10; other coin-operated 
amusement machines, $5. (Under pending amendment all devices $100 each. 
Distributor, $25.) 

Long Beach, Calif.—First machine, $75; each additional, $6. 

Le Sueur, Minn.—$150 up to 15 machines and $10 for each additional machine. 
Operators fee $5 per machine and not more than 5 licensed for operation in 1 
place of business. 

Lincoln, Neb.—Investigation fee, $5; permit fee, $25; and an annual occupa- 
tion tax of $25 on each 1-cent machine and $50 each on others. 

Milwaukee, Wis.—Each machine, $10. Distributors license, $200. 

McKeesport, Pa.—Each machine using 5 balls or more, $35; others prohibited. 

Mobile, Ala.—For the first 10 machines (nickel slot), $15 each; all over 10, 
$10 each; penny machines, $5 each. 

Madison, Wis.—Machines operated by: 1 cent, $5; 2 cents, $10; 3 cents, $15; 
4 cents, $20; 5 cents, $35. 

Miami, Fla.—Each machine, $33.75. Distributors, $1,340 each 100 machines. 

Norfolk, Va.—Each penny machine, $5; others, $20 each. Persons selling, 
leasing, or otherwise furnishing machines to others, $30 plus three-tenths of 1 
percent of gross receipts for the preceding year in excess of $3,000. 

New London, Conn.—Each machine, $15. Each establishment where machines 
are operated, $10. 

Newport News, Va.—Each machine, $50. Persons selling, leasing, or renting 
machines, $500. 

Oklahoma City, Okla.—Each penny machine, $5; nickel machines, $10. 

Phoeniz, Ariz—Each machine operated by coins of a value of not more than 
25 cents, $100. Persons selling, leasing, or renting such devices, $10 annually. 

Pontiac, Mich.—Persons placing machines for operation in other than his own 
place of business, $50 plus $5 for each device. Persons owning and operating 
machines in own place of business, $5 each device. 

Portland, Oreg.—Persons selling, leasing, or distributing, $200 a year plus 
$10 semiannually for each device sold, placed, or operated. If only 1-cent de- 
vice, $10 a year plus 25 cents semiannually for each device. Persons owning 
or operating a business in which machines are located, $10 a year plus $10 semi- 
annually for each device except those for which individual machine license has 
been paid by a lessor and except for penny machines. 

Pueblo, Colo.—Persons using or renting devices for use on premises, not under 
such person’s control, $125 plus $15 for each machine. Owners of less than 
3 machines operated on premises under control of such person, $30 each machine. 

Rockford, JU.—Each machine, $15. Persons who lease or distribute machines 
for operation by another, $100 for the first 10 machines or less plus $10 each for 
all over 10. 

Riverside, Calif—Machines operated by 5 cents or more, $50 for first 10 ma- 
chines or less and $5 for each machine over 10. 
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St. Paul, Minn.—Business license for distributors who retain title to ma- 
chines $100 plus $5 for each machine placed in operation. Proprietors of places 
ef business in which machines are located, $50 provided that if 10 or more 
machines are operated on the premises the license fee shall be $200. 

Santa Barbara, Calif—Each machine, $10 per quarter plus operator's license 
of $100 per annum. 

San Jose, Calif—Persons engaged in the business of renting or placing ma- 
chines, $60 per quarter plus $6 per quarter for each device. Persons owning or 
operating premises where machines are located, $1 per year plus $6 per quarter 
for each machine. 

Saginaw, Mich.—Operators license, $100. Each machine, $10. 

Springfield, Ohio—Each machine, $50. Persons leasing or installing machines 
for operation in places of business not owned or controlled by them, $150. 

Syracuse, N. Y.—Places of business where machines are located, $25; plus $25 
for each machine operated plus $1 for identification tag for each machine, 

Stockton, Calif —Three hundred dollars for the operation of not to exceed 20 
machines plus $6 per month per machine except ray-o-lite devices for which the 
additional fee is $1 per month per machine. Places of business where machines 
are located, $30 annually. 

San Francisco, Calif—Each penny machine, $5 per quarter; others, $12.50 per 
quarter. 

Sacramento, Calif—Bach skee-ball, bowlette, or similar device, $10 quarterly. 
Each ray-o-lite or similar machine, $12 per year. Each ball-game machine using 
10 or more balls, $3 per quarter; 4 to 9 balls, $10 per quarter; 1 to 3 balls, $25 
per quarter. 

Seattle, Wash.—Operators, $25 for each device. Location license, $7.50 for 
not to exceed 3 devices in one place and $5 for each additional device. Oper- 
ators’ penny amusement device license, $1 for each device. Location license, $5 
for each place of business. Wholesale distributors’ license, $250. 

Trenton, N. J.—Each penny machine, $10; each 5-cent machine, $40; others, 
$50. Distributors: 1 to 10 machines, $50; 1 to 20, $75; 1 to 30, $100; 1 to 40, $125; 
1 to 50, $150; more than 50, $250. 

Utica, N. Y.—For places of business in which machines are located, $3 for each 
machine. Owners or operators of 3 or more amusement devices, $75; of less 
than 3, $25. 

Wilkes-Barre, Pa.—Each pinball machine, $35. Other amusement devices, $5. 
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ExHIBIT B 


Report No. 2991, Licenstne Corn OPERATED MACHINES BY NEw YorK STATE 
BUREAU OF MUNICIPAL INFORMATION 





What fees are charged for licenses of the following types 
of machines 
Name of municipality 








j | ] 
Peanuts | Gum Cigarettes | Candy | Coca-Cola 
| 
CITIES | | | | 
Long Reach s $2 $2 $2 $2 | $2 
Distributors of more than 2 machines | 
(who lease, rent or operate) $20 in ad- 
dition to charge per machine 
Saratoga Springs —_ aie Sipe _— binge beng eaNate dian 
What fees are charged for licenses of the following types of machines— 
Name of municipality yey — 
Pin-ball Juke boxes 
CITIES | 
Buffalo $15 per year .| $20 per year 
Cortland $200 per year for owners, $10 for each machine and $1 identi- | $12 per year 
fication sticker for each machine each time location is 
changed 
Hornell $10 for each machine, $1 tag for owners 
Jamestown aia $10 | 
Little Falls Owner-operator, $75 per year; each game, $5 (5-cent ma- | (5-cent ma- } 
chines), $10 each chines), $10 
each. 
Long Beach 3 Distributors of more than 2 machines (who lease, rent, or | 
operate), $100 in addition to charge per machine 
Oneonta $50 per year o-. 
Plattsburgh $10 per year 
Rochester $50 for license, $1 for sea] for each machine 
Rome $10 for each machine and $1 for each tag attached thereto 
Saratoga Springs $100 distributor and $25 for each machine 
Syracuse $31 ‘ $15. 
Tonawanda $25 for 1 or 2 machines 
Utica $10. 
Yonkers $12.50. 

VILLAGES ! 
$25 ; $25. | 
$11 | 
$50 | 


$25 ($21, $3 for amusement center, $1 license 

Owner shall pay yearly, $300 for 15 machines and $10 for 
each additional machine; the proprietor’s license fee 
where machine is placed) pays $15 for 1 machine and 
$10 for each additional machine. 





Lynbrook $10 and $1 for tag 
Pleasantville $10 for each machine by the owner and $5 for each machine 
by the operator. 
Spring Valley $100 ‘ sl 
Suffern $50 per year 
Tuckahoe $25 per a | $10 per annum. 





Wellsville ; $1 per month 


What fees are charged for licenses of the following types of 


Nar f municipality 
hime OF municipality machines—any others 


CITIES 
Buffalo. . - | Shuffleboards, $10 per year. 
Hornell A musement center, $10 for 1 to 3 machines; $5 each over 9 machines. 
Jamestown... ‘ Mechanical devices, $1 to $5. 
Long Beach... ; ; Coin-operated weighing machines, $3; automatic penny devices 
movies, games, etc.), $1 
Oneida... ‘ ‘ Amusement center, operator or owner, $1,000; tag, $1. 
VILLAGES 
East Rochester..........-.. j $25 for amusement center license which is charged to any establish- 


ment in which a pin ball machine is operated. This is in addition 
to the $11 fee for each machine 
Greenwood Lake inl $5 year refreshments; amusement center, $25 per year. 
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Exursit C 


BALLY MANUFACTURING CO., 
Chicago 18, Ill., May 18, 1958. 


Re section No. 3267 of Internal Revenue Code. 


Mr. MARTIN NELSON, 
Chicago, Ill. 

DEAR MartTIN: You have asked me for statistics on State and municipal li- 
cense revenue from the taxing and licensing of pinball and similar amusement 
games. You required these to facilitate Mr. Gemill’s study of the necessity 
for clarification and for desirable further amendments to section No. 3267. 

As you know, there is no uniform national pattern in this respect such as 
exists, for example, with State automobile and municipal vehicle licenses. 
Rather, local revenues are an almost completely individual matter, varying 
widely throughout the States and even between communities in the same State. 
Further, frequently such local revenues are lumped in general revenue funds 
and so are difficult to segregate; plus the fact that while in some communities 
only one specific type of pinball or amusement game is licensed, in other areas 
the tax also applies to practically anything operated with a coin as well as games, 
such as venders, music, and the like. 

Nevertheless, I furnish herewith sufficient fairly accurate figures to substan- 
tiate our contention that local licensing is a very substantial and desirable 
source of tax revenue on State and municipal levels. For example: 

Maryand: The State itself collects no direct revenue from this source Other 
than an approximate $30,000 to $35,000 per year music fee, plus a State admis- 
sions tax of one-half of 1 percent on gross receipts for all coin-operated equip- 
ment. That latter figure is lumped in the general admissions tax income and is 
difficult to segregate. 

However, statewide, for some 23 counties and Baltimore City; pinball 
music, vender, etc., local fees aggregated $758,000 in 1950 and $618,000 in 1951, 

faltimore City accounting for over $300,000 in 1950, just under that figure for 
1951, with similar amounts estimated for 1951 and 1952. 

Maryland has another unique practice in that by special legislative author- 
ization certain counties are granted biennial license privileges which extend even 
to slot machines, although this is limited to some 3 or 4 counties. 

Washington: Has a statewide tax which still leaves municipalities free to 
set up their own regulations and local fees. This practice—under various rate 
amendments—has been in existence for over 10 years. (Here again, due to 
Washington “beverage regulation” private clubs have been permitted the special 
privilege of maintaining slot machines as well as other coin-operated devices 
and the State statistics include such revenue. I stress this point in the interest 
of accuracy even though the private-club slot-machine revenue is not a part 
of our concern—nor of general public or general municipal interest.) 

For 1948 and 1949, the direct Washington State revenue for pinball-machine 
licenses (including private clubs from their privately maintained slot machines) 

ras $6,244,000. For 1949 and 1950, the figure was $5,205,000; for 1950 and 
1951, $4,400,000. These revenues represented from 3 to 5 percent of the entire 
State general revenue. 

In addition, practically all municipalities maintain their own special licensing 
which is mainly confined to pinball machines only and which vary according 
to local unit rates and size of municipality. To cite the city of Seattle alone, 
their 1952 city pinball license fees were $64,000 and has maintained about that 
same average for some years past. 

The neighboring State of Orgeon has a very different pattern. 

Oregon: The State itself still collects amusement-game revenue on a very 
general and vaguely worded State statute which has heen in existence for some 
14 or 15 years—technically you will find this is a privilege tax. Such overall 
State revenue for the years 1948 and 1949 equal $346,000; 1949 and 1950, 
$307,000 ; 1951 and 1952, approximately $300,000. 

In addition an average of between 30 and 40 Oregon municipalities maintain 
their own widely varied local license ordinances which produce municipal 
revenues of from a few thousand dollars per community up to the city of Portland 
which has a consistent average of over $100,000 per year. 

Louisiana: The State itself has a comprehensive State license law covering 
practically any device operated with a coin (other than utilities service) which 
for the last fiscal year produced some $576,000. 
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Most of the State’s parishes and municipalities also maintain their own local 
license and tax schedule which produce income of a few thousand dollars annu- 
ally for the smaller communities up to their major example of New Orleans which 
collected $102,000 from this source for the last fiscal year. 

Perhaps the above four details are sufficient specific examples, I could extend 
the list indefinitely, although, to make them clear, each citation would require 
detailed explanation. 

Along this line, I might quote a few additional examples: Pennsylvania: the 
State itself has no specific revenue collection except a very archaic pool-table tax 
of about $24 a year which is sometimes applied to coin-operated amusement 
devices. Various Pennsylvania municipalities have their own ordinances; such 
as the city of Pittsburgh which for some years past have averaged about $75,000 
per year. 

Similarly, Kentucky State realizes about $200,000 a year plus various separate 
municipal authorizations ranging from a few thousand dollars a year up to the 
city of Louisville, which averages $75,000 to $100,000 per year. 

To cite still further, our own State of Illinois, which at present collects no 
State revenue from any of these sources (although several legislative measures 
on both amusement and vending devices are pending now), still leaves quite a 
number of communities which maintain strictly local license ordinances produc- 
ing from a few thousand a year for the smaller communities up to as much as 
$100,000 in some of the larger cities. 

Checking back over what I have just written, I should like to reemphasize that 
in some of the detailed examples cited, I included State revenue from slot ma- 
chines even though these devices are none of our concern. 

Nevertheless, I did this because such figures were included in the formal statis- 
tics of the States (particularly Maryland and Washington) quoted. 

The point is that I wanted to give a true picture—but at the same time point 
out such so-called slot-machine revenue is generally from private-club, private- 
access sources and has little or nothing to do with the general amusement-game 
picture of devices open to public patronage and the general State and municipal 
license prospects. 

One other point occurs to me. You may note that where I have cited detailed 
specific-year amounts, there has been somewhat of a drop between 1948 and 1949 
returns and current figures, 

At least in part, some of this drop is directly traceable to the confusion and 
conflicts between Federal tax demands and conflicting classifications under 
section No. 3267 and local practices. 

Very truly yours, 
3ALLY MANUFACTURING Co., 
GEORGE W. JENKINS, 
Vice President. 


Mr. Becker. The companies that I represent for whom this presen- 
tation is made represent about 70 percent in amount of sales of the 
entire industry. I speak aigtienaaty of the coin-operated amusement 
machine industry and more specifically the pinball machine, and to 
make it clear, I am not speaking for or on behalf of the slot machine. 
Just to say a word about the kind of machine that is manufactured 
and the nature of these manufacturers. They construct these pinball 
games which I am sure the gentlemen of the committee have seen from 
time to time. These machines are sold to distributors and the dis- 
tributors in turn sell them to operators who in turn place these amuse- 
ment games in stores of all kinds, candy stores, taverns, in the smaller 
country towns, they are placed in all sorts of establishments. They 
are played for a 5- or 10-cent coin and they are played for amusement 
for the most part. Now, I am speaking directly to section 3267 of the 
Internal Revenue Code, which is the section that assesses an excise tax 
on amusement games, amusement and music machines and the tax 
is really in two categories, amusement and music machine, and so- 
called slot machine. 

In the first category, we have the $10 tax on amusement and music 
machines and $250 on the slot machine. 
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Now, pinball games or pinball amusement machines, since 1951, 
when this section of the code or this tax was first assessed, have been 
taxed at the rate of $10 a machine. More recently, an attempt has 
been made by the collectors throughout the country, various sections 
of the country, to assess a $250 tax against the pinball machine simply 
because, as we were told by Treasury representatives back in Septem- 
ber when we had meetings with them, because a prize may possibly be 
awarded for skillful play. I submit. to you, Mr. C hairman, and gen- 
tlemen of the committee, that that interpretation is arbitrary and a 
position which is unwarranted by the legislative history of this 
section. 

Mr. Exeruarter. What we intended was to tax one-armed bandits 
$250. 

‘Mr. Becker. Congressman Eberharter, that is our position, that the 
intent of Congress was that the $250 tax is to be levied on slot machines 
and not on other amusement machines. Notwithstanding that, the 
Treasury Department has taken this position. Collectors have as- 
sessed in various sections of the country, in Louisiana, California, 
Indiana, and other States, they are assessing us $250 tax. Now, to 
appreciate the burden that this has imposed, bear in mind that the tax 
is to be paid by the little store owner or tavern operator who today 
must look to other sources of revenue to maintain his establishment. 

Now, we have reviewed in this memorandum that has been pre- 
sented to the committee the legislative history of this whole subject, 
and being a lawyer and doing a good deal of work in Federal tax law, 
I am sure you gentlemen will appreciate the legislative history in- 
volved and so I have recited it at length. 

I shall not repeat, it at this time. In the first law that was adopted 
in the Revenue Act of 1941, pinballs were distinctly mentioned as such 
in one category, slot machines in the second. Subsequently, that same 
classification and same material terminology was retained and not- 
withstanding that we have today shetindinds 31 of little store owners con- 
fronted with the position where they are forced to pay, subject of 
course to paying the tax and filing suit or protest, the demand is made 
on them to pay this $250 tax. 

Mr. Eprruarter. Can’t you take that up in the Tax Court? i‘ 

Mr. Becker. Let me say, Congressman, that we cannot go to 
court, we cannot pay the tax and file a suit for refund. But bear 
in mind these are little store owners, little people, the manufacturers 
do not pay the tax. We are actu: lly appearing for them. We know 
what the cost of litigation is and there would be literally thousands 
of these suits for refunds. We feel that the quickest and most effec- 
tive way to get relief is to make an appeal as any citizen can to his 
Congress. 

Now, just to emphasize one point with respect to the arbitrary 
character of this interpretation, the subsection (b) of section 3267 
in defining the term “coin operated amusement and gaming devices’ 
specifically says, and I quote: 


” 


So-called pinball and other similar amusement machines operated by means 
of insertion of a coin, token, or similar object. 


Those machines are assessed the sum of $10. 
The second category, and I quote: 


So-called slot machines which operate by means of insertion of a coin. 
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Notwithstanding the clarity of that language, the Treasury takes 
the position that a pinball machine is included in the second category. 
We respectfully submit to you that in our judgment is arbitrary and 
unreasonable. I might say that while we have no way of determining 
exactly how many store owners and neighborhood store owners are 
involved in making inquiry from our clients and their distributors, 
we estimate there are at least 1,000 vocations throughout the United 
States that have one or more of these devices on which they are re- 
quired to pay tax. 

The CHarrmMan. May I ask a question? What is the price of the 
normal pinball machine? 

Mr. Becker. The price runs, Mr. Chairman, from $225 or $200 to 
$275. Iam glad you asked me that question, because with the assess- 
ment of a $250 tax, plus a local State in some cases, and a local city 
tax, the aggregate cost exceeds the cost of the machine, which is shock- 
ingly confiscatory. The fact is these machines do not earn fabulous 
sums. ‘They may earn perhaps $5 a week, and some may go to $10 a 
week in a period over a year. 

The Cuamman. What is the life of the machine? 

Mr. Becker. The life of the machine may vary from 2 weeks to 2 
or 3 months, so they have to turn over. That brings more sharply in 
focus the excessive and exorbitant and arbitrary and confiscatory 
character of a tax of $250. 

The Cuatrman. By the way, have the courts passed on the character 
of the machines; that is, the pinball machine does not fall within the 
category of any of the court decisions as a lottery, does it ? 

Mr. Becker. No, sir, not that I know of. 

The Cuarrman. Slot machines have. 

Mr. Brecker. Yes. 

Mr. Chairman, I might point out that Congress, in 1951 in January, 
adopted Public Law 906, the law which prohibits the interstate ship- 
ment of slot machines. In defining what is a gambling device, the 
subject matter of the prohibition, Congress specifically, in the report 
of the committee—I forget for the moment to which that was re- 
ferred—but the committee in its report stated specifically that Public 
Law 906 was never intended to cover pinball machines. They covered 
slot machines and machines that have reels, and that we know as a 
matter of art the slot machine means. 

I want to make one other point, and answer any questions that you 
might have. 

We know that in the hinterlands of the United States, in villages. 
cities, and towns they are hard pressed for revenue. There is, of 
course, the perennial struggle between the Federal Government and 
the localities on the subject of the Federal Government allocating to 
itself more and more of the sources of revenue. The fact is, gentle- 
men of the committee, that more and more cities of the United States 
are licensing these amusement machines. I have, for your informa- 
tion, annexed to this document that is being submitted, a statement 
of the United States Conference of Mayors, setting forth the list of 
cities of over 30,000 population in which these games are licensed, 
for revenue, if you please. 

We have also set forth the States in which these games are licensed. 

My own State of Illinois has in the legislature just adjourned, 
adopted a law licensing pinball machines and other amusement devices, 
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for a license fee of $50; which means that in Lilinois we would have 
a sum of $300 for the Federal and State tax plus, in other cities in 
Illinois, a tax that might range from an additional $25 to $50. 

We know, as a matter of fact, that cities being hard pressed for 
revenue are looking to the few sources that are available to them. 

I noticed in this morning’s paper, if I may refer to it, in the Wash- 
ington Post, I believe, a quotation or a statement quoting our Presi- 
dent, President Eisenhow er, a statement made at the Governors’ Con- 
ference in Seattle: 

On the domestic side the President gave these major pledges to the Governors: 
that he will cooperate fully in the long-range program to restore to the States 
many of the powers, responsibilities, and taxing powers that they have sur- 
rendered to the Federal Government in recent years. 

I am well aware, and I don’t intend to be facetious, but I simply 
say that sometimes statements are made that as circumstances develop 
must be changed. But I am confident that the President of the 
United States and every Member of Congress that comes from the 
little cities and villages of America that make up America, cannot 
forget and must always be cognizant of these problems that we have 
in the local communities. I certainly feel, and I respectfully submit 
to you, that unless the $250 tax is assessed against an amusement 
machine to drive them out of business—and, Congressmen, in view 
of the statement you made with respect to what was the intent, cer- 
tainly it is not to be presumed that that was the intent of Congress— 
then I say this is one field where we can start giving back to the States 
and the little cities and villages a right to get a little bit of revenue, 
however small, 

We have not asked to cut the tax. It isa $10 tax on these machines, 
and we feel that is more than adequate. In all, they probably average 
$100 and above, with the city and State tax. All we are asking, ge ntle- 
men of the committee, is that Congress redeclare once again, by legis- 
lative enactment, what has been reenacted on two occasions—in 1941, 
in 1942, and in 1951—to reenact again what is the declared policy 
of Congress so there can be no question about its enforcement, its 
proper enforcement by the Treasury Department. 

We have annexed to our memorandum, Mr. Chairman, a draft of 
a proposed amendment. All we do is simply clarify the language. 

I agree with you, as you said, there are many disparities and 
inequities in the law. Isay asa tax lawyer there are many, many that 
must be changed. 

All we are asking here is to reenact what you originally did in a 
little changed form so that the law will be enforced as you intended. 

The Cuarman. Thank you very much, sir. You have made a very 
excellent statement, and 1 know it contains much material that we 
san use that you did not take the time to cover in your oral presenta- 
tion. It will all be in the record. 

Mr. Becker. Thank you very much. 

The Cuarrman. Mr. Byrnes will inquire. 

Mr. Byrnes. Is the Treasury attempting to tax at the $250 rate all 
pinball machines in these given areas, or just those individual ma- 
chines in connection with which the owner is offering prizes? 

Mr. Becker. The latter is the case, as I understand it. They are 
attempting to assess the tax generally in the case where a prize is 
given. But there have been some instances, however, reported to us 
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by purchasers of the machines, where an attempt has been made to tax 
a machine irrespective of prizes. If I may proceed along with m 
answer just a moment, in our conference with the Treasury—and i 
might say, Mr. Chairman, that our conferences predate the present 
administration. We have had a meeting with Mr. Gimmell, and we 
hope he will favorably consider our problem. 

There have been cases where there has been an attempt to collect 
the tax on pinballs as such, on the basis that a prize might have been 
given on one day. The representative of the Treasury Department 
or the Bureau said to us, “If you give a prize at the end of the day, it 
is all right. But if you give more than one prize, then you pay the 
$250 tax.” 

In other words, there was not a clear line of demarcation as to the 
number of prizes you give, or when. 

If I may add this, to me, in a nation where we are a government of 
laws and not of men, it seems to me that laws ought not to be enforced 
where the interpretation is so indefinite that it can lead to arbi- 
trariness, 

Mr. Byrnes. If I recall correctly, I have seen machines that did 
have the potential of automatically dispensing a prize. It does not 
make any difference, in my judgment, between that and a slot machine. 

Mr. Becker. That is right. And we are not addressing ourselves 
to those machines. Those machines now are generally outlawed by 
Public Law 906. The machines I refer to do not pay off, directly and 
automatically, any kind of a prize. The most that they may give is 
a free play, an opportunity to play the game again for additional 
amusement. 

Mr. Byrnes. I can see also, though, where even if you take the per- 
fectly innocent pinball machine and the manager turns it into a 
gambling device, which he can do, if that is what he is using it for, 
I presume he should pay the tax on the same basis as the other gam- 
bling machines that he has. 

Mr. Breoxer. May I say—and I say this respectfully—— 

Mr. Byrnes. It is not the manufacturer’s fault, but it is the owner 
and operator, the use to which he puts it. 

Mr. Becker. That may be so, but may I say, as a lawyer, that we 
do not enforce laws, or certainly enact laws, based on the presumption 
that a thing might be used a certain way, where the law specifically 
says that the tax is on a specific machine, and nothing is said as to 
its use. And that is the situation we have here. 

Mr. Evernarter. In that connection, machines are made primarily 
as a matter of entertainment or amusement and skill. But if, inci- 
dentally, a couple of those playing want to make a little side bet or a 
bie side bet, that should not cause a condemnation of the machine 
just because you might incidentally use it for making a bet, in my 
opinion. That is the way I look at that. 

Of course, there are many kinds of games of amusement that could 
be used incidentally for gambling purposes. But that should not 
outlaw the games themselves. 

W ould that be the position you take on this ? 

Mr. Becker. Definitely. And may I add, Congressman, that in 
itself would not make it subject to the $250 tax. 

Mr. Esernarrter. In my opinion, it should not. 
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Mr. Becker. On the other hand, Congressman Byrnes is probably 
correct ; if you use the game for gambling and the scorekeeper is con- 
ducting a gambling operation, he might be subject to that Federal 
stamp tax on gambling. That would be whether he uses an amuse- 
ment machine or uses an adding machine; in any event, I think he 
might be subject under that sec tion of the law. 

Mr. Byrnes. You speak for the manufacturers, I understand. 

Mr. Brecker. Yes; I do. 

Mr. Byrnes. And none of the manufacturers any longer put out 
pinball machines that automatic ally dispense a prize or are fixed so 
that they can ¢ 

Mr. Broker. I will say definitely that the manufacturers for whom 
I speak here tonight, representing 70 percent of the industry, do not 
manufacture those machines. I say to you, as one familiar with the 
industry, that I do not know of a single manufacturer that is today 
constructing machines of the type outlawed by Public Law 906. I 
think Congress has done an effective job in that respect. 

The CHarrman. There are a lot of devices that are used. With 
some people, lottery is considered gambling. They gamble on that 
as well as others. I prosecuted cases of gambling for 544 years in 
the State of New York. There is a long line of decisions defining 
what constitutes a lottery and what does not. The gist of the crime, 
so-called, is the inducement. 

Mr. Breoxer. Exactly. 

The Cuamman. Is that not as you understand it? 

Mr. Becker. Yes, sir. And these games, on that point, are manu- 
factured for amusement, without regard to a reward. 

Mr. Byrnes. I am sorry to keep delaying, but my assistant here 
tells me that over in Maryland, for instance, they have quite a num- 
ber of machines, quarter machines and dime machines, that serene 
quarters or dimes, if you get a certain number on the red lights, « 
something. Where do they get their machines? 

Mr. Brecker. Let me say that your assistant is probably correct, not 
only with respect to Maryland, but unfortunately in the State from 
which I come, too. But those are machines that predate Public Law 
906. ‘The life of a slot machine is much more, perhaps 15 or 20 years, 
than, as you asked me, Mr. Chairman, the life of a pinball mac hine. 

Mr. Byrnes. Would you say that as to those machines, the Treasury 
would be right in levying a $250 license tax ? 

Mr. Brecker. If they are machines that are commonly known as 
slot machines or one-armed bandits, or having a reel, just as described 
in Public Law 906, unquestionably they are right about that. 

Mr. Byrnes. But if it is a machine that does not have but the one 
lever, and does not have the wheels going around, if it is a machine 
that works with a lot of lights and some balls, even though it dis- 
penses cash prizes automatically, that should not be considered as a 
slot machine ¢ 

Mr. Becxer. Well, you added the fact that is dispenses. Might I 
say, first, strictly interpreting the law, I would say that would not be 
subject to a $250 tax, because it is not a slot machine. In this memo- 

‘andum, we have quoted from the decisions, Federal] decisions, on 
the general subject of the definition of terminology used in laws that 
are enacted—in other words, statutory construction. From the stand- 
point of statutory construction, 1 would say they are not strictly 
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within 3267. They are, though, within 906. There is no question 
about that. 

The Cuatrman. Thank you very much, sir, for your apperance and 
the fine presentation you have made of this eer 

The next witness is Mrs. Clarice O. Smith, of the American Recrea- 
tion Society. 

We are very pleased to have you here, Mrs. Smith. 


STATEMENT OF CLARICE 0. SMITH, ASSISTANT SUPERINDENDENT, 
DISTRICT OF COLUMBIA RECREATION DEPARTMENT, REPRE- 
SENTING THE AMERICAN RECREATION SOCIETY, RECREATION 
BOARD, DISTRICT OF COLUMBIA 


Mrs. Smirn. I am representing not only the American Recreation 
Society, but the District of Columbia Recreation Board. 

I am here to discuss the admissions tax on admissions to recreation 
facilities and activities operate «d or conducted by the Federal Govern- 
ment, the several State governments, the political subdivisions thereof, 
and private, nonprofit, voluntary agencies and organizations. 

[ am representing the American Recreation Society and the Recrea- 
tion Board of the District of Columbia. The American Recreation 
Society is a professional membership organization which has an active 
membership of 1,505 members consisting of executives, administrators, 
officials of boys’ clubs, YMCA, YWCA, Boy and Girl Scouts, and 
various other types of public and voluntary agency recreation workers. 

The District of Columbia Recreation Board is the official agency 
charged by Congressional Act to administer the public recreation sys- 
tem in W: ashington, D. C., on public school, park, and other munic ipal 
properties. Since 1947 we have been vitally interested and concerned 
with the complexities of applying admissions tax. 

There is probably no project on which there has been such unanimity 
of agreement among all professional recreation groups and organiza- 
tions as that of removing the admissions tax on recreation facilities 
and activities operated or conducted by the Federal Government, the 
several State governments, the political subdivisions thereof, and the 
various voluntary agencies. During the war it was obvious that every 
device or measure must be applied to obtain necessary revenues to 
supplement the national income, although even during that period 
there was a widespread feeling, by both those being served and those 
providing the service, that this tax should not be applied to public 
facilities and programs. 

We believe that the tax imposed on admissions to recreation facilities 
and activities administered or operated by schools, park, and recrea- 
tion agencies and departments, by nonprofit, private and voluntary 
agencies, Was never intended to apply beyond the war years. 

The regulation which levied the admissions tax exempted service 
personnel and at first excused children under 12 years of age if ad- 
mission was 10 cents or less; but now all children and youth are re- 
quired to pay the full tax. 

Public and voluntary agency officials have definitely and frankly 
state “d that the admissions tax decreases and discourages participation 
in wholesome and healthful recreation pursuits which are predomi- 
nantly for our children and youth. 
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Now the war years are behind us. Until the admissions tax is 
removed the various park and recreation agencies and departments 
cannot render maximum service to the children, youth, and adults of 
the country. Our many school, park, recreation, and youth-serving 
officials believe that the time is long overdue for removing this tax. 

The admissions for which the tax is applied generally affect chil- 
dren and youth attending entertainments, dramatics, sports, and ath- 
letic leagues and contests, movies, teen-age dances, and special pro- 
grams. “To offset the cost of such events the sponsoring or operat- 
ing agency needs additional revenue to help pay for rental of films, 
scenery, costumes, hiring of an orchestra, materials for a children’s 
or youth play, fees for referees or umpires, purchase of athletic equip- 
ment for a school, playground, or boys’ club team, and numerous other 
purposes. 

I might say right here, in the District of Columbia, we are a part 
of the District government, and I think it is true all over the country, 
recreation departments do not have very much money, and to give our 
young people a good, wholesome, well-rounded program, we do have 
to charge admission fees for certain activities, such as our teen-age 
dances, to hire an orchestra. 

On top of paying that admission they also have to pay tax, those 
young people. Here in Washington, our own Children’s Theater 
of which we are very proud, and which our youngsters work very h: rd 
on, and they pay a fee to see these fine children’s productions, they 
have to pay a tax, an admissions tax, on that. 

We find that it goes very hard with young people who are eager to 
have the advantages of a well-rounded recreation program. 

The CuarrMan. Tell me, Mrs. Smith, do you also have something to 
do with the supervision of the playgrounds ¢ 

Mrs. Smiru. I am the assistant superintendent of recreation in the 
recreation department, and all the public playgrounds are under our 
jurisdiction ; yes. 

The Cuairman. That is a very big responsibility. 

Mrs. Smiru. Yes, it is a big responsibility, and we feel very keenly 
this business of the tax on admissions, because, as I say, it not only 
keeps some children from entering into our program, but as I will 
explain as we go on, the administration of this tax business is very 
difficult for our leaders. 

The Cuarrman. If you will pardon me, you are accomplishing a 
great purpose. You are keeping these c children from getting perhaps 
mixed up with juvenile crime, and you are also keeping them off the 
streets, in many instances, where there are all the dangers and hazards 
of the traffic. 

Mrs. Smiru. We feel that we are a very positive factor in the lives 
of young people. We do not say we are a cureall, but we do feel 
we have a definite part in the safety, and so forth. 

The CuHatrmMan. You have made a good contribution. 

Mrs. Smiru. We hope so. 

Another objectionable factor in connection with the administra- 
tion of the amusement-tax regulation is the need for exacting account- 
ability in collecting, reporting, recordkeeping, and payment to the Bu- 
reau of Internal Revenue. The school, park, and recreation depart- 
ments, voluntary agencies, were established, by statute or otherwise, 
to assist in the general public welfare and were not intended to be 
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tax-collection agencies. The extra work attached to complying with 
Federal regulations obviously interferes with the organic or basic 
responsibilities of these bodies. 

The school, park, playground, or boys’ club teacher or leader must 
in planning any special program or activity for which an admission 
is charmed, see that the regulations are followed in setting up the 
admission price, the appropriate tax to be applied, and tickets serially 
numbered for reporting purposes. Following the special program or 
activity, the teacher, coach or interscholastic sports director, park, and 
playground leaders and boys’ club and youth agency workers must 
check and reconcile reporting forms relating to the admissions tax, 
total amount paid, and other information. Unused tickets and re- 
ports must be turned in to the responsible agency or organization 
where reports are reconciled. Then a monthly or periodic report and 
tax moneys must be paid to the Bureau of Internal Revenue. 

In most of these programs or activities, certain unsold tickets and 
stubs of certain other tickets must be retained until Bureau of In- 
ternal Revenue representatives inspect and direct that they be de- 
stroyved. 

These procedures in collecting the admissions tax necessitate time 
and ey affect those who are employed to render the services to 
our children, youth, and adults. For a practical example, here in the 
city of Washington, the District of Columbia Recreation Department, 
which operates the public recreation program in schools, parks, hous- 
ing, and on other od lic properties, during the last year conduc ted 256 
programs, beveiaiefaae a total attendance of 38,390 persons. We really 
have thousands of programs, but these are programs for which we 
happen to charge a fee. The pennies, nickels, and dimes collected 
for these programs totaled approximately $16,148.10, of which $8,- 
9929.62 was paid to Internal Revenue in tex. During the year, 243 
different Recreation Department employees in some way were re- 
sponsible for planning, collecting, and reporting these small trans- 
actions in addition to their regular full-time duties as public-recre- 
ation workers. 

We have in our Department classified—which means they are 
employed under the Civil Service Classification Act—a staff of 
few over 300. In addition to that we have part-time people who are 
not classified. But vou see, of the few people we have to serve this 
city of almost a million people, 243 of them actually had to get into 
this procedure of counting tickets, and makine sure that they met with 
all the nee itions put forth by the Internal Revenue. 

Also, it was necessary that the administrative and field staff be 
familiar ‘with the regulations and keep abreast of amendments and 
changes. 

Those of us who are directly concerned with providing public and 
voluntary agency service are convinced that the time is long overdue 
for removing this tax. 

We sincerely and respectfully urge and request that concerted effort 
be made to exempt from admissions tax recreation facilities and activi 
ties operated by governmental units and voluntary agencies. 

This is one small change which, if enacted by the Congress, would 
surely be popular with all political parties. The children, youth, and 
adults of the United States who have to pay this tax would be the 
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direct beneficiaries, and would be able to participate and engage more 
extensively in w holesome and healthful recreation. 

The Cuatrrman. Mrs. Smith, you made a very fine statement. You 
are doing great work. 

Mrs. Smiru. Thank you for letting me appeat 

The Cuarrman. Are there any questions? 

If not, we thank you very much. 

The next witness is Mr. J. A. Osherman, Esq., National Ballroom 
Operators Association and Arena Managers Association. 


STATEMENT OF J. A. OSHERMAN, ON BEHALF OF THE NATIONAL 
BALLROOM OPERATORS ASSOCIATION AND ARENA MANAGERS 
ASSOCIATION 


Mr. OsuermMan. I represent the two associations which you have 
mentioned. I have prepared extensive memoranda covering our cases 
for both associations. I am the attorney for both in the city of 
Washington. However, they are not related. 

I was going to make one suggestion, though, and that is that my 
statements are rather extensive and somewhat involved. There is a 
lot of data in them. It is rather late, and I know how hard-pressed 
you gentlemen have been, and I think stating my case would be in 
repetition of what I have put into the statements. If you gentlemen 
would be just as pleased to read the statements 

The Cuamman. We would be very glad to have you submit them 
for the record. 

Mr. Osuerman. They have been submitted. 

The CHamman. Without objection, they will be made a part of the 
record, 

(The prepared statements of Mr. Osherman are as follows:) 





STATEMENT oF J. A. OSHERMAN, APPEARING ON BEHALF OF THE NATIONAL 
BALLROOM OPERATORS ASSOCIATION 


CONDITIONS IN THE BALLROOM BUSINESS ARE THE SAME, OR WORSE, AS THOSE WHICH 
PROMPTED CONGRESS TO ENTIRELY BEMOVE THE ADMISSIONS TAX FROM MOTION- 
PIOCTUTE THEATERS AND THEREFORE BALLROOMS ARE ENTITLED TO THE SAME ADMIS- 
SIONS-TAX RELIEF 


My name is J. A. Osherman. I am a member of the law a of Gallagher, 
Osherman, Connor & Boland, Bowen Building, Washington, D. C. We are the 
Washington counsel for the National Ballroom Operators ae iation with its 
principal office in Des Moines, Iowa. The National Ballroom Operators Asso- 
ciation is an organization composed of the owners of several hundred ballrooms 
operating in 30 States, comprising 90 percent of the important ballrooms of the 
entire country. (Mr. Thomas B. Roberts of Des Moines, Iowa, the association’s 
general counsel, has assisted me in preparing this statement.) 

On April 20, 1953, your committee spent a day hearing numerous representa- 
tives of the film industry testify concerning the sad plight of the motion-picture 
theaters and the emergency which existed in the industry necessitating the 
immediate repeal of the admissions tax on movies. Charts, graphs, and figures 
were presented to show that this condition was due to the severe decline in the 
motion-picture theaters business sinee the year 1946. 

Gentlemen, my purpose in appearing before you today is to stress the fact 
that ballrooms, which offer the same comparable priced entertainment as movies, 
have suffered the same, if not greater, decline in their business as motion- 
picture theaters and are therefore faced with the same emergney which prompted 
this committee to recommend the repeal of admission tax on movies. Proof of 
this important fact is to be found in figures taken from the records of the 
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American Society of Composers, Authors, and Publishers, an organization 
which makes it its business to know how many ballrooms there are in the 
country so it can grant them licenses for its music and increase its revenue from 
the fees for such licenses. Those figures show that the number of ballrooms 
licensed by it on December 31, 1946, was 2,152, while the number licensed by it 
in 1952 was 1,638, a decrease of 24 percent. 

The records of ASCAP’s district office at Des Moines, Iowa, which handles 
the licensing of ballrooms in the States of Iowa, Nebraska, and Kansas, show 
that there were 25 percent less ballrooms in the district on July 1, 1953, than 
there were on July 1, 1948. 

What is the reason for this high mortality in ballrooms during this postwar 
period? The answer to this question may be summed up in two words: De- 
creased business. According to a survey of representative ballrooms by the 
NBOA earlier this year, the number of persons admitted to ballrooms in 1952 
was approximately 50 percent less than the number of persons admitted in 1946. 
Notwithstanding the increase in admission prices made to cover increased costs 
of operation, the admission receipts of the ballrooms reporting in the survey 
decreased 39 percent from 1946 to 1952, which is 544 percent greater than 3314 
percent decline in the admissions receipts of motion-picture theaters during the 
same period as portrayed by the film exhibited this committee during the course 
of the hearing on H. R. 157. 

The severity of the decline in the ballroom business is strikingly illustrated 
by what has happened to the business of the Pla-Mor Ballroom at Kansas City, 
Mo., which is the largest and finest ballroom in the State of Missouri. A descrip- 
tion of its plight is set forth in a letter dated May 12, 1953, from Will H. Wittig, 
manager of the ballroom, to Representative Thomas B. Curtis, reading as follows: 


May 12, 1953. 
Representative THomas B. CurTIS, 
Congress of the United States, House of Representatives, 
Washington, D. ¢ 


Dear Mr. Curtis: Thanks for your prompt reply to my letter relative to an 
amendment to H. R. 157 to include ballrooms of the United States. 

I can assure you the ballrooms are in the same weak economic condition as 
confronts the motion-picture industry. As proof of this, permit me to give 
you some fiures of our own operation and I am sure that you will find all others 
throughout the country in the same condition. 

In 1946 the attendance in our ballroom was 346,731 persons, with a steady 
shrinkage each year since that time, until it reached an alltime low in 1952 of 
142,305 persons. 

Our net admissions after deducting the tax dropped during the same period 
from $230,343.14 to $114,157.93. 

I am sure that facts similar to these will be presented to your eommittee, 
showing you that our petition for relief is a just one. 

Thanking you for your further consideration of the matter and for your 
courteous reply. 

Sincerely, 
PLA-Mor, INC., 
By Wit H. Wrrtie, 
Ballroom Manager. 


The situation disclosed by Mr. Wittig’s letter is corroborated by figures 
furnished me by Mr. Kenneth Moore, managing head of the Aragon-Trianon 
group of ballrooms in Chicago, in a letter dated April 24, 1953, reading as follows: 


Aprit 24, 1953. 
Mr. J. A. OSHERMAN, 
Gallagher, Osherman, Connor & Boland, 
Washington 5, D. C. 

DeaR JACK: In connection with presenting a case for ballrooms, justifying at 
least equal consideration with the motion-picture theaters in the elimination or 
reduction of the admission tax, I have some data that I think should be useful 
to you in presenting our case. 

As I understand it, the motion-picture theater operators have laid consid- 
erable emphasis on the decline in their business as a result of television, which 
entitles them to some specific consideration, aside from the general discrim- 
inatory character of the admissions tax and the hardship that such a dis- 
criminatory tax imposes on selected industries. I would like to point out that 
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far more serious inroads have been made on the attendance in ballrooms, and 
partially due to activities initiated and carried out by the Federal Government, 
which puts a particular responsibility on the Government to extend the ball- 
room operators some compensatory consideration. In the 10-year period from 
1941 through 1950, marriages in this country increased by 45 percent over the 
average for the 15 years from 1926 through 1940, and for the 5-year period of 
1946 through 1950 showed an average yearly increase of 70 percent over the 
yearly average of the 15 years of 1926 through 1940. Largely as a result of 
those changes in population characteristics during this period, we find the follow- 
ing Situation to exist, which facts are taken from the Bureau of Census reports 
with particular reference to Series P20 No. 38 on Population Characteristics. 
This shows that in 1951 there were 36 percent less single people in the age bracket 
of 18 through 30 than there were in 1940, and this is the age bracket from which 
the patronage of ballrooms is very largely drawn. Taking the ages of 18 through 
44, in which our patronage is exclusive, these statistics show that there were 
34 percent less single people in 1951 than in 1940. After people of any age get 
married, their interest in dancing activities almost completely ceases for a number 
of reasons. 

Accordingly, this change in population characteristics has resulted in a drop 
in our potential market of one-third in the last 11 years. In addition, the Federal 
Government through conscription has taken three and a half million citizens into 
the armed services and thus completely withdrawn them from the dance market, 
and I estimate that not less than two and a half million of this total represent 
single people between the ages of 20 and 30. Thus, of the 91%4 million single per- 
sons, age 18 to 30, that went to make up our population in 1951, one-fourth of 
them were withdrawn from our market by the Federal Government through 
conscription, making a total reduction in our potential market of single people 
of 53 percent in 1951 as compared to 1940. 

The Federal Government’s activities in extending credit for the purchase of 
eapital goods has further encouraged the American citizen to not only spend 
every cent he has accumulated for the purchase of capital goods, but to also 
mortgage his future income to pay for these purchases, so that an abnormal] 
portion of the consumer’s dollar has been diverted to purchases of this kind 
through the Government’s preferential treatment of these industries in granting 
consumer credit. 

I understand, also, that the theater industry contends that a large number of 
theaters will close up with a substantial unemployment problem for people now 
working in motion-picture houses, if some relief isn’t granted. I would like to 
point out that no less number of ballrooms have closed proportionately to the 
total than is true of motion-picture theaters. Furthermore, to those that are 
continuing to operate, there has been a curtailment of number of nights of op- 
eration of probably not less than 25 percent. I also would like to point out that 
ballroom establishments contribute considerably more employment than motion- 
picture theaters, because in motion-picture theaters the entertainment is exclu- 
sively of the canned variety, whereas in ballrooms it is all personal appearance 
with probably an average of 10 performers in each performance. Also, the 
service of beverages and refreshments is a substantial activity in ballrooms 
involving considerable personnel as well as in providing of checking facilities, 
ete., so that a ballroom of comparable attendance facilities to a theater would 
probably employ four times as many people. 

As a further supporting evidence of the depressing effect of the admissions 
tax, the Government’s conscription of 3% million people in the armed services, 
and a change in population characteristics, I cite the attendance figures for the 
5 of our ballrooms that we have the attendance records on for the years 1946 
through 1952. This covers a ballroom in a town of 5,000, another in a town of 
25,000, another in a town of 300,000, and 2 in a city of 3,500,000, located in 4 
cities and 3 States, so it pretty well covers the overall picture. In 1946, our 
total attendance was 2,008,552, and in 1952 872,251, a decline of 56 percent. I 
defy the motion-picture industry to show any such overall decline in attendance. 

In that the motion-picture theaters draw from all age groups, they are not as 
badly hurt by the conscription of men for the armed services as we are and not 
seriously affected by the population characteristics changes, and they are begin- 
ning to even be benefited by the high birth rate of the forties in the attendance of 
children at movies. 

Sincerely yours, 
KeNNeEtTH W. Moore. 











2528 GENERAL REVENUE REVISION 


The principal reason for this marked decline in the ballroom business during 
a period when most other types of businesses were experiencing a substantial in- 
crease in receipts and profits is exactly the same as that stated to your com- 
mittee by the various witnesses for the movie industry, i. e., tax-free competition. 

Television, the one greatest tax-free competitor of the movies, is also probably 
the greatest single tax-free competitor of ballrooms. In addition, ballrooms 
have to contend with the competition of bowling alleys which cater to the same 
age groups in both sexes as ballrooms and pay no admissions tax. The only tax 
on bowling alleys is a tax on each alley of $20 a year. Also in direct competition 
to ballrooms are the so-called private clubs operated by some veterans groups, 
lodge, or similar organization which regularly put on public dances and pay no 
admission taxes whatever. Another competitor in the entertainment field are the 
drive-in movie theaters which admit children free and on other occasions admit 
a car full of occupants for the price of one admission. 

Bad as the ballroom business has been, with the kinds of tax-free competition 
just described, it is bound to be worse unless the admissions tax is also taken off 
ballrooms. If this is not done, every movie theater in each community which has 
a ballroom will enjoy a 20 percent price advantage. No business competing for 
the same class of patrons as the motion-picture theater can expect to survive in 
the face of such an unfair and grossly discriminating tax burden. Ballrooms will 
have no alternatives but to close or curtail their nights of operation. Either 
alternative means less work for musicians, most of whom do not have enough 
employment even at the present time. That is why the American Federation of 
Musicians of the American Federation of Labor strongly supports the repeal ot 
the admissions tax on ballrooms. 

Hither alternative will also mean less work for waitresses, ticket takers, 
fountain dispensers and janitors, all of whom are in the wage earner class. 

Many of the ballroom operators who have either gone out of business or will 
zo out of business if relief from the admissions tax is not granted are veterans, 
while others are people of small means, often husband and wife, who have in- 
vested their life savings in a ballroom. The closing of their ballroom will cost 
them their only source of livelihood. 

We respectfully submit that hardships to ballrooms resulting from the imposi- 
tion of the 20 percent admissions tax on ballrooms is just as great as the hard- 
ship which movies have had to undergo as the result of the same tax; that the 
removal of the tax from the one without the removal of the tax from the other 
will create an even greater hardship and will cause loss of livelihood to segments 
of our wage-earner economy who can least afford it. 

In closing, may I respectfully point out that there is one important difference 
between the effect of granting motion-picture theaters admissions-tax relief and 
the effect of granting ballrooms the same relief. According to Treasury experts, 
the repeal of the admissions tax on movies will mean a loss of approximately 
$100 million to $120 million annually in tax revenue. It is the opinion of the 
National Ballroom Operators Association, based on the relatively small number 
of ballrooms in the country and the average admissions receipts of each of these 
ballrooms, that the admissions taxes paid by these ballrooms would not amount to 
more than $5 million annually. Consequently, the loss of revenue is so incon- 
sequential that it is not a valid reason for denying the admissions tax relief 
sought by ballrooms. 


CONCLUSION 


In conclusion we respectfully urge that your committee recommend the repeal 
of the admissions tax on ballrooms. 

Mr. Osuerman. If you would like me to go ahead with my state- 
ment, I will be very glad to make it; but on the other hand, I defer to 
the hard pressure of work you gentlemen have been under, and what 
I have to say is in the statements. 

The Cnarrman. It is all right if that is true, but we would like to 
have a few general remarks. 

Mr. Osuerman. All right. 

I represent the National Ballroom Operators Association, which is 
an association composed of the owners of several hundred ballrooms 
operating in several States, comprising 90 percent of the important 
ballrooms of this country. 
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You may recall my appearance here a few years ago, at which time 
I urged that ballrooms be taken out of the cabaret tax bracket, which 
was 1700-E, and put back into 1700-A. At that time you gentlemen 
went along with me, and the Senate did, as well. I am back for the 
same people. 

We want to stress particularly that ballrooms, which offer the same 
comparable priced entertainment as movies, have suffered the same 
if not greater decline in their business than motion-picture theaters, 
and therefore are faced with the same emergency. 

The reason for the high mortality in ballrooms duri ing the postwar 
period may be summed up in two words: decreased business. Accord- 
ing to a survey of representative ballrooms by the National Ballroom 
Operators Association earlier this year, the number of persons admit- 
ted to ballrooms in 1952 was approximately 50 percent less than the 
number of persons admitted in 1946. Notwithstanding the increased 
admission prices made to cover increased cost of operation, the admis- 
sion receipts of the ballrooms reporting in the survey decreased 39 
percent from 1946 to 1952, which is 514 percent greater than the 33%- 
percent decline in the admissions receipts of motion-picture theaters. 

The severity of the decline is illustrated strikingly by two letters 
which I have enclosed in my memorandum. In one, which is a letter 
from the Pla-Mor Ballroom at Kansas City, Mo., which is the largest 
and finest ballroom in the State of Missouri, it is shown that in 1946 
the attendance in that ballroom was three hundred and forty-some-odd 
thousand persons, with a steady shrinkage each year since that time 
until it reached an all-time low of 142,000 persons in 1952. The net 
admissions dropped from $230,000 to $114,000. 

The other letter is from Mr. Kenneth Moore, who is the managing 
head of the Aragon-Trianon group of ballrooms in Chicago, which 
are very large and very well known ballrooms. The substance of 
that letter shows that: 


In the 10-year period from 1941 through 1950, marriages in this country 
increased by 45 percent over the average for the 15 years from 1926 through 
1940, and for the 5-year period of 1946 through 1950 showed an average yearly 
increase of 70 percent over the yearly average of the 15 years of 1926 through 
1940. Largely as a result of those changes in population characteristics during 
this period, we find the following situation to exist, which facts are taken from 
the Bureau of Census Reports with particular reference to series P20 #38 on 
Population Characteristics. This shows that in 1951 there were 36 percent less 
single people in the age bracket of 18 through 30 than there were in 1940, and 
this is the age bracket from which the patronage of ballrooms is very largely 
drawn. Taking the ages of 18 through 44 in which our patronage is exclusive, 
these statistics show that there were 34 percent less single people in 1951 than 
in 1940. After people of any age get married, their interest in dancing activities 
almost completely ceases for a number of reasons. 

Accordingly, this change in population characteristics has resulted in a drop 
in our potential market of one-third in the last 11 years. In addition, the 
Federal Government through conscription has taken 314 million citizens into the 
armed services and thus completely withdrawn them from the dance market, 
and I estimate that not less than 2% million of this total represent single people 
between the ages of 20 and 30. Thus, of the 914 million single persons, age 
18 to 30, that went to make up our population in 1951, one-fourth of them were 
withdrawn from our market by the Federal Government through conscription, 
making a total reduction in our potential market of single people of 53 percent 
in 1951 as compared to 1940. 

I understand, also, that the theater industry contends that a large number of 
theaters will close up with a substantial unemployment problem for people now 
working in motion-picture houses, if some relief isn’t granted. I would like to 
point out that no less number of ballrooms have closed proportionately to the 
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total than is true of motion-picture theaters. Furthermore, in those that are 
continuing to operate, there has been a curtailment of number of nights of 
operation of probably not less than 25 percent. I also would like to point out 
that ballroom establishments contribute considerably more employment than 
motion-picture theaters because in motion-picture theaters the entertainment is 
exclusively of the canned variety, whereas in ballrooms, it is all personal appear- 
ance with probably an average of 10 performers in each performance. 

As a further supporting evidence of the depressing effect of the admissions 
tax, the Government's conscription of 34% million people in the armed services, 
and a change in population characteristics, I cite the attendance figures for the 
five of our ballrooms that we have the attendance record on for the years 1946 
through 1952. This covers a ballroom in a town of 5,000, another in a town of 
25,000, another in a town of 300,000, and 2 in a city of 3,500,000, located in 4 
cities and 3 States, so it pretty well covers the overall picture. In 1946, our 
total attendance was 2,008,552, and in 1952, 872,251, a decline of 56 percent. I 
defy the motion-picture industry to show any such overall decline in attendance. 

The principal reason for this marked decline in the ballroom busi- 
ness during a period when most other types of businesses were ex- 
periencing a substantial increase in receipts and profits is exactly 
the same as that stated to your committee by the various witnesses for 
the movie industry, that is, tax-free competition. 

Television, the one greatest tax- free competitor of the movies, is 
also probab ly the greatest single tax-free competitor of ballrooms. 
In addition, ballrooms have to contend with the competition of bowl- 
ing alleys which cater to the same age groups in both sexes as ball- 
rooms and pay no admissions tax. The only tax on bowling alleys is 
a tax on each alley of $20 a year. Also in direct competition to ball- 
rooms are the so-called private clubs operated by some veterans group, 
lodge, or similiar organization, which regularly put on public dances 
und pay no admission taxes whatever. Another competitor in the 
entertainment field are the drive-in movie theaters which admit 
children free and on other occasions admit a car full of occupants for 
the price of one admission. 

Bad as the ballroom business has been, with the kinds of tax-free 
competition jus st described, it is bound to be worse unless the admis- 
sions tax is also taken off ballrooms. If this is not done, every movie 
theater in each community which has a ballroom will enjoy a ‘ 20 percent 
price advantage. No business competing for the same class of patrons 
as the motion-picture theater can expect to survive in the face of such 
an unfair and grossly discriminating tax burden. Bailrooms will 
have no alternatives but to close or curtail their nights of operation. 
Lither alternative means less work for musicians, most of whom do not 
have enough employment even at the present time. That is why the 
American Federation of Musicians of the American Federation of 
Labor strongly supports the repeal of the admissions tax on ballrooms. 

Kither alternative will also mean less work for waitresses, ticket 
takers, isntesi dispensers, and janitors, all of whom are in the wage- 
earner class. 

Many of the ballroom operators who have either gone out of business 
or will go out of business if relief from the admissions tax is not 
granted veterans, while others are people of small means, often hus- 
band and wife, who have invested their life savings jn a ballroom. 
The closing of their ballroom will cost them their only source of liveli- 
hood. 

We respectfully submit that hardships to ballrooms resulting from 
the imposition of the 20 percent admissions tax on ballrooms is just as 
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yreat as the hardship which movies have had to undergo as the result 
of the same tax; that the removal of the tax from the one without the 
removal of the tax from the other will create an even greater hardship 
and will cause loss of livelihood of segments of our wage-earner econ- 
omy who can least afford it. 

In closing, may I respectfully point out that there is one important 
difference between the effect of granting motion-picture theaters ad- 
missions-tax relief and the effect of granting ballrooms the same relief. 
According to Treasury experts, the repeal of the admissions tax on 
movies will mean a loss of approximately $100 million to $120 million 
annually in tax revenue. It is the opinion of the National Ballroom 
Operators Association, based on the relatively small number of ball- 
rooms in the country and the average admission receipts of each of 
these ballrooms, that the admissions taxes paid by these ballrooms 
would not amount to more than $5 million annually. Consequently, 
the loss of revenue is so inconsequential that it is not a valid reason 
for denying the admissions-tax relief sought by ballrooms. 

In conclusion, we respectfully urge that your committee recommend 
the repeal of the admissions tax on ballrooms. 

May I just make one statement on behalf of the arenas. 

The CuarrMan. Mr. Eberharter wishes to inquire now. 

Mr. Exernarrer. | had the impression, Mr. Osherman, that many 
of the younger folks these days have gotten out of the habit of the 
older days, of going to ballrooms to dance, and they go to these taverns 
and cabarets, where they can dance without any cover charge or any- 
thing like that. 

Mr. OsHerMan. I don’t think that is true, no, Mr. Eberharter. The 
ballroom industry, or rather, the ballroom association which I repre- 
sent, is composed prince ipally of large ballrooms in the Midwest. We 
think of ballrooms in the East in an entirely different way than they 
do out West. In Iowa, if Mr. Martin were here, or Mr. Curtis were 
here, and they could talk for their States, you would find that they 
would tell you that in those States the farmer comes in on a Saturday 
night and he brings in his whole family. The purpose of coming there 
is the clean entertainment. The ballrooms are policed. I do not have 
the statistics in front of me, but I could get them. I believe they will 
show that the percentage of ballrooms in this country in which they 
serve liquor is probably less than 5 percent. These people come in from 
their farms. They come in to listen to the big-name bands, and so 
forth. They have been doing that for years and years, and they are 
continuing to do it. 

The same character of young man, to put it that way, or a young 
lady, who might frequent a tavern, is probably still frequenting it. 
But I don’t think you will find there has been a change in their modes 
of frequenting one as against the other. This is an institution of 
entertainment. 

Mr. Esernarrer. Are there many successful ballrooms in the city 
of Washington here? 

Mr. OsuEerman. No: you don’t find them in the East. I think prob- 
ably you would not find many successful ballrooms in New York, 
either. 

Mr. Exsernarter. I think that is because they prefer to go to a place 
where they can dance without any cover charge. 
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Mr. OsHermaNn. That is because the easterners prefer that. Mr. 
Cadiek would know. I believe you have one in Bridgeport, haven’t 
youf 

Mr. Saptax. In Bridgeport, yes. The Ritz Ballroom. 

Mr. OsHerMAN. They have a very good one there, where you are 
slightly away from the large centers of population. 

In Chicago, you have a cur iosity, where there you have a large center 
of population, but the ballrooms there are magnificent ballrooms. 
They offer entertainment far beyond what could be offered in any 
small tavern. You have the Palladium in California, which is one of 
the outstanding beautiful places of the whole country. But those are 
not typical. 

The number of ballrooms—I skipped over this to make the state- 
ment very short—the number of ballr rooms which ASCAP, the Ameri- 

can Society of Composers, Authors and Publishers, show to be the 
sessber of ballrooms in this country, is a total of 2,152. That was the 
total in 1946. That number has decreased so that now, at the end of 
1952, it was 1,638, a decrease of 24 percent, which is an enormous 
decrease. 

By far the greater number of those ballrooms are located in the Mid- 
west, the South, Southwest, the Northwest, in centers where you don’t 
have the same type of entertainment that you would have in the large 
cities. 

The Cuarrman. I have one observation of how accurate you are 
with regard to these areas in the West that I have noticed, where the 
people come in Saturday nights with their entire family, and some 
take one form of entertainment and some take another. But that is 
their entertainment for the weekend. 

Mr. Osuerman. That is right. Of course, there is another facet 
of it, too, which I have set forth not too elaborately, but at any rate 
I have mentioned it in my memorandum. The American Federation 
of Labor, that is, the American Federation of Musicians, is very, very 
much interested in our position. You see, with the increase of canned 
music, the increase of canned entertainment, musicians are constantly 
being put out of work. We have the same situation we had when I 
appeared before you, I think it was 3 years ago, in connection with 
the social-security taxes. I don’t know whether you recall, but at 
that time there was a question as to whether ballrooms would be made 
to pay the social-security tax on band leaders, and so forth. Well, you 
gentlemen went along with our position at that time. 

But today, the musicians’ plight is a bad plight throughout the 
country, and unless we get some relief—and we are the fellows who pay 
these musicians big sums of money, and we pay them because we 
attract a big following—we will hurt the musicians, and hurt labor 
generally. That goes all the way down the line to the various other 
people employed. 

Now, to get on to the other people whom I represent, the arena man- 
agers, there you have a situation somewhat similar, but there are 
distinguishing characteristics. I represent the Arena Managers Asso- 
ciation, which is composed of 25 arenas in principal cities of the 
United States, from Boston to Los Angeles. The association represents 
about half of the arenas of the country. As you gentlemen know, the 
attractions exhibited in those arenas consist of sports, entertainment, 
circuses, exhibits, and so forth. 
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Every argument that you can apply to the motion-picture theaters, 
you can also apply to the arenas. We cannot say that the proportion 
of arenas that have been closed in the last 10 years is as great as the 
number of motion-picture houses, but when one stops to consider the 
number of arenas that have necessarily been forced to reorganize, the 
amount where they have not reorganized would have been as great or 
greater. 

There is an arena in Cincinnati where there is an investment of 
$214 million. That arena is in receivership. 

True, after the capital had been scaled down, last year they made 
a little profit, which was absorbed by deprec iation. 

Arenas just cannot make as much on the total amount invested, be- 

‘ause they are large investments, as business generally goes, and they 
en are in the same bad plight. 

For instance, their attractions today cannot be the same as they 
were. Where they could show Hopalong Cassidy and fill the arenas 
with literally thousands of children, today the children can see Hop- 
along Cassidy on television for nothing, and they do not have the 
same types of attractions. 

That goes for Bob Hope, Jack Benny, and the others. 

One of the important proofs in that connection is that in Canada, 
where they don’t have the impact of television—and we have arenas 
in our association in Canada—the receipts run far ahead of what they 
do in the United States. We are just subject to exactly the same com- 
petitive factors that the movie industry has had. 

In addition to that, we have never raised our prices, although we 
have absorbed our costs. The reason we cannot raise prices is that 
it is poor man’s entertainment. If you raise prices, you would not 
get the people. Our business is dependent upon low prices, large 
seating capacities, and good attractions. As such, we are directly in 
competition with the movies. 

You start out for an evening when there is a rodeo in town. You 
will find the children will say, “Shall we go to the rodeo or shall 
we go to the movies?” You have exactly the same problem. Right 
here in Washington we have an example of another serious problem, 
where the Government is in competition. The National Guard 
Armory rents space for attractions at approximately one-half of what 
the Uline Arena would charge for the same attraction. The result is 
they are going to the National Guard Armory. Uline Arena is out 
of it. 

You will find that by looking at the advertisements in the paper. 

There is one other thing that has benefited the arenas. There are 
always 2 sides, or at least in most cases 2 sides of every story. While 
a lot of them have dropped professional hockey because they could 
not pay the prices demanded by professional teams, and now have 
amateur hockey, while others have dropped basketball and various 
other forms of sports, still the ice shows came along, and that proved 
to be somewhat of a bonanza; if not really a bonanza, somewhat of a 
boom. 

But the ice shows are directly in competition, again, with movies. 
Ice shows, again, are poor men’s entertainment as compared with 
Broadway theaters. 

We heard the gentleman testify earlier about the theaters. I agree 
with him. We have nothing against movies, either. But we are 
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competitors, and if they get relief, we, as competitors, should have it 
as well. So it goes, down the line. I could give you the same argu- 
ments they all gave you. 

The Cuaran. This is true, of course: You have to make a large 
investment today, and have a new idea which will bring in attendance, 
or you are on the skids right away. 

Mr. Osnerman. That is right. Unfortunately, the large arenas 
represent large investments. It is $214 million in Cincinnati. You 
have a huge arena in Pittsburgh, and you know the investment in 
those places. 

The CHamman. We have color movies, and three-dimension movies, 
and such things as competition. 

Mr. OsHerman. I don’t think they have the three-dimension prob- 
lem to worry about, but what they do have is that you have to keep 
improving arenas, too. You have to keep them up-to-date, or you 
cannot get in the ice shows and rodeos. If their reserves are gone, as 
the movies are, and we show you classic examples where receiverships 
have come in, and so forth, and if they are going to be subject to the 
competition of movies without admissions taxes, I don’t know what 
will happen to the arenas. 

The CuatrmMan. We thank you, sir, for your statement. 

Mr. Sadlak will inquire. 

Mr. Sapiak. Mr. Osherman, I heard recently—and I am sure it 
is pertinent in this matter—that television, though it is in competition 
with all of these sports, recreation, and amusements, has generated a 
renewed interest in wrestling, and as a consequence the arenas, for 
which you are concerned here today—have they been able to put on 
a program in the arenas by virtue of television’s increasing the interest 
in wrestling ? 

Mr. Osuerman. I can only answer that in this fashion: I am 
unfortunately only the lawyer. 

Mr. Saptak. I am not trying to injure your case. 

Mr. Osterman. I understand, but I am just trying to explain the 
answer that I propose to give you. I can’t give you the exact statistics 
on that. I do wish I had Mr. Brown, who is president of the Arena 
Managers Association, with me. 

I can, however, in answer to the question generally, say that the 
figures of profits on arenas are so bad generally that even though there 
has been some sort of a revitalization in any particular form of an 
amusement—because they have several forms of amusement—in the 
overall picture that revitalization, I think, has been pretty unim- 
portant. That would be my general answer. 

Mr. Saptax. I think the comment was impelled by some of these 
Saturday night wrestling programs, where in between the main event 
of the evening they interview many of the people coming there. I 
think this was commenting upon the Chicago program. There they 
had many spectators, many visitors, many attendants, primarily 
women, who came from all parts of the Midwest into Chicago to 
witness these wrestling matches. They apparently impressed this 
man, my informer, with the idea that they must be making a lot of 
money again, in contrast to putting them out of business. 

Mr. OsuerMAN. I would say further, too, it has been my experience, 
not by way of representation of these associations, but it has been my 
experience in my own life that at certain times, certain forms of 
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amusement become fashionable. When I say “fashionable,” they be- 
come the types of amusement that the public at that moment would 
like to go and see. But as fashionable and as popular as they become 
at that moment, I very often find a year or two later they become 
equally unpopular. 

I think probably that is a flash in the pan in their business. But in 
the overall picture, it has not benefited them. 

Before the next session when you gentlemen will be considering 
all of these matters, I hope that we will have the opportunity of giving 
you, I hope, not too many statistics, but some statistics on how “badly 
off we are. 

Mr. Sapuak. I think the chairman will agree—and the staff, of 
course, will be working on this—that the staff would be very happy 
to have whatever additional suggestions you have. 

Mr. OsuerMAN. We will, of course, submit whatever we feel will 
be helpful to the committee. We should like to do it before the be- 
ginning of the next session. 

The CratrMan. We thank you very much, sir, for your fine 
presentation. 

Mr. OsHerMAN. It has been a great pleasure. 

The CHatmrMan. Without objection, the following will be incorpo- 
rated in the record at this time: 

A letter from Mr. Melvin D. Hildreth, past president of the Circus 
Fans Association of America; 

A statement from Mr. Joseph Prendergast, executive director of 
the National Recreation Association of New York; 

A statement of Mr. Park H. Campbell, county attorney of Dade 
County, Fla. 


Hearing no objection, they will be made a part of the record. 
(The documents referred to are as follows:) 


STATEMENT OF MELVIN D. HILDRETH, PAST PRESIDENT, Circus FANS ASSOCIATION 
OF AMERICA 


In making this appeal on behalf of the remaining circuses of the United 
States, the Circus Fans Association wishes to emphasize that it has no connection, 
directly or indirectly, with any circus. Its 1,000 members represent each State 
in the Union, do not accept passes, but reserve the privilege of purchasing their 
own tickets of admission. 

The association, now in its 25th year, is primarily interested in preserving 
the circus as an institution, otherwise it may become a passing phase of 
Americana. 

There are only two railroad circuses left in the United States—Ringling Bros., 
Barnum & Bailey, and Clyde Beatty. 

There are 10 circuses that travel by truck. 

Already this year two circuses have failed and others are finding it exceedingly 
difficult to keep going. 

The circus is a family amusement and its prices of admission must be low 
enough to attract the family while its performances must be of a sufficiently high 
standard to please. 

The circus is faced with a multiplicity of taxes; Federal, State, county, and 
local as well as various license fees. It is doubtful if the circus can continue as 
an institution unless relief is granted. 

Our association appeared before this committee a number of years ago and 
pointed out the destructive effects of increased multiple taxation. 

At that time there were 9 railroad circuses: Ringling Bros., Barnum & Bailey 
John Robinson; Sells-Floto; Hagenbeck-Wallace; Sparks; Cole Bros.: Al G. 
Barnes; 101 Ranch; Forepaugh-Sells Bros. Since our last appearance all of these 
circuses have failed with the exception of Ringling Bros., Barnum & Bailey, 
Clyde Beatty is the only other railroad circus. 
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It is to be hoped that on the occasion of our next appearance it will not be 
necessary to report the deaths of other circuses. It represents an amusement 
born with the Republic and continuing for generations in its traditional form. 

It is the one amusement which has never needed a censor and we beg earnest 
consideration to its fight for existence. 


NATIONAL RECREATION ASSOCIATION, 
New York 10, N. Y., June 2, 1958. 
Mr. Gorpon GRAND, Jr., 
Clerk, Ways and Means Committee, 
House of Representatives, Washington, D. C. 


DEAR MR. GRAND: The National Recreation Association is a nonprofit, non- 
political and nonsectarian voluntary organization which for 47 years has pro- 
vided national leadership in the development of local community resources for 
wholesome play for children and adults, It is the service organization for more 
than 2,000 municipally operated recreation systems. 

Tax-supported recreation agencies are deeply concerned about the application 
of the Federal admission-tax provisions of the internal Revenue Code to the 
community activities which they conduct. 

Public Law 183 passed by the 82d Congress specifically exempts from the 
Federal admission tax, “municipal swimming pools, bathing beaches, skating 
rinks, or other places providing facilities for physical exercise, operated by any 
State or political subdivision thereof or by the United States or any agency or 
instrumentality thereof—if the proceeds therefrom inure exclusively to the 
benefit of the State, political subdivision, United States, agency, or instrumen- 
tality.” 

Local tax-supported recreation programs, however, include much more than 
just opportunities for physical exercise. For many years municipal governments 
have properly conducted recreational activities in drama, arts and crafts, music, 
and social recreation. 

Providing children with basic play opportunities and adults with satisfying 
opportunities for enjoying their growing leisure has become an accepted func- 
tion of local government ranking with fire and police protection and health 
and education as a municipal responsibility. Good citizenship, healthy minds 
and bodies, enriched living, and the preservation of the finest elements of 
American democracy and culture are the direct results of these recreation 
programs. 

The Commissioner of Internal Revenue in a number of rulings has held that the 
only recreation activities conducted by governmental agencies which are exempt 
from the admissions tax are those in which there is an actual physical activity 
on the part of the person paying the fee. It has been held, for example, that 
teen-age activities, symphony orchestras, choral groups, bands, and other or- 
chestras sponsored by municipalities for recreational purposes are not exempt. 

Although most recreation departments are a part of the municipal government, 
a few are operated as a part of individual school districts. The community 
recreation programs operated by schools are exactly the same as those operated 
by municipal governing bodies with the same professionally qualified leadership, 
the same program activities, and serve the same groups of people. The school- 
sponsored programs, however, is not required to collect Federal admission 
taxes, 

In order to correct the inequities which we believe exist in the present law we 
request that the committee consider amending section 1701 (a) (1) by adding a 
subsection (vi) along the following lines: “A State or political subdivision 
thereof or the United States or any agency or instrumentality thereof in respect 
to recreation facilities and activities operated and/or conducted by them.” 

We also request that the committee consider amending section 1701 (2) (1) 
by inserting before “to the benefit of an elementary or secondary school * * *” 
the words “to the benefit of a State or political subdivision thereof or the United 
States or any agency or instrumentality thereof or * * *.” 

Sincerely, 
JOSEPH PRENDERGAST, Brecutive Director. 
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JOSEPH PRENDERGAST, EXECUTIVE Director, New York, N, Y., NATIONAL RECREA- 
rION ASSOCIATION, COMMENTS ON THE REVENUE Act OF 1951 AND THE EFFECT OF 
THE ADMISSIONS TAX ON MUNICIPAL RECREATION PROGRAMS 


1. Community recreation is a recognized function of municipal government, 
According to the Compendium of City Finances in 1951 prepared by the United 
States Bureau of the Census, the 481 cities having more than 25,000 inhabitants 
spent $231,027,000 for recreation during that year. This compares with expendi- 
tures of $495,304,000 for police service, $377,022,000 for fire protection, $66,505,000 
for libraries, and $271,569,000 for hospitals. 

2. Community recreation opportunities provided by municipal governments 
cover a wide range of activities. They include athletics and sports, music and 
drama, creative arts, social recreation, and outdoor activities. 

3. Community recreation is different from commercial recreation in its fune- 
tion and scope. Its function is to provide equal opportunity on a nonprofit basis 
for all residents of the community to participate in recreation activities which 
will contribute to the individual and community health and well-being. The 
commercial recreation operator serves a selected group of participants who are 
able and willing to pay a sufficient fee to make the program profitable to the 
operator. Few, if any activities, promoted by municipal recreation departments 
are the type which would pay a profit to a private operator. 

+, Revenue from the operation of municipal recreation departments comes pri- 
marily from local tax receipts. Some supplementary income is obtained from 
nominal admission charges to participants and from exhibitions produced by the 
participants in the program, For instance, a photography group sponsored by a 
municipal recreation department might hold a photography show and charge a 
small admission. Vroceeds would go for special equipment to be used by any 
local citizen participating in the photography course. Similar exhibitions and 
shows may be held for softball, basketball, hobbies, arts and crafts, music and 
drama. 

5. The Congress of the United States has recognized that participation in 
recreation activities involving physical activity sponsored by municipal recreation 
programs should be tax exempt. 

(a) The Revenue Act of 1951, section 1701 (d), provides for “municipal swim- 
ming pools, ete.—any admission to swimming pools, bathing beaches, skating 
rinks, or other places providing facilities for physical exercise, operated by any 
State or political subdivision thereof or by the United States or any agency or 
instrumentality thereof—if the proceeds therefrom inure exclusively to the 
benefit of the State, political subdivision, United States, agency, or instrumen- 
tality. For the purposes of this subsection the term ‘State’ includes Alaska, 
Hawaii, and the District of Columbia.” 

6. There are still many activities other than physical exercise conducted by 
municipal recreation departments for which small admission charges are made 
and for which a Federal admission tax must be paid. ‘hese include the following: 

(a) Dances: 

(1) Teen-age. 

(2) Square dancing. 

(3) Dance festivals. 

(4) Dances for older-age groups. 
(5) Community parties. 

(b) Athletics: 

(1) Spectators at nonprofit, noncommercial community leagues in soft- 
ball, baseball, and basketball. 

(2) Spectators at little league baseball, basketball, and softball games for 
boys. 

(3) Community athletic festivals and pageants where all of the partici- 
pants are part of the local community recreation program. 

(c) Dramatie productions: 

(1) Community little theater groups. 
(2) Talent shows. 
(3) Children’s creative dramatic programs. 

(d@) Music groups: 

(1) Community bands and orchestras. 
(2) Choral groups, 
(3) Community songfests. 
(e) Creative art activities: 
(1) Hobby shows. 
(2) Art festivals. 


37746—58—pt. 4 25 
















NI REVISION 








GI I 





NI 





RAL 





REV! 





The present Federal admissions-tax law has a number of inequities. Some 


of these are: 

(a) School districts which operate recreation programs are exempt from 
collecting Federal admission taxes under section 701 (a). Thus, a school 
district may conduct a teen-age dance as a part of its community recreation 
program without paying a tax An adjoining community where the recrea- 
tion program is under municipal direction has no such exemption and must 
pay the tax 

(b) School districts which operate recreation programs and include com- 
munity athletic leagues as a part of that program are exempt from collecting 
admission tax An adjacent community where the municipality operates 
community athletic leagues as a part of the recreation program must collect 
the tax, 

(c) Symphony orchestras are exempt but community bands and choral 
groups are not. 

(d) Admission charges for swimming at a municipal swimming pool are 
tax exempt, square dancing at a municipal recreation center is not. 

In order to correct the inequities which we believe exist in the present law we 
request that the committee consider amending section 1701 (a) (1) by adding a 
subsection (vi) along the following lines: “A State or political subdivision 
thereof or the United States or any agency or instrumentality thereof in respect 
to recreation facilities and activities operated and/or conducted by them.” 

We also request that the committee consider amending section 1701 (2) (1) 
by inserting before “to the benefit of an elementary or secondary school * * *” 
the words “to the benefit of a State or political subdivision thereof or the United 
States or any agency or instrumentality thereof or * * *.” 


DEPARTMENT OF THE INTERIOR, 
NATIONAL PARK SERVICE, 

NATIONAL CAPITAL PARKS, 

Washington 25, D. C., July 31, 1953. 
Hon. DANIEL A. REED, 
/ rian, ( ommittec 0) Ways qa? d VWeans, 
House of Representatives, Washington 25, D. C. 

My Dear Mr. CHAIRMAN: AS chairman of the legislative committee of the 
American Institute of Park Executives, I strongly endorse the recommendation 
submitted to the House Ways and Means Committee for the amendment of the 
Revenue Act of 1951 (Public Law 183, 82d Cong.), section 1701, as follows: 

(a) (1) by adding a subsection (vi) along the following lines: “A State or 
political subdivision thereof or the United States or any agency or instrumen 





tality thereof in respect to recreation facilities and activities operated and/or 
conducted by them.” 

(2) (1) by inserting before “to the benefit of an elementary or secondary 
school * * *” the words: “to the benefit of a State or political subdivision 


thereof or the United States or any agency or instrumentality thereof or 


From statements which have been submitted to me by park and recreation 
directors in all parts of the United States, I can assure you that the adoption 
of the above-suggested amendments would meet with the approval of public 
recreation authorities everywhere. I feel that the benefits that would derive 
to the public, and particularly to children participating in active recreation so 
essential to their weifare and so important in combating juvenile delinquency, 
would be in the public interest and would result in actual economies not only 
in the cost of National Government but also city, State, and county govern- 


mentcts 
I would greatly appreciate your courtesy in including this statement in the 
record of the hearings now being conducted by the House Ways and Means 
Committee on the amendment of Public Law 183, 82d Congress. 
Sincerely yours, 


EpWARD J. KELLY, Superintendent. 
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THE NATIONAL CONFERENCE ON STATE PARKS, INC., 
Columbus, Ohio, Augst 18, 1958. 
Mr. RUSSELL FE. TRAIN, 
Clerk, Ways and Means Committee, 
House of Representatives, Washington, D. C. 

Dear Mr. TRAIN: Mr. Joseph Prendergast, executive director of the National 
Recreational Association, 315 Fourth Avenue, New York, N. Y., advises that 
his association has requested your committee to consider certain suggested 
amendments to the Internal Revenue Code regarding the Federal admissions tax. 
Specifically, they suggest— 

Amending section 1701 (2) (1) by adding a subsection (vi) along the 
following lines: “A State or political subdivision thereof or the United 
States or any agency or instrumentality thereof in respect to recreation 
facilities and activities operated and/or conducted by them.’ 

Amending section 1701 (2) (1) by inserting before “to the benefit of an 
elementary or secondary school * * * the words “to the benefit of a State 
or political subdivision thereof or the United States or any agency or in- 
strumentality thereof or * * *,” 

The National Conference of State Parks endorses these suggested amend 
ments. 

The conference is an organization composed of professional and lay persons 
interested in State parks. The purposes and objectives of the organization are 
to inform the public concerning the value of State parks, historic sites, forests, 
and preserves suitable for recreation, and to encourage development of well- 
balanced State park systems to the end that every citizen in the United States 
shall have easy access to State recreation areas and appreciate their value. 
The conference also encourages the development of long-range State park pro- 
grams, including the formulation of standards for selection, development, and 
administration. 

The application of the admissions tax to parks has been discussed by the board 
of directors of the conference on various occasions. At its February meeting 
the board adopted a motion to request the Congress to remove the Federal tax 
on admissions imposed by the United States, the States, or any political sub- 
division, in connection with the operation by them of parks, museums, historic 
sites, caves, recreation areas, and other recreation activities and facilities. 

Favorable consideration of this request and inclusion of this letter in the 
record will be greatly appreciated. 

Sincerely yours, 

V. W. FLICKINGER, President. 


Dicest oF STATEMENTS BY RECREATION EXECUTIVES ON FrpERAL ADMISSIONS Tax 


“No taxes should be collected if the entire proceeds from spectator tickets 
are going into the recreation fund for use by the recreation department.”—James 
M. Spain, Florence Park and Recreation Board, Florence, Ala. 

“Exemption should be granted in all cases where activity is wholly supported 
by tax revenues, whether participant or spectator, on the principle of no private 
gain or inerement.’—Dewey R. Kruckeberg, Director, Park and Recreation 
Department, Burbank, Calif. 

“The small communities are concerned about support of many recreation de- 
partment functions through the general tax levy. It has been generally felt 
that participants should carry part of the load directly through charges, fees, 
and admissions. The burden of taxes on the property owners with maximum 
limits being supplemented with school, hospital, and other bond issues have 
caused them to take a dim outlook on recreation if the services are offered free 
to other than children or handicapped groups. The recreation departments are 
then faced with revenue problems supplemented with tax charges, or with the 
organization of nonprofit clubs which may get clearance from the tax office, 
Such clearances are strictly for club memberships and one can readily see that 
is not healthy for a board recreation program. W'e try to base out programs 
and wide participation and service to the entire Ccommunity.’-—E. L. Lincoln, 
Superintendent of Recreation, Burlingame, Calif. 

“Most recreation departments operate on close budgets and it is therefore 
necessary to make some of the activities self-supporting, such as basketball 
leagues, teen-age clubs, dances, shows, etc. None of the above activities are 
money-making projects, admission to them just help to defray the cost of con- 
ducting such a program. Many of our activities that brought in small amounts 
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of revenue have had to be discontinued because these admission taxes are a 
nuisance, requiring the filling out of forms, notary-public signature, and elaborate 
bookkeeping.”——T. RK. Grant, Director, Recreation Department, Lompoc, Calif. 

“It is my opinion that all public recreational departmental programs for which 
admissions are charged should be exempt where such admissions are used to 
defray legitimate expenditures of the department involved. It is my feeling 
that exemption should not be limited to participation activities, but should be 
applied on spectator admissions as well.”"—Jay M. Ver Lee, Recreation Depart- 

ent, Oakland, Calif. 

“Dramatic, music, athletic, and social events conducted by the department, 

r nonprofit department-sponsored agencies should be exempt from Federal 
admissions taxes. Admissions charged for these events are used to assist in 
overing the expenses of the activity which is an integral part of the overall city 

ty recreational program supported by municipal taxes.’—Leo B. Calland, Park 
and Recreation Director, San Diego, Calif. 

“We have been informed by our State director of internal revenue that our 
small 25-cent membership fee to our teen group is subject to tax.”—William 
Rooney, Superintendent, Park, Playground, and Recreation Commission, San 
Luis Obispo, Calif. 

“We operate a 40-team adult softball league throughout the summer, 5 nights 
a week on a 20-cent admission from which our own city and the Federal Gov- 
ernment take 25 percent. We can handle the city tax if we can get away from 
the Federal tax. This operation almost pays its way. If we could get rid of 
this Federal tax we could make it pay. We have a similar situation where single 
benefit games are put on for the purpose of raising money to buy suits and other 
equipment to make up for situations where we are unable to secure enough mer- 
chant sponsors. We have a number of goodhearted people who will go along but 
not a sufficient number to sponsor the big community program we want to develop. 
We are not in business to make money but only to develop pay-as-you-go recrea- 
tion to offset our local taxpayer charge, that it is cesting them too much, hence 
I call these nuisance taxes—they cramp our style.”—B. E. Swenson, Dean of 
Recreation, Recreation Department, Stockton, Calif. 

“T have always felt that when a creation or park department, which is totally 
or partially financed by taxes and has to depend upon a portion of its program 
for the small revenue it collects, and if such agency is strictly a service-type 
department or district as ours is, that no tax should be leveled. In the case 
of the tax which was removed from swim pools, it means that we were able to 
drop our costs for 5 and 7 cents per participant to 0.013 cent per participant. 
This results in less cost to the district and puts some activities on a paying or at 
cost basis.’—Keith A. Macdonald, Executive Director, Greater Vallejo Recrea 
tion District, Vallejo, Calif. 

“Any facilities, owned or leased by public agencies should be exempted from 
Federal admission taxes when operated as a service to the community on a non- 
profit basis. In many smaller communities such activities as youth dances, com- 
munity dances, etc., will have to be abandoned due to the fact that operating 
expenses, that is, band, decorations, and ticket printing, exceeds the gross. 
Charges and/or taxes should not be raised due to the economic situation in most 
of the homes.”—Thor O. Olson, Superintendent of Recreation, Ventura County, 
Calif. 

“We in Denver feel that the Federal tax should be removed from movies of 
an educational nature at our recreation centers because locally we have cleared 
with theater owners and supply this service without competition. We believe 
it should be removed for the cost for folk and square dancing which again seems 
an educational approach and not in competition with public dances.”—J. Earl 
Schlupp, Director of Recreation, Denver, Col. 

“It has always been my feeling that for activities such as dances, swimming, 
and any other activity sponsored by a municipal organization or a nonprotit 
incorporated organization should not be taxed.”—George T. Sargisson, Executive 
Director, Recreation Promotion & Service, Inc., Wilmington, Del. 

“Receipts from our activities are placed in a revolving trust fund which is 
used to further our program activities but unlike other cities these receipts, 
when deposited in the trust fund, become Federal money because they go di- 
rectly into the United States Treasury—to our credit. Thus, the Federal Gov- 
ernment in effect is taxing itself when it requires us to levy admission or use 
taxes. In addition, moneys for recreation purposes are appropriated by the 
Congress of the United States from local taxes, on recommendation of the Dis- 
trict of Columbia Commissioners. Therefore, our citizens are paying a Federal 
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tax on a nonprofit venture which was originally paid for out of Federal taxes 
which they previously paid. It is a form of double taxation. We see no reason 
to pay admission or public use taxes on any of our activities. Further, there 
is confusion regarding a spectator or an active participant. They are both 
seeking, in varying degrees, wholesome use of their leisure time.”—Milo F. 
Christiansen, Superintendent of Recreation, Recreation Department, Washing- 
ton, D. C, 

“All recreation activities sponsored and operated by municipalities should he 
exempt from Federal Taxes.”—Thomas Starling, Administrator, Orlando Rec- 
reation Department, Orlando, Fla. 

“Included in an overall program of municipal recreation departments there 
are many instances where programs such as May Day festivals, Christmas festi- 
vals, Children’s Gasporilla festivals, talent shows, and many others are presented 
not as a money making project but where it is necessary to charge admission 
in order to defray the cost of such programs which cannot be borne from tax 
funds. I believe that were it possible to have such activities tax exempt it 
would be most helpful. To give you a definite illustration we have just com- 
pleted our Children’s Gasparilla festival in which the ticket sale amounted 
to about $750. The tax for that particular activity amounted to approximate- 
ly $160 and our expenses were a little over $600. Had it not been necessary for 
us to pay the tax it would have been possible for us to make the festival more 
elaborate and also create a fund for the promotion of such activity in the future. 
This is also true of our May Day festival and other activities.’—Cordelia b. 
Hunt, Superintendent, Board of Public Recreation, Tampa, Fla. 

“All these publicly owned and operated facilities are nonprofit, and have been 
built and are operated with public money; it seems unreasonable and unfair 
that patrons should be taxed again to use the facilities that their taxes have 
made possible.’—Mrs. Steve Magargee, Director, Decatur Recreation Depart- 
ment, Decatur, Ga. 

“IT do not think it just to charge the public twice for an activity. Public- 
owned or nonprofit recreational facilities are provided for use of the citizens 
of all cities in the country. The freedom of use and in many cases the inability 
to pay may restrict the play and enjoyment of those whose need of such 
activity would help to provide a happier and fuller existence.”—John A. Lippold, 
Director, Playground and Recreation Department, Aurora, Ill. 

“The tax is a nuisance more than a source of income. Some of the charges 
are small and the resulting revenue to the Federal Government is nil. I would 
not be surprised if many ignored it in the long run.”—Charles T. Byrnes, Superin- 
tendent, Bureau of Recreation, Evanston, II. 

“It is my theory that any governmental agency functioning under a political 
subdivision should not have to pay any form of Federal or State taxes. This 
comes under the old saying of ‘Robbing Peter to pay Paul.’ This includes partici- 
pation and nonparticipation admission taxes. Anyone having the benefit of, and 
the power to tax comes under the category of nonprofit enterprises. We do not 
benefit any group or individuals financially, and are lawfully obligated to do 
things that private enterprises cannot profitably accomplish.”—Ralph B. Birks, 
Superintendent, Playground and Recreation Board, Moline, Ill. 

“Tam strongly in favor of removing all taxes from any operations of a recrea- 
tion department. I think this is double taxation, which is unwarranted.”— 
Bevier Butts, Recreation Director, Playground and Recreation Board, Waukegan, 
Til. 

“Tt is my belief that where the performance of a public service is a definite 
function of a municipality, assigned to it by State statute, there should be no 
Federal admissions tax imposed.”’—Gordon B. Wallace, Superintendent of Parks, 
the Wilmette Park District, Wilmette, II]. 

“In the past several years we have been compelled to collect Federal admis- 
sions taxes on daily and season privilege fees charged for the use of our bathing 
beaches and outdoor skating rinks, this despite the fact that all of these facilities 
are operated by the Winnetka Park Distret, a municipal corporation under the 
laws of the State or Illinois. All of the revenue derived from the charges made 
was used to support the activity, and further, the revenue derived from the sales 
of these season privilege and daily fees paid only a part of the total cost of 
operation, the balance being paid from general taxes levied for the purpose. 
We were very much gratified when these taxes were repealed last year and have 
secured exemptions from this tax on our beaches and skating rink activities, 
in view of the fact that our operations came within the provisions of the act. 
It is the feeling of the writer that all park districts and recreational activities 
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sponsored by a tax supported organization should be exempt as per the letter 
of the present law when the income derived is used to support the recreational 
or park district activity, or is channeled back into the operating funds of the 
sponsoring organization. It is the feeling of the writer that it should apply 
to any recreational activity sponsored by a public agency, whether it be ice 
skating rinks, bathing beaches, swimming pools, or bowling alleys, and pool and 
billiard tables, or spectator admissions charged for the recreation event.”—George 
B. Caskey, Secretary-Superintendent, Winnetka Park District, Winnetka, Ill. 

“It is our opinion that all public tax-supported agencies should be exempt from 
paying Federal admissions taxes for participation activities such as in the use 
of swimming pools, beaches, golf courses, dances, bowling alleys, pool and billiard 
tables, ball games, tennis, ete. Also, we feel that spectator admissions should 
be exempt from these taxes.”’—Martin M. Nading, Jr., Executive Secretary, 
Indiana Park and Recreation Association, Fort Wayne, Ind. 

“Any activity sponsored by recreation department, such as teen centers, ball 
games, etc., sponsored and conducted by municipal departments should definitely 
be exempted.’—Albert A. Domingue, Superintendent, Playground and Park 
Commission, Lafayette, La. 

“Federal recreation taxes impose a heardship on public recreation agencies 
such as our local commission due to the fact that admission charges are our 
only source of income in addition to the tax levy.’—Willis C. Winters, Super- 
intendent, Recreation Commission, Lafourche Parish Recreation Commission, 
Thibodaux, La. 

“Since municipal recreation activities are conducted as a service to the people 
and are paid for out of taxes, it seems reasonable that no tax on admissions 
should be charged. Fees from recreation activities seldom pay the total cost 
and when they do such receipts are used for the expansion of other activities. 
fhe primary purpose is service and not profit.’—Forest V. Gustafson, Director 
of Recreation, Montgomery County, Md., Rockville, Md 

“Tax exemptions should be given on spectator admissions in cases where the 
activity is conducted by a duly constituted public authority such as school, 
park, or recreation board or department as well as on swimming pools, beaches, 
golf cor etc., when operated by such authority.”—Lorne C. Rickert, Super- 
intendent of Recreation, Recreation Commission, Salisbury, Md. 

“After the change in the law regarding admission taxes in November 1951, the 
Norwood Recreation Department requested an interpretation from the Internal 
Revenue Bureau relative to payment of admission taxes on token admissions 
charged young people at dances conducted under the sponsorship of the Depart- 
ment, the proceeds of which went to the treasury of the municipality itself. 
It was the ruling of the Bureau (after 6 months) that such affairs were not 
properly considered as physical exercise and therefore were not exempt from 
the tax. We have continued to pay this tax. It would seem that dances and 
other forms of social recreation conducted by a public department such as 
this should be exempt from payment of the admission taxes.”—Richard E. Ready, 
Superintendent of Recreation, Norwood, Mass. 

“If the revenue goes directly into the city recreation budget and can be 
use for the support of the total recreation program including playgrounds, 
then no Federal admission tax should be levied.’—Art Genter, Director of 
Recreation, Howell, Mich. 

“BKarly in February of 1952 I filed a brief with the office of collector of internal 
revenue at Detroit, stating among other things that due to the loose wording 
of the act we consider our recreation department teen-age dances, held in our 
schools, a facility for physical exercise within the meaning and intent of the 
law. Further, that a dance, or an activity, supported by the city school system, 
the community chest, and city funds jointly, for the purpose of providing whole- 
some entertainment for youngsters to help curb juvenile delinquency is definitely 
‘itable enterprise and that inasmuch as these dances are not for profit 
and are only partly self-supporting that they should be tax exempt within 
e intention of the act. The Detroit office did not approve nor entirely reject 
my proposals and advised me to send the brief on to Washington, which I did. 
I never received a reply. I definitely feel that all admissions to a public recre- 
ation activity should be abolished as well as admissions to a- swimming pool, 
etc The rule should be general and not specific. Why should our theater- 
guild productions be taxed when our symphony orchestra is not taxed? It is 
basically unfair.’”—Everette R. Scherich, Superintendent, Jackson Recreation 
Department, Jackson, Mich. 
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“Why a municipality charging small admission fees for softball, basketball, 
dramatic shows, or some other activity should be compelled to pay a tax when 
a school or nonprofit group is exempt, remains quite a mystery to me as I am 
sure it does to others in the field of parks and/or recreation.”—Bernard Ballan- 
tine, Director of Recreation, Roseville Recreation Department, Roseville, Mich. 

“This tax has discouraged more than any other factor the promotion of public 
parties for teen-agers and adults. The cost of the hall, band, help, ete., is enough 
without having the tax added. Public recreation must keep the cost low which 
makes it difficult to include the tax in the price and come out ahead. We don’t 
expect to make money, nor can we lose. In 1950, we tried setting up a small gate 
charge at softball games to help subsidize the cost of the lighting. The adminis- 
tration of this plus the tax caused us to lose money approximately what the tax 
amounted to. The public, too, disliked paying a tax for these games.’’—RKoss 
Kressler, Superintendent, Department of Parks and Recreation, Ypsilanti, Mich. 

“We have felt that our services to the community insofar as athletic activities 
are concerned are parallel to the efforts of the public-school system and thus 
could not see why the admissions taxes on our activities should not also have been 
canceled.”—Russell H. Johnson, Assistant Director, Board of Park Comumis- 
sioners, Minneapolis, Minn. 

“Public agencies, such as recreation departments, are operated as a public, 
nonprotit service. The Federal admission tax on activities sponsored by public, 
nonprofit agencies seems an unfair burden. The repeal of the taxes would enable 
the public agencies to either reduce their admission prices, operate on a decreased 
municipal budget, or increase the scope of their services.”—Alfred Elliott, 
Superintendent of Recreation, Park Commission, Greenwood, Miss. 

“We have never collected taxes on green fees on the golf course. Taxes are no 
longer being paid on admission to swimming pools and beach operated by 
public recreational authorities. It, therefore, would seem that Federal admission 
taxes should be removed from the following activities when sponsored by public 
park and recreation agencies: Dances, athletic and sports games, contests and 
exhibitions, dinners, lectures, dramatic presentations, and concerts.’”—F. §. 
Mathewson, Superintendent of Recreation, the Union County Park Commission, 
Elizabeth, N. J. 

“I personally feel that any activity deemed necessary and worthwhile by the 
duly constituted recreation commissions of the various communities should be 
tax exempt regardless of the type of activity, whether it be physical, social, or 
mental. Exemption should be permitted for both participants and spectators 
when the activity is a definite part of the recreation program. Since the burden 
of supporting the activities organized by the local commissions falls upon the 
shoulders of the local taxpayer and admission-tax charge would be in reality 
putting a double tax upon the local taxpayer for his participation in what is 
community service.’—Robert D. Sisco, Superintendent, Recreation and Park 
Department, Livingston, N. J. 

“Inasmuch as we operate exclusively on a public-service basis rather than on a 
profit basis, all activities sponsored by public recreation agencies or by organi- 
zations affiliated with such public agencies should be exempted from Federal 
taxes.”—E, Dana Caulkins, Superintendent of Recreation, Westchester County 
Recreation Commission, White Plains, N. Y. 

“The Morganton recreation department has a little theater group which is 
faced with hardship and necessity of paying a Federal tax levy on admissions 
charged for local productions. I find it hard to understand why the recently 
amended revenue law provides for exemption from tax on charges made for ad- 
mission to swimming pools, beaches, skating rinks, and does not make provision 
for activities in the category of dramatics. Also I find it hard to understand 
why municipal recreation is not included with the group of religious, educa- 
tional, and charitable agencies which are exempt on admissions.’”—Wm. T. Rob- 
ertson, Recreation Director, Department of Recreation, Morganton, N. C., 

“The Federal tax on admissions for high-school athletic contests was dis- 
continued, It is my strong conviction that all publie recreation should be con- 
sidered in the same category. Therefore, I am opposed to the Federal tax on all 
recreation equipment and admissions.”—-Al Fendrick, Supervisor, Physical 
Education and Recreation, the Ashland City Schools, Ashland, Ohio. 

“My personal opinion has been that there should not be admission taxes im- 
posed on swimming pools, golf courses, basketball games, football games, hockey 
games, or baseball and softball games that are operated by the recreation divi- 
sion for the benefit of the participants.’—John S. Nagy, Commissioner of Recre- 
ation, Cleveland, Ohio. 
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“Tt is our belief that whenever admission is charged by any legally consti- 
tuted municipal recreation department and the proceeds from such admissions 
are placed in the city treasury or a special fund granted by a legislative act, 
such admissions should not be subject to Federal tax, because they are used in 
furthering public recreation in all of its various phases.”—N. J. Barack, Super- 
intendent, Department of Public Recreation, Columbus, Ohio. 

“The recreation division of the bureau of parks is indeed finding its program 
for juniors curtailed by the taxes on admission to the ball games. The junior 
baseball, softball, and basketball programs for boys and girls have been car- 
ried through profits on and above the cost of operation for the senior programs. 
Officials for junior games and equipment have been curtailed and indeed we have 
noted the effect in the caliber of play.’—Dorothea M. Lensch, Director of Parks 
and Public Recreation, Portland, Oreg. 

“We do not believe that Government organizations such as ours should be com- 
pelled to pay taxes when we are operating on a cost basis.”—Othmar B. Wuen- 
schel, Recreation Director, Greensburg Recreation Board, Greensburg, Pa. 

“We favor exemption of admission taxes from most functions or services held 
or offered by parks and recreation agencies.”—Howard B. Stewart, Director, De- 
partment of Parks and Recreation, Pittsburgh, Pa. 

“Exemptions should be made on all activities sponsored by public recreation 
agencies. Most public recreation agencies charge only for the purpose of cover- 
ing expenses. For instance, a dance for teen-agers will perhaps be more success- 
ful with an orchestra rather than records, but with the orchestra come expenses 
which must be covered, and consequently, admission will more than likely be 
charged. Or again, the large maintenance costs of a swimming pool must be 
partially covered by minimum fees.”—Robert A. Reis, Director of Recreation, 
Pottstown, Pa. 

“Admission taxes serve as a deterrent to activity since they discourage clubs 
and groups from sponsoring events. Money that would normally go to the Gov- 
ernment for such taxes would be put back into improved facilities or pro- 
grams.”’—James B. Tyler, Director, Recreation Commission, Town of South 
Kingstown, R. I. 

“T firmly believe that the exceptions should be made on gate receipts for such 
activities as baseball, softball, and tennis matches, as long as these gate receipts 
are acted solely for nonprofit activities.’—Bob Cook, Recreational Director, City 
Auditorium, Rapid City, S. Dak. 

“We operate on a nonprofit basis and money we take in from tournaments 
and games is used to buy awards, trophies, pay for officials, and send teams to 
various tournaments. There have been times when tennis tournaments have lost 
money but were still liable for Federal tax. Schools should no more be exempt 
from Federal tax on admissions to their games than a public operated recreation 
department.”—Marion Hale, Superintendent, Recreation Department, Memphis 
Park Commission, Memphis, Tenn. 

“It is our opinion that Federal admission taxes for both participants and 
spectators should not be levied on activities conducted by nonprofit organizations. 
These activities would include pageants, athletic events, swimming pools and 
beaches, golf courses, dances, skating, and other activities where the proceeds 
are used in defraying the expense of conducting the activity ; and profits, if any, 
are used to conduct other recreational activities.’—R. B. Dixson, Superintendent, 
Recreation Department, Alice, Tex. 

“It seems to me that volunteers who spend their time supporting, directing, 
and helping run a recreation program get mighty discouraged when after a money- 
raising project to help keep the program going the Federal Government takes 20 
percent of the take immediately.”—Joe A. Watson, Phillips Chemical Co. Recrea- 
tion Director, Cactus, Tex. 

“Any publicly owned activity or facilities operated should be allowed tax exemp- 
tion so as to enable the responsible party to operate and maintain these facilities 
or activities in a manner that will be a credit to the people.”—Robert N. White- 
head, Director, Public Parks and Recreation, Public Recreation Commission, 
Orange, Tex. 

“The Federal admission taxes should in particular not apply to teen-age dances 
sponsored by public recreation departments. Often the tax is the deciding factor 
in whether a dance is a financial success or not. There is no other group ready 
to provide this necessary service at a low cost and on a high plane of quality.”— 
John T. McHugh, Superintendent, Recreation Department, Montpelier, Vt. 
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“The metropolitan park district is a tax-supported municipal corporation and 
so is the Tacoma School District. The program of public recreation is jointly 
operated by the park and school districts. The school district has regularly 
scheduled games and they charge 25 cents admission without paying Federal 
tax. This is according to the tax laws. When the metropolitan park district 
charges 25 cents admission, the park district must pay a Federal tax on each 
admission. All admissions go to the park district general fund and are used 
for the operation and maintenance of a public recreation program, just the same 
as the school district uses its admission funds for the benefit of their elementary- 
and secondary-school physical-activity programs. Federal taxes on admissions to 
public recreation facilities should not apply only to participants but spectators 
as well. Most public park and recreation systems have a struggle to finance 
themselves and need the revenue from admissions to help pay for the operation 
and maintenance of the facility."—Thomas W. Lantz, Superintendent, Metropoli 
tan Park District, Tacoma, Wash. 

“It is my opinion that the Federal Government should not tax the other gov 
ernmental agencies. I realize that they consider the admission tax as being 
a tax on the individual, not on the recreation or park department, but it has 
been my experience that in many of our activities where small admission fees 
are charged to help defray the expenses that the increased cost to the individual 
decreases the participation, thus making it more difficult to conduct public recrea- 
tion activities of this type.”"—Homer Fish, Superintendent of Parks, Wheeling 
Park Commission, Wheeling, W. Va. 

“As far as we are concerned, we think Federal admissions taxes should be ex- 
empt on all recreational activities under the jurisdiction of municipalities or 
Government agencies, including ball games, dancing, concerts, drama, musical 
comedies, bowling, billiards, and pool.”—M. G. Simonds, Superintendent of Parks, 
Green Bay, Wis. 

“A dance sponsored by a school is, in most cases, tax-exempt; whereas our 
department would pay 20 percent even though the revenues would be for the 
same purpose. Most of the activities sponsored by the recreation department 
are nonprofit; many of them show a loss. Others make a profit which is used to 
defray various recreation activities. It definitely is not fair to tax events which 
are so financed.”—Chuck Odegaard, Recreation Director, Recreation Department, 
Marinette, Wis. 

“Since recreation departments initially are supported by public taxation paid 
for by its citizens, it strikes me that the Federal law is wrong when it requires 
that the departments raise the prices of admission for their several activities 
so that additional Federal revenue may be included is double taxation.”—R. C. 
Miller, Recreation Director, Board of Education, Oshkosh, Wis. 

“Members of our public recreation commission are very much perturbed by 
Public Law 183, permitting recreation departments under control of school boards 
to conduct public dances without charging an admission tax, and prohibiting : 
public recreation department from doing the same thing. The unfairness of per- 
mitting children and adults in Kenosha, 10 miles distant, to enjoy recreation 
department dances tax-free, while school students and young adults in Racine 
are obliged to pay a tax on the same activity, only for the reason that Kenosha’s 
recreation department is school-managed and our department is a division of 
municipal government. The moneys collected in both cities are deposited with 
the city treasury.”—B. A. Solbraa, Director of Recreation, Racine, Wis. 

“It is our opinion that civic groups or clubs that have a specific recreational 
and civic purpose should be exempt from an admission tax when any perform- 
ance which is jointly sponsored by a city department and said club are staged.” — 
Carl Anderson, Park Superintendent, Superior, Wis. 

“At present where we conduct a dance for members of our youth center, where 
they are admitted only on the basis of having a paid membership in the organi- 
zation, we have to pay a tax. I feel that under the conditions stated above, we 
should be exempt. It seems to me that where the money taken in is used to pay 
the expense of the activity and reverts in whole or part to the city’s general fund 
there should be no tax. We have a similar situation where we offer dance revue 
and charge an admission for this performance. Any money we take in is used 
to pay the cost of the dance instructor and other incidental costs of the entire 
year’s program. At present we are unable to receive any exemption on this. 
This is another situation where I think the city should be exempt from the tax.”— 
©. C. Case, Director, Municipal Department of Recreation, Two Rivers, Wis. 
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STATEMENT OF PARK H. CAMPBELL, COUNTY ATTORNEY OF DaApE COUNTY, FLA., 
CONCERNING EXEMPTION OF MUSEUMS FROM FEDERAL ADMISSIONS Tax 


Section 1701 of title 26, United States Code, provides for specified exemptions 
from admissions taxes. Paragraph (2) of subsection (e) provides that admis- 
sions to historic sites, houses, shrines, and museums conducted in connection 
therewith, maintained and operated by a society or organization devoted to the 
preservation and maintenance of such historic sites, houses, shrines, und 
museums—if no part of the net earnings thereof inures to the benefit of any 
private stockholder or individual—are exempt from the tax. 

In 1952 there was conveyed to Dade County, Fla., the winter home of the 
late James Deering, known as Vizcaya. The price was $1 million, payable 
entirely out of admissions to be charged. Simultaneously there was pledged 
to Dade County art objects appraised at exceeding $1 million in value, which 
were located in said home and on the grounds thereof. A considerable portion 
of the pledge has been fulfilled by completed gifts 

The former residence of Mr. Deering is an Italian palazzo type. The art 
objects contained in it were collected in various parts of the world after years 
of search and research, The structure is unique in the United States. It took 
many years in the building by artisans imported from Europe. Many of the 
wall coverings, ceilings, and floors were taken bodily from palaces and villas 


in France and Italy. 











The art lection is not duplicated anywhere in the world. In dition to 
the main residence and the necessary service buildings, there are formal gardens 
in the Italian motif. In and around the gardens are fountains and statuary 
imported principally from Italy. Education in the fine arts is incomplete without 
a kn edge of this museum and its contents inside and outside the palace. 
Dade County, through its board of county commissioners, is required to maintain, 
operate, and preserve this museum. The people of the United States are fortu 





nate in having available to them this museum and its conten Because of Dade 
County’s record of interest in education in the finer thin of life, the James 
Deering heirs selected it as the one best suited for the preservation of this 





» used for the maintenance, 





All the proceeds realized from admissions are 
preservation, operation, and for the payment for the land and buildings. These 
fur be 1 for n¢ her | pose, 

Here, I would like to rt estimates of annual receipts and admissions 
taxes ected through the oper n Vizeaya 
Esti1 ed net revenue after payme of admissions taxes, both State 

1 Federa ial = . __ $850, 000 

E nated Federal admissions taxes aback oe : a a 71, 200 

You will see by this that the over $70,000 to be paid out in Federal admis- 
sions taxes is a very considerable sum and could be used to great advantage 
in the maintenance and operation and preservation of the land and buildings on 
this unique estate, 

It is impossible to comply with paragraph (2) of subsection (e) of said section 


n order to be entitled to the exemption from admissions taxes because of the 
fact that the grantors and donors require that the operation of the museum be 
conducted by the board of county commissioners. Such was a condition of the 
conveyance and of the gifts 

It is respectfully submitted that it is manifestly unfair that admissions to 
uld be taxed just because it is not being operated by a society 








this art museum sh 
or organization devoted to its preservation and maintenance. In other words, 
it is unfair to put a penalty on public operation when the proceeds from admis- 
sion are used exactly as they would be used were the operation in the hands of 
a society or organization devoted to the preservation and maintenance of the 
Inuseum. 

Without a tax on admissions it will be difficult, in all probability, to collect 
sufficient from admissions to maintain and preserve this museum as it must be 
maintained and preserved in order to effectuate the purpose of its founding. With 
the tax, the situation will probably become critical. Certainly the museum 
cannot be kept in the condition in which it should be kept. 

We therefore respectfully submit that the admissions tax should be removed 
in cases of this sort. 
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Mr. Esernarrer. I ask unanimous consent that there be inserted in 
the record at this point a statement covering the subject of excise taxes 
on amusement parks by Mr. John E. Laughlin, Jr. 

The CuatrMan. Without objection it is so ordered. 

(Mr. Laughlin’s prepared statement follows :) 


STATEMENT IN BEHALF OF KENNYWOOD AMUSEMENT PARK, PITTSBURGH, PA., BY 
JOHN E. LAUGHLIN, JR., Esq., of THorp, REED & ARMSTRONG, PITTSBURGH, 
19, Pa. 


PROPOSED EXEMPTION OF AMUSEMENT PARKS FROM FEDERAL ADMISSIONS TAXES 


The motion-picture industry may have presented a good case for exemption 
from the admissions tax but amusement-park operators are entitled to even 
greater consideration. 

Amusement parks are patronized primarily by children and family groups. As 
a result, the competition of television is as great as it is to the picture industry, 
Moreover, the amusement-park business must compete with motion pictures, 
and particularly drive-in theaters, all of which are obtaining relief from the tax. 

The admissions tax is particularly troublesome to amusement parks because, 
as indicated, children are its most important customers. The exemption now 
because only children 


¢ 


provided by the code for children does not help the situation 
under 12 years of age are exempt and then only if the admission charge is less 


than 10 cents. Most charges are 10 cents or 15 cents and on these the exemption 
not available. The exemption, moreover, entails serious collection difficulties 
because of the necessity of determining, in individual cases, whether or not the 


tax applies 
Another problem is presented by the fact that the admissions tax in an amu 


ment park is repetitive. A patron can attend a motion picture for 2 hours and 
pay but 1 tax, but if he patronizes eight 10-cent amusements in a park, which 
is perhaps the average attendance, he pays 8 separate taxes, with the result that in 
pending | than $1, 96 cents to be exact, the customer pays 16 cents of it in taxes 
n exenly n should be allowed to amusement parks, operators would pi 

on the savings to their customers and would not gain on the transaction except 
to the extent that the customer might have more money to spend on amusements. 

We do not know the exact amount of the revenue loss to the Government from 
the proposal to exempt amusement parks but we are assured that it would be 
le than $11 million a year as against the $100 million or greater loss estimated 


to result from the motion-picture exemption, 

Mr. Urr. I would like to make a short statement for the record. and 
that is that the staff’s attention should be called to a bill which | 
introduced, to eliminate the admissions tax on Boy Scout activities. 
‘| hey were supposedly included in a fo! mer amendment to the code a 
few years ago, which included 4-H Girls and Campfire Girls, but the 
Revenue Bureau ruled that the Boy Scouts did not qualify under that 
exemption. ' 

I hope that the committee takes that into consideration on the 
revision of the code. 

The CuatrmMan. I want to congratulate you on the way you pre- 
sented that matter, and I certainly go with you in the hope that it will 
receive consideration. 

We stand adjourned. 

(The following material was submitted for the record :) 

THE AMERICAN LEGION, 
Washington, D. C., August 6, 1958. 
Hon. Danret A. REeEp, 
Chairman, Committee on Ways and Means, House of Representatives, 
House Office Building, Washington 25, D. C. 

Dear Mr. CHAIRMAN: The American Legion is very much interested in Federal 
tax on admissions as it applies to our junior baseball program, which is national 
in scope. 
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Cooperating with the American Legion, Representative Thomas E. Martin 
introduced H. R. 6610 on July 29, the purpose of which is to exempt from the 
admission tax certain amateur athletic games and exhibitions. The American 
Legion strongly supports this measure and urges the full consideration of the 
committee to the end that this exemption may be granted. 

The American Legion junior baseball program is now in its 27th consecutive 
year of providing a summer recreation program to boys 17 years of age and 
under. Today there are approximately 16,500 teams in organized junior baseball 
competition. 

Junior baseball at the National, State, and local level is absolutely on a non- 
profit basis. In fact, this program is carried on at a loss when considering cost 
as against revenue. 

rhe national program, which includes the elimination tournaments leading 
to the junior world series, and the junior world series itself, is almost entirely 
financed by contributions from the National and American Leagues, through 
Baseball Commissioner Frick’s office 

At the State level the program is financed largely by the State departments 
of the American Legion, and at the local level the financial assistance comes from 
individual contributions and business firms who aid in the sponsorship of indi- 
vidual teams 

Of course, there is some revenue from gate receipts to offset the cost of this 
program, but gentrally it is relatively small, and as a result there are net losses 
in the sponsorships in most cases. Wherever any profits do accrue they are 
channeled back into the junior baseball program for sponsorship of additional 
teams, etc. Removal of the Federal admission tax on junior baseball games 
would permit an expansion of this very worthwhile youth program. We urge 
your consideration to that end 

I am enclosing a copy of the American Legion’s Resolution No. 370, which 
was adopted at our last national convention at New York, August 25-28, 1952. 
For your further information I am also attaching a small booklet on the 1953 
American Legion’s junior baseball program. 

Sincerely yours, 
Mies D. Kennepy, Director. 


(Whereupon, at 9: 06 p. m., the committee recessed.) 
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THURSDAY, AUGUST 6, 1953 


House or REPRESENTATIVES, 
CoMMITTEE ON Ways AND MEANS, 
Washington, sy <. 

The committee met, pursuant to recess, at 7 p. m., in the Ways and 
Means Committee room, Hon. Daniel A. Reed (chairman) presiding. 

The CHarrMan. The committee will come to order. 

The committee will continue hearing testimony this evening on excise 
tax rates. We will welcome as the first witness Mr. Victor Paul, vice 
president of the Wiss Stores in the State of New Jersey and appearing 
as chairman of the Retail Jewelers Tax Committee, which represents 
all segments of the jewelry industry in the United States. 

Mr. Paul, it is a great pleasure to have you with us tonight. 

Give your name and the capacity in which you appear to the re- 
porter and we will be delighted to hear you. 


STATEMENT OF VICTOR PAUL, CHAIRMAN, RETAIL JEWELERS 
TAX COMMITTEE, INC. 


Mr. Pau. My name is Victor Paul. I am vice president of the 
Wiss Stores, retail jewelers, operating four stores in New Jersey. I 
am chairman of the Retail Jewelers Tax Committee, a committee 
which represents all segments of the jewelry industry in the United 
States. On our committee and advisory board are retailers, suppliers, 
and manufacturers of the various categories of products subject to the 
retail jewelry excise tax as well as representatives of the jewelry labor 
unions. 

My presents ation, therefore, is made on behalf of the entire jewelry 
industry—43,378 retailers, wholesalers, and manufacturers of jewelry, 
watches and silverware in the United States and several hundred 
thousand workers. The companies for whom I speak, with very few 
exceptions, come under the Government’s cl: waifie ation of small bi 
ness. My statement will cover six brief points supplemented by addi. 
tional material which will be submitted to the committee for the record. 

The Cuamman. That will appear in the record. 

Mr. Paun. Thank you, Mr. Chairman. 


ona 
2049 
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(The information referred to follows: ) 


Number of jewelry establishments, 1952 and 1946 


September September 








Retailer 1952 1946 
Ca EB. nucsnccvsecesa 24, 455 16, 822 
Ir é r a 3, 479 ¢ 
Reta al order 65 5 
P r r 918 753 
Rey r 3, 239 3, 869 
Depart ré 663 741 
Drug velry 206 349 
Pr etailers_....... 27 Y 
M ul welry 804 | 686 
Br ST a onslacha te iinnaldineareildasibidenesitbladintb an ecteaeniondicinin 1, 471 21 
Re esalers 309 242 
Ret anufacturing....... 86 41 
Total retailers........- ‘ - : i 4 af 36, 606 28, 211 
otal w esaler —— . ae 3, 450 3, 369 
lotal facturers — ‘ 3, $22 2, 043 
Grand total....-- — . picwieace 43, 378 34, 523 
Sour rhe Jewelers Board of Trade, ence, R. I. Published in National Jeweler, January 1953. 
Presented by Retail Jewelers Tax Committe Aug. 6, 1953 
Number of retail jewelers classified by States 
Alabama . ‘schimperi a 62 
Alaska . --- 34 | New RMR a ctcinreeinerenetaaiaree 149 


Arizona 7 7 ice content Boe) Ow BONNEY. . cccceawn 1,188 
Arkansas_— (anesides Bee 1 aeOW MNE100 28 nono cccen een 145 


California_---_- tion’ 1 Ee ROPE CS cine amg, Mee 
Colorado Seis stones 387 | New York (outside New York 
Connecticut_- sii 8 a 2 seit taakii ta anas ie diate toee 1, 858 
Delaware ckaias-cctieeibanies 89 | North Carolina_ wire Bae 865 
District of Columbia__._------- ae | SOD es cctsccmnevenccneninien 163 
Florida a a rg ke wide GGt | iio. ew. 22 Sere ee | 
Georgia_-— ; dia — 639 | Oklahoma_-__.- sealant acca 476 
Hawaii is 158 | Oregon_____-_~_ atic hedeieeedaes 377 
Idaho_- Rpt EL a Gz | Pennayivania.___._._........ so. 2,088 
Illinois Piciacntadebcinnidias “Ge REE en RE oS: eee eee 166 
Indiana__- ee 916 | South Carolina__ aibatatagalacsien 404 
lowa ‘ci tabi halaatetnibliids 686 | South Dakota hai cacti ai 190 
Kansas : ah a i aa 576 | Tennessee_____.- cain calacinet eae 583 
CO ae iain ee ee ee ee sce iy ae 
I cracls ce Or 148 
Maine ‘ ise clades ar 8 rr 103 
Maryland ie aa a i 593 
Massachusetts__ <cccicaeeair > Sa BENNIE... want acepigpeniolonnedlids 597 
Michigan 7 ee | a a 402 
Minnesota i Sedma adgcndalaidce eee Pe ois ak nthe 753 
Mississippi-_ ddan simp eeeeuae Us Or NII ios in cence 91 
Missouri-_ inline iansipasterelabelekcctuilbaplaie 969 | Unclassified_- Jcnnielpineitinea mais 3st 
Montana 7 Be ae as 176 = 


Nebraska camornaey NN SF 2h ecko ree 36, 606 
Soures he Jewelers Board of Trade, Providence, R. I. Published in National Jeweler, 
January 1953. Presented by Retail Jewelers Tax Committee, Inc., August 6, 1953. 
Excise tar on jewelry—Collections by fiscal years 


{In millions of dollars] 


iti Rte » 21311980... ai iS al ce 191 
Se set acihiossigsdalinal sicniesies- aa 





‘ aa aientilh tke toatabeassci 223 | 1952 be scieaiiiastenie latin aedeintlai an one 
ee ae sesiblcmsecianle > Pn a a a - 20 
aeahiienheetmenss -..... 218) 1954 estimate ail a aia ra 236 


aa 


e: U. S. Treasury Department. Published in Treasury Bulletin. Presented by 
ewelers Tax Committee, Inc., August 6, 1953. 
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Operating profit of typical jewelry store, 1947-52 


Item 1947 1948 1949 1950 1952 
l + 
I 1 ex xcise taxes $85, 564 ($77,272 3H > $ 2\$ { 
I i wa 4 ¢ 13, 2 l 4 l 4 
Tot cs 8,124 | 90, 483 85, 94 70, 171 
2. Cos ods Sol ¢ 41 4,471 44, Ut 1,654 4 ) 
G Ss yr 4s. + 2 US, F4 4. 202 7.01 
4. ( 4 s xciuding taxes 2 () 0, 764 | 2 5 $ 4, 770 
Net op I t, t come taxes Q 72 248 2 a) 4 
6. Profit re ir i 28 a percent of sales 8.9 ¥ 4.3 4 2 
Note.—No survey conducted in 1951 fit figures t e tax 
F. B. Todd & Co., New Y Published by Retail Jew $s Bullet A t 3. Pre ed 
by | Jewe s Tax ( ttee, I Aug. 6, 1 


Analysis of consumer expenditures on j 


ewelry and watches Millions 

TOG Cieicenciadisiiddee saith Riad ae lead = abaiemeetieiadacdames $1,419 
1947 actual i a a te si aia ane eR ee a haa tidak Se ee 
1946—47__.__- aie . — lit ala = ooo 


1952 projected on the basis of the increase in expenditures for all con- 
Sulption purposes—up 40 percent from 1946-47 —_ Len aa 


BAe WE cheer carcino cect acden eos shihccbeaiaedibdiaanevapslaies titidmptibies: aaa 
1952 below projection____-___ a - ms ba 512 
Source: Actual figures, Department of Commerce. Presented by Retail Jewelers Tax 


Committee, Inc., August 6, 1953. 


Changes in expenditure for jewelry and watches, compared with changes in 
personal income and consumption expenditures 
Dollars in 


Expenditure for jewelry and watches: millions 
GOST BVO ONG skin ccthino sewn senda ee a sssdindictstelndsialahawiaai $1, 383 
IN hic cakes canted ceteaeli aaah gira cceinaneh be ah canis ea Sint nial ee eee $1, 424 
URGNGG Sc eck sciecRcee cet Skid iathipi caedlbemeiibabicdcies . +41 
SOE ORIN as csi senisasnsctas gaia tccneetaaenhscmpenten aed apni hnias tai dani encecaiana Niacin mth 

Dollars in 

Personal income after taxes: billions 
GOs. RT RUG es iia tarts tct itlcietrimaiginiennennnnnt en $164 
Ir UT iets ence tection map tings Smiaagn camming iimidibatahai ‘5 $235 
Oca a nl ca Ne Ba +$71 
Percent change eocneciere catia iphatievd lela leahatoesstrairelhatietinap sa eemadeticistd +-43 

Expenditure for consumption purposes: 

IDES CVOPRR Cin ccccnecaneaernoteambecen acai li tc iadldieadabaiaie $156 
MI siniansessiesiid nash igen ianainiaite Mies irinea egal einliiistaiisei cllehadahani agitate lata $218 
x. ARO accel iieenileiaasimeniei a Ee oe + $62 
Percent change__-.___- teri suidoa ansarionens J aisha ai dasacntcahclecaiaioceeidielo anita garth +40 
Expenditure for consumption purposes excluding food and Housing: 
SEG -O7 GPUs ctcieninidonnminlinnnianiaien pinanasabianpielabpnbaehiciiatonia $85 
a li a anti senestiieaaadianiieandaabiariamamraiiaats —nttrtngiemmmndtios aging $116 
NOMNINID sisiecsxco ssicaditaddinpeneseercnasinacatvintcinnaschanennansdbinameatigedaatig a ee 
Se I i prc Gatlin i dacs ch etecinccid ned chased eaten ascii ih +36 


Source: U. S. Department of Commerce. Published in Survey of Current Business. Pre- 
sented by Retail Jewelers Tax Committee, Inc., August 6, 1953. 
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THe 20 Percenr FepeRAL Rerar. Excise Tax on JEWELRY AND RELATED ITEMS 


A study prepared for the Retail Jewelers Tax Committee by the Commodity 
Research Corp., Wilton, Conn., July 1953 


GROSS AND NET LOSS IN FEDERAL REVENUE 


Estimates have been carefully prepared of both the gross and net loss in 
Federal revenue which would result from repeal at this time of the 20 percent 
Federal retail excise tax on jewelry and related items. Based upon current 
levels of incomes and business activity it is estimated that the gross loss would 
amount to $235 million a year and the net loss $175.3 million. 

The direct offsets to the gross revenue loss are those which result from 
increased business activity in the industry, including the manufacturers, their 
suppliers and distributors. These are estimated as follows: 


Million 
Increased corporate and individual business income tax liability due to 
expanded net profits__ Sa ga ae siainatbiaciaaesioamieinaianddae oe _ $30.6 
Increased corporate income tax liability due to additional dividends re- 
ceived by taxable corporations —_ a 
Increased individual income tax liability due to additional dividends re- 
ceived by taxable individuals ss ; See eine anbennien 2.0 
Increased individual income tax liability due to additional wages and 
salaries paid ; ma " Se seaeebiia ei aiaeeaNiS ee 19.1 
Increased employment tax liability due to additional wages and salaries 
paid sedate sisSaticicanr ee ema arait bastaw . oo 
rotal - oe aan “ = ee ba ee 


No attempt is made here to evaluate the effect on Federal tax receipts of a 
general stimulation of the economy expected to result from the release of spend- 
able income to consumers, 

The assumptions, procedures, and techniques employed in preparing these esti- 
mates are similar to those for our report entitled, “Estimated effects upon Federal 
revenues of increases in business activity resulting from repeal of the wartime 
excise taxes imposed under the Revenue Acts of 1941, 1942, and 1943,” prepared 
in February 1950 for the National Committee for Repeal of Wartime Excise 
Taxes, on which the jewelry industry was represented. Of course, up-to-date 
ficures were employed for the current estimates wherever available. 

\ detailed description of the methods used by the Commodity Research Cor- 
poration in its calculations was printed in the “Revenue revision of 1950 ; hearings 
before the Committee on Ways and Means, House of Representatives; volume 1, 
excise taxes” beginning at page 967. 

Mr. Pau. This statement will, I hope, make certain incontroverti- 
ble facts clear to the committee—facts which indicate that the jewelry 
excise tax no longer serves the prime purpose for which it was origin- 
ally imposed—facts which show that the jewelry excise tax is dis- 
criminatory and unfair in its impact on the jewelry industry and 
that it has done and is doing the industry serious harm—facts which 
indicate that the net revenue derived from this tax is not substantial 
enough to just fy the hat that it does and the dangers that it pre- 


1 


ents to the economy facts v hy en will show that repeal of this busi- 


ness-depressing discriminatory levy is long past due. 

1. Retail excise taxes on many products including jewelry were im- 
posed during wartime when, for the good of the country, it was 
deemed expedient to divert consumer spending and to put a brake 

on l le of certain ite is i order to curtail the use 

erin] and laber. The tax was not imposed primarily as a rev- 

enue-proc 1 me ire and, therefore, the rationale for this regres- 
ive, stultitying, diversionary tax no longer exists. 

7 is supported by a statement made by the former Director of 


the Ofiice of Price Administration. It will be reealled that in 1941 
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he was one of the major proponents of excise taxes. Appearing be- 
fore this committee in 1950, he testified as follows: 

I came then (referring to 1941) to urge selection and imposition of excise 
taxes because I reasoned they had the power to restrain and divert. 

I come today to urge repeal with exactly the same reasoning. I have seen 
their power to restrain and divert. 

I said at that time (referring again to 1941): 

“Turning first to the proposals for excise taxes, the only case which may be 
made out for such additional taxes at the present time from a total defense 
point of view, must rest upon its effectiveness in discouraging civilian produc- 
tion which competes with the defense program for men, materials, and machines,” 

That Congress recognized these excise taxes as temporary wartime 
diversionary devices rather than as permanent revenue-producing 
measures is made clear by the fact that in 1943 it wrote into the law 
itself a provision requiring automatic repeal of the taxes 6 months 
afte x the termination of hostilities. 

The retail excise tax on jewelry discriminates severely against 
the products of the jewelry industry and against the buying public. 
The products of the jewelry industry are varied and range in price 
from a dime or a dollar up. They are sold for cash and on credit. 
It is unfair to continue to select them for taxation when they com- 
pete with hundreds of tax-free items for the consumer dollar. 

In the past there have been those who have attempted to justify 
this discrimination on the basis that jewelry items are luxuries. What 
is a luxury? Does an item become a luxury merely because of what 
it costs? If so, then consider the silver bowl exhibited here, which 
is priced at $45 and is subject to a $9 tax, as opposed to the enameled 
bow] ide ntically priced at $45 and not subject to tax. Consider the 
railroadman’s watch which carries a tax of $20 as opposed to an 
oriental rug, this one priced at $110, and othe: ‘rs priced in the thou- 
sands, yet not subject to tax. 

Consider a pleasure boat, represented by the model shown here, 
priced at $5,000, and not subject to excise tax, and on the other hand, 
the brooch displayed priced at $250, bearing a $50 tax, and even this 
$1 brooch subject to a 20-percent tax. Or does an item ans a 
luxury simply because it is not a prime necessity of — If so, then 
what about the engagement ring shown here priced at $2! . aalbina ttoa 
$50 tax, or perhaps more forcefully, this simple ieddinn’ irclet of gold 
at $10, subject to 20-percent tax—as opposed to this negligee at $185 
tax free. Can we justify the inconsistency of this necktie costing $15 
bearing no tax, and the tieholder that you see priced at $5 subject to 
the 20-percent tax? It should be plain that what is and what is not a 
luxury depends exclusively on who is buying it. 

The true necessities of life to much of the world’s popul: ition go no 
further than a loin cloth and a bow! of rice. A tax on nonessentials 
might well exempt only these two products. Of all the many prod 
ucts which our people want to have and which our high-level economy 
depends on for its very existence—who can grade them as to their rela 
tive degree of importance for tax purposes‘ Any commodity or serv 
ice must be presumed to be essential to our peacetime economy («) 1 
it satisties the healthy nee is and desires of consumers in a democratic 
society enjoying the procicus right of freedom of choice, and (0d) a 
its production provides employment and income to individuals, 
business firms, and to communities, and (¢) if its consumption on an 
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unrestricted basis is not obviously detrimental to the public interest. 
To accept any other basis for public policy y is to expose certi un ele- 
ments of our economy to unwarranted discrimination, to invite un- 
justifiable restriction of our freedom of choice, and to jeopardize 
through ignorance the good health of our economy. 

5. In 1952 according to the Department of Commerce, expenditures 
for jewelry and watches were 3 percent above 1946-47. However, per- 
sonal incomes after taxes were 43 percent higher in 1952 than in 1946- 
i7. Expenditures by consumers for consumption purposes were 40 
percent higher than in 1946-47, Expenditures by consumers for con- 
sumption purposes other than food and housing were 36 percent higher 
than in 1946-47. 

Che United States economy has thus enjoyed a great expansion in 
business activity since 1946-47 but the jewelry indus stry—primarly 
because of the jewelry tax—has been denied its share of this expansion. 

Prior to the jewe ry excise tax the experie nee of the industry was 
that our expansion paralleled the expansion of the economy. ‘The 

imposition of the tax dramatically distorted this relationship. The 
regressive effect of the tax resulted in lost sales in 1952 alone of ap- 
proximately $500 million. 

This freezing of sales at 1946-47 levels has taken place during a 
period when the number of jewelry establishments has e xpanded from 
4,000 to 45,000 as more stores were necessary to serve the expanded 
and redistributed population in many areas of the country. It was 
accompanied also by expanding costs of doing business and intensified 
competition. As a result, the net operating profit of retail jewelry 
tores has been scaled down to 3 percent of sales before income taxes, 
according to figures prepared by the F. B. 'Todd Co. in a nationwide 
study. 

This figure of 3 percent before income taxes compares with 9 
percent before taxes in 1947. This presents a critical situation for 
the typical jewelry store, which is a small-business operation. Ac- 
cording to the survey, a typical store did $70,000 worth of business 
last year on which excise-tax payments would approximate $12,000. 
os net operating profit margin was only $2,200 before the payment 

Federal and State income taxes. This can hardly be considered 
a auidaaene operation during a year which witnessed an alltime 
high in the Nation’s business activity. The dangers to the typical 
Je weler are highlighted by the fact the at this represents a downward 
trend that has persisted for the past 7 years. 

Do not be misled by the fact that collections of jewelry excise taxes 
were a little higher in 1953 than in 1952 and the Treasury Department 
estimates that they will be a little higher still in 1954. Jewelry-tax 
collections do not provide a reliable barometer of the condition of the 
industry. The pressure of doing business under the burden of the 
excise tax results in cutthroat competition, dumping of merchandise, 
and distress sales. All this produces tax payments, but does not, by 
any means, produce a profitable, healthy business for the industry. 

The jewelry industry is very mindful of the Federal tax revenue 
reqi iirements. What are the revenue- producing facts regarding the 
jewelry excise tax? The $236 million figure which the Treasury De- 
partment estimates the tax will produce in fiscal 1954 is not the rele- 
vant figure, for it is a gross, not a net figure. A study prepared by 
the Commodity Research Corporation, which will be submitted for 
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the record, shows calculable offsets amounting to approximately $60 
million, and this is not the whole story. Perhaps the most important 
single effect of elimination of the excise tax would be the general 
stimulation of our economy resulting from the release of additional 
spendable consumer income. The benefits to Federal tax revenues 
accruing from such a stimulation cannot be estimated. However, 
when this factor is added to the calculable offsets, there are those in 
our industry who believe the loss of jewelry excise-tax revenues would 
be almost if, indeed, not more than compensated for by increased tax 
collections from other sources. 

One additional consideration: Any substantial excise tax neces- 
sarily leads to attempts at evasion by unscrupulous people. It is 
common knowledge that there are places where under-the-counter 
transactions can be effected with resultant evasion of the excise tax. 
In several instances, members of our industry have brought this 
problem to the attention of the Internal Revenue service. The service 
has indicated in each case that it was unable to undertake the investi- 
gation necessary to succeed in the prosecution of excise-tax evaders. 

This situation increases the discriminatory impact of the excise 
tax on legitimate jewelry operations. And it means, gentlemen, that 
you have an inefficient tax here. It cannot be effectively collected. 
Any attempt to approximate effective collection would require in- 
creased staffing, increased overhead in the Internal Revenue service, 
thereby further decreasing net revenues from the tax. It must be 
borne in mind that such tax evasion results not only in loss of excise 
taxes but is frequently coupled with the evasion of income taxes, on 

the profit resulting from these illegal transactions. 

Summing up what I have thus far said, gentlemen, the jewelry excise 
tax is an anachronism—a legislative throwback which perpetrates a 
gross and crippling injustice upon an industry which consists of tens 
of thousands of small-business men and which employs hundreds of 
thousands of workers. 

This tax has had during this postwar period precisely the effect 
that it was designed to have during the war. it has discouraged 
consumer expenditures on a selected group of commodities and serv- 
ices. It has imposed on the consuming public a highly contradictory 
and totally unjustified distinction between products. It has denied 
to a domestic industry producing useful goods the climate of free 
competition to which every American industry is entitled in a 
peacetime American economy. The net amount of Federal revenue 
which this tax produces is highly dubious. 

We ask that this glaring inequity in our tax laws be rectified. It 
is clear that elimination of the 20-percent excise tax on jewelry would 
mean increased business, would result in a greater return to the 
Government from income and payroll taxes, and would restore con- 
fidence in the equity of the American system of taxation. 

We are willing and anxious to bear our proportionate share of the 
expenses of government, whatever they may be. For more than 10 
years, however, we have been required to pay more than our share. 
Should it be determined that a consumption tax cannot be avoided, 
we ask that such a tax be broadbased and nondiscriminatory. We 
question the concept of an economy consisting of favored industries 
selected by some power as worthy of expansion and, therefore, not 
subject to excise taxes and unfavored industries whose development 
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must be retarded by such taxes. If that question is valid, the excise 
tax on watches, silverware, jewelry, and allied products should be 
repealed. 

Thank you very much, gentlemen, for permitting me to be heard. 

The Carman. We want to thank you, Mr. Paul, for your splendid 
presentation. You are well and favorably known in my district, 
even though you come from New Jersey. I have had letters from 
home and I have hoped that I could meet with you here and get 
acquainted. I was very glad to have you here and you have made a 
very fine presents ition. 

Mr. Pavu. Thank you very much. 

The CHairman. I think most people realize that when taxes be- 
come too high, the Government leses revenue as a result, and that 
lower taxes stimulate business. In fact, we found that out in the 
80th Congress by balancing a $20 billion deficit and paying about 
$5 billion on the national debt and having an $8 billion surplus all 
within 2 years as a result of moderate taxation and stimulation of 
business. 

We thank you very much for your appearance. Are there any 
questions ? 

Mr. Kran. Mr. Chairman. 

The Cuarrman. Mr. Kean will inquire. 

Mr. Kean. Mr. Paul, if this tax was eliminated or reduced, who 
would get the benefit thereof ? 

Mr. Pauw. The consuming public, Mr. Kean. Our business is a 
highly competitive business, and the savings, in this case, reduction in 
price, would certainly be used by our indus ‘try to stimulate further 
consumer purchases. It is not intended that these taxes should accrue 
in any way to the retailer or to the manufacturer or to the distributor. 

Mr. Kean. You feel that the store that you represent would do 
more business by having more customers and they would make the 
money that they should take in that way ? 

Mr. Paut. By all means, that is exactly the position we take. We 
know that would be the result. 

Mr. Kran. Thank you. 

Mr. Byrnes. Mr. Chairman? 

The Cuarrman. Mr. Byrnes will inquire. 

Mr. Byrnes. You list your prices separately anyway, do you not? 
You list the price and the tax and the total on your price tags, do 
you not? 

Mr. Paut. That practice varies with individual stores. It was only 
during the OPA days that there was a requirement that the tax in 
some instances be separately stated. Many stores do state it separately. 

Mr. Byrnes. I thought they still did. 

Mr. Paun. Yes; some still do. 

Mr. Byrnes. If the tax went off—— 

Mr. Paur. There would automatically be a price reduction. 

Mr. Byrnes. It wi uid automatically reflect itself. I think if the 
const n ming publie realized you were not passing it on that they would 
no doubt object. 

J M- ; '? ,uL. That is right, Mr. Byrnes. 

The Cuamman. Mr. Paul, on page 8, you say, “We ask that this 
glaring inequity in our tex laws be rectified.” 





GENERAL REVENUE REVISION 255 


One of the purposes for the holding of these hearings is to over- 
haul and recodify our laws which are just filled with all sorts of in- 
equities, simply a patchwork proposition brought about largely by 
one emergency after another and one war after another. We are 
working along that line, and we thank you for calling our attention 
to it. 

Mr. Pavut. I might say, Mr. Chairman, that many, many people 
with whom I have talked are rather conscious, and I am conscious, 
of it and we certainly realize this is a major effort and think it is a 
wonderful one, to completely review our tax policies and laws. 

The Cuatrman. We thank you very much for your courtesy and 
your contribution. 

Mr. Eberharter will inquire. 

Mr. Esernarrer. Mr. Paul, you have presented a very strong brief 
here. I particularly am impressed by your point 2, commencing on 
page 3 of your brief, where you asked the question: What is a luxury? 

Now, I take it that your position is that for tax purposes, there is 
no proper yardstick for grading something as a luxury and something 
as a necessity or an essential, as you show by your display here. It 
would seem to me that everything you have displayed here is neither 
essential nor a luxury, yet all of the items you have displayed are 
luxuries and are essentials. The point I think there is—— 

Mr. Pauw. I think if I may clarify that—— 

Mr. Esernarrer. Yes; I would like you to. 

Mr. Paut. I would like to say this: ‘The point we make is that this 
tendency to broadly categorize lines of articles and categories of mer- 
chandise leads to some confusing thinking. We know that generally 
speaking people tend to say that such and such a class of goods is 
essential or nonessential. The point is this: We might take as a 
most extreme example things like food, clothing, and shelter which 
are certainly regarded as essential. Caviar is food, but certainly it 
is not by any stretch of the imagination a necessity or essential. By 
the same token, an expensive evening dress is an article of clothing 
but certainly it is by no stretch of the imagination considered to be 
essential. A penthouse apartment or a country mansion is shelter, but 
not an essential. 

And we claim that the products of our industry are certainly essen- 
tial in relation to some types of items in almost anything made in this 
country. 

Mr. Evernartrer. You cause me to think of a luxurious home. You 
could furnish, say, a dining room, with the most expensive luxuries 
that you could i imagine and yet not pay one cent of excise taxes. 

Mr. Paut. Yes, sir; I think that is a very excellent illustration of 
the point we are making. 

Mr. Exsernarrer. Turkish rugs and imported works of art and all 
those things you can get without paying a cent of excise tax. 

Mr. Pauw. There are many examples. 

I might add one further point. Certainly, to the several hundred 
thousand workers in our industry who produce these goods everything 
we make is a necessity. It represents paychecks and their bread — 
butter, so it certainly is not, in any sense of the word, a luxury to 
them. 

Mr. Esernarter. Thank you very much. 
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The Cuarrman. Thank you very much for your appearance and for 
the information you have given to the committee. 

Mr. Pau. Thank you. 

The CuarrMan. The next witness is Mr. E. C. Stephenson, vice 
president of the J. L. Hudson Co., Detroit, representing the National 
Retail Dr y Goods Association. 

We are mighty glad to see you, Mr. Stephenson, and we are quite 
familiar with your story in Detroit. 


STATEMENT OF E. C. STEPHENSON, VICE PRESIDENT, THE J. L. 
HUDSON C0O., DETROIT, MICH., ON BEHALF OF THE NATIONAL 
RETAIL DRY GOODS ASSOCIATION, NEW YORK, N. Y. 


Mr. SrerHenson. Wea re quite proud of it, too. 

The CHarrMan. You have reason to be. 

Will you give your hame an { whom you represent to the reporter, 
please? 

Mr. Srepnuenson. My name is E. C. Stephenson, vice president of 
the J. L. Hudson Co., Detroit, Mich. ,re oe enting the National Retail 


Dry Goods Association, an association of 7,000 stores, and as a former 
witness st ited, apout half « the stores are classified as small stores 
doing a buiness of from cadens $50,000 per year to less than 


a million dollars per year. 
The Cuatrman. You may be seated and make yourself comfortable 
and we w il] be very gi lad to he: ary DU. 


Mr. SrepuHenson. The Na tetail Dry Goods Association has 
asked to be repres nted before this committ e to present its pos ition 
on the subject of excise taxes. Retailing’s involvement in excise taxa- 
tiol ; of serious proportions al d is a matter of great concern to the 
industry. We must do 1 or more of 3 things in our contact with such 
taxe 


1. We must purchase them as a part of the cost of the merchandise 
we have for sale. Merchandise such as matches: radios, television 
sets, phonographs, phonograph records, musical instruments; mechan- 
eal pencils; mechanical refrigerators; firearms, shells, cartridges; 
electric, gas and oil appliances; business and store machines; electric 
light bulbs and tubes are overall descriptions of the many items of 
merchandise subject to taxes on “sales by manufacturer, producer, or 
importer” for which the retailer must finance the excise tax involved 
and carry it as a part of his investment in merchandise inventories. 

. We must act as tax collector, and recover from the customer, the 
selling price of our merchandise as well as the amount of tax involved. 
This is the problem involved in the case of the retail excise tax imposed 
on the many items of merchandise covered by the overall description 

of “taxes imposed on retail sales of jewelry, and so forth; furs and fur 
snticlans toilet preparations; luggage. 

The retailer, for this type of excise tax, has the further duty to 
compile the taxes collected, by each of the four categories of mer- 
chandise, prepare the proper tax return and pay the taxes over to the 
Treasury. 

If the retailer imports directly, merchandise subject to the so- 
called manufacturer’s excise tax, he must keep record by number of 
pieces sold of each of the categories of subject merchandise, compute 
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the equivalent of the wholesale price of such merchandise, prepare 
the required tax return and compute and pay over to the Treasury, the 
amount of tax which is due. Many retailers import direct. 

Our present selective excise-tax program at both the manufacturing 
and retail levels is discriminatory and capricious. I do not believe 
that many in industry understand the reason why one article is singled 
out for taxation and another one passed by. Certainly the taxed items 
have placed on them a very heavy price penalty and the items not sub- 
ject to tax are given a very important competitive advantage. 

I am not the spokesman for the fur industry, nevertheless, in my 
opinion, the retail excise tax on furs has almost ruined that industry. 
In spite of the fact that the population has increased 12.46 percent from 
1945 to 1952, fur tax collasaiing decreased 35.24 percent. 

Before proceeding any further, I wish toemphasize that the NRDGA 
is now, and has always been opposed to all excise taxation whether at 
the manufacturing or retail level. Any tax on consumption creates 

lessening of demand with a consequent lessening of production and 
employment. ‘This is due to tax-caused higher prices, with no in- 
crease in individual purchasing power to meet the higher prices. Be- 
cause many wage contracts are now tied to cost-of-living indexes, these 
tax-created higher prices have their influence on the demand for wage 
increases and the resulting inflationary spiral. 

It would be silly t to appear before vou to advocate at this time, the 
repeal of all excise taxes. As you know this form of taxation in 1952 
collected just short of $9 billion, $4,100 million of which were from 
tobacco and liquor taxes. 

Our association takes no position on liquor and tobacco excise taxes. 
They have been a part of the tax structure for over 90 years—imposed, 
I suppose, because of the traditional theory that li — and tobacco 
are luxuries and should bear a heavy excise tax for the privilege of 
consuming them. 

We are aware, also, that every industry whose goods or services 
are sub je ‘t to tax, have strong arguments to support their contention 
that excise taxes should not be im posed on that which they have to sell. 
The taxes imposed on the transportation of property, collecting $388 
million in 1952; and on the transportation of persons, seats, and be rths, 
collecting $275 million in 1952, bear particularly heavy on the retail 
industry. We should like to see them disappear. The tax on the 
transportation of property pyramids in the cost of the finished goods 
as they are moved from place to place in the processes of transforming 
the raw product from the mine, farm, or forest into the finished prod- 
uct ready for use or consumption. 

Recognizing the present need for the revenue produced through 
the imposition of excise taxes, as long as that need continues, it seems 
logical to our association that you are faced with the selection of 1 
of 3 choices in the solution of how best to collect excise taxes 

The present method of selective excise taxes at both manufactur- 
ing and retail levels can be continued. This choice will continue the 
existing discrimination against the industries whose goods and serv- 
ices are now taxed and will continue to give competitive advantage 
to those industries whose goods and services escape taxation. 

Just as you have done in the case of the movie-theater industry 


where excise-tax relief has been granted to keep the industry alive, 
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our association believes you should grant relief to the fur industry. 
As was pointed out earlier, the sales of the fur industry have declined 
almost 36 percent since 1945 in spite of a population increase of 12.46 
percent in the same period. 

There may be other areas where a correction of rates will overcome 
inequities and increase net profits from which the Federal Govern- 
ment can secure badly needed income-tax revenues. 

The National Retail Dry Goods Association urges also that excise 
rates be reduced at the times specified in the laws which put them on 
the books, and that excise taxes be repealed when the revenue is no 
longer required. 

2. Your second choice could be a broad-based excise tax at a uniform 
rate, imposed on all products at the manufacturing level. This course 
is being vigorously advocated as a permanent part of the tax struc- 
ture by some large segments of the manufacturing industry. 

The reasons for advocating taxing at the manufacturing level re- 
solve into two principal arguments: 

a. Ease of administration by the Bureau of Internal Revenue be- 
cause so many fewer taxpayers will be involved—about 200,000 ac- 
cording to the proponents for the method. 

Since the tax at the manufacturing level is imposed on the manu- 
facturer, producer, or importer, this figure understates the problem 
considerably. 

According to the statement of a professor at the University of Illi- 
nois, a student and writer on excise taxation, there are: 303,000 plus 
manufacturers and 205,000 wholesalers, the sale of whose products 
would be subject to tax. In addition, there will be many importers— 
[ have no idea how many—and several thousand retailers importing 
directly into this country, whose importations would be subject to 
tax. 

(>) The tax levied at the manufacturing level will be hidden, the 
consuming public will not know about it, therefore it will be pain- 
less and politically possible. 

Our answer to this argument is that all excise taxes, whether levied 
at the manufacturing or retail level are sales taxes which must be paid 
by the ultimate consumer. Business does not pay the tax in either 
method. Business is merely the funnel through which the collections 
flow from the consumer to the Federal Treasury. If the tax is levied 
at the manufacturing level, the consumer pays a higher price which 
includes the tax plus the added expenses created by taxing at this 
level. If the tax is levied at the retail level, the customer pays the 
tax in its exact amount in addition to the price for the product. 

We believe also, that the consumer is entitled to know how much of 
the price he pays is for the product, and how much is for the tax 
required to permit him to acquire and enjoy the product. 

3. Your third choice could be a broad-based tax on all products at a 
uniform rate, collected at the retail level. 

If a broad-based uniform-rate tax on all products is inevitable, if 
in the wisdom of Congress it is decided that excise taxation must take 
this form, then, in spite of our association’s opposition to all forms 
of excise taxation, we are willing to assume the burden of collection 
from the consumer, preparing required tax returns, and paying the 
tax over to the Treasury and urge you to impose the tax at the retail 
level for the following important reasons : 
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(a) The tax at the manufacturer's level forces the retailer to pur- 
chase the tax and include it as a part of the cost of his inventory. This 
not only means that more of his working capital will be tied up in 
inventory, but also that interest costs of additional borrowings to 
finance the tax will add to his cost of operation. 

(>) Ad valorem taxes must be paid on the tax content of retail in- 
ventories, another added cost of doing business, if the tax is pur 
chased with the merchandise. 

(c) Insurance must be carried on the tax content of the inventories 
if the tax is purchased. 

(d) Selling commissions to sales people would be paid on the tax 
content of the final price to the consumer. 

(e) Many retailers’ rental agreements are based on a percentage of 
sales. The tax imposed at the manufacturer’s level would require the 
retailer to pay a higher rental cost because of the increased sales 
price required to recover the tax content of inventories. 

(f) If the tax is purchased with the merchandise, in times of de 
clining prices—the retailer in his effort to liquidate his inventories, 
would run a very great hazard because of the possibility of the com 
plete loss of the tax content of his inventories. Falling prices would 
not bring any reduction in the tax cost of existing inventories because 
that tax was paid when the merchandise was purchased. 

(7) Our member stores sell many so-called fair-trade-price items of 
merchandise. For all such items the manufacturer sets both his 
selling price to the retailer and the retailer’s selling price to the con- 
sumer. At this time, a few manufacturers whose fair-trade products 
are taxed at the manufacturer’s level, have forced the retailer to pass 
the tax through to the consumer without any margin to compensate 
for the many expenses forced on to the retailer because the excise tax 
had to be purchased by him as a part of the cost of merchandise. 

Should a broad-based tax at the manufacturer’s level become a per 
manent part of the tax structure, we fear that such a pass-through 
method would be a hazard constantly threatening our well-being. 

(hk) A tax imposed at the manufacturer’s level would be pyramided 
to the consumer when the retailer applies sufficient “mark on” so that 
he can recover the tax included in merchandise cost, plus all costs of 
doing business, enlarged because of the added costs created by the 
purchase of tax as a part of the purchase of the merchandise, plus his 
normal profit. 

The pyramiding would not necessarily be in the same degree on 
every item of merchandise. Price lining will vary the increase in 
sales price on various items. In some cases the increased retail price 
might be but little more than the manufacturer’s tax. In other 
instances the increase in the retail price would far exceed the amount 
of the manufacturer’s tax plus the normal markup on the tax, in 
order to cover those instances where insufficient markup was secured 
when price lining or tax pass through on fair-traded merchandise 
prohibited. 

(7) Should a broad-based uniform-rate excise tax be imposed at the 
manufacturer’s level and should the opportunity eventuate for Con- 
gress to reduce the rate or re peal the tax, we probably would be forced 
to oppose the change. The loss of inventory value would be disas- 
trous to the industry 
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(7) The preceding nine arguments would all become meaningless 
if a broad-based uniform-rate tax on all items should be imposed at 
the retail level. Nothing would be paid to the Federal Treasury until 
the merchandise had been put into the hands of the final consumer. 
The tax would be levied on the prices at which the merchandise would 
be ult imately sold. 

The Treasury would collect just as much money under a retail excise 
tax as under a manufacturer’s excise tax. It becomes merely a matter 
of rate. A 10-percent tax at the manufacturer’s level would become 
a 6-percent tax at the retail level. 

(4) The ultimate consumer must always pay the tax. Business 
cannot absorb it and remain in existence. A tax imposed at the retail 
level imposes the least possible tax burden on the consumer because 
it has not been increased to cover all the extra costs and hazards of 
business that would necessarily be added if it is imposed at the manu- 
facturer’s level. ‘The consumer is entitled to the benefit of paying 
the smallest possible charge for the tax. 

In that connection, it is interesting to note that State sales taxes 
will further pyramid the tax imposed at the manufacturing level 
because in every State of which I have knowledge it has been ruled 
that the manufacturer’s tax is a part of the cost of merchandise, and 
the sales tax of the State is imposed on the selling price, which includes 
that tax. 

(7) The tax imposed at the retail level will not be hidden. The 
consumer is entitled to know what he is paying for. 

(m) The tax imposed at the retail level exposes the retailer to a 
minimum of hazard of inventory loss. Changing economic or tax 
conditions will not increase losses due to changes in the price level, 
by additional losses caused from excise taxes purchased at the time 
of acquisition of the inventory and which have become a part of the 
inventory investment. 

The proponents for a broad-based uniform-rate excise tax at the 
manufacturer’s level argue that ease of administration by the Bureau 
of Internal Revenue is an important reason for taxing at that level. 

They argue that about 3 million retailers would be filing tax returns 
if a broad based uniform rate tax at the retail level should be enacted. 

To answer these arguments our associations submits the following: 

1. The 3 million retail taxpayers are substantially overrated. There 
are actually about 1,700,000. 

2. The Department of Internal Revenue has established a very effec- 

tive method of administering the present retail excise tax imposed on 
furs, jewelry, toilet preparations, and luggage. ‘The seemingly simple 
titles of these taxed categories of merchandise give no conception of 
the endless list of items they encompass. Without having any means 
of knowing with exactness, it would be my estimate that substantially 
more than 50 percent of the 1,700,000 retailers are reporting and paying 
tax on sales of 1 or more of these 4 categories of merchandise. 
3. At the present time 31 States and 57 cities, according to the De- 
partment of Commerce, are levying a sales tax. In many of the cities 
the rate is less than 1 percent. In 9 of the cities the rate is from 1 to 
2 percent. 

Therefore, well established, matured auditing and policing methods 
are now in existence in the greater part of the country to administer 
sales-tax collections. It would seem logical to suppose that the Fed- 
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eral collection machinery and State collection machinery could and 
should be coordinated. By so doing the cost of collection and polici ing 
could be administered more economically for both Federal and State 
departments of revenue. 

We wish to repeat our opposition to excise taxes for the reasons al- 
ready given in this statement. 

However, if in the wisdom of the Congress, a broad based, uniform 
rate excise tax on all items is inevitable and must be enacted in order 
to secure the needed revenue, the National Retail Dry Goods Associa- 
tion urges that for the many compelling reasons outlined, it be imposed 
at the retail level. 

Thank you. 

The Cuarrman. Thank you very much, sir, for your presentation 
on this very important subjec t. 

Mr. Simpson will inquire. 

Mr. Stmpson. It is interesting to note that those who seem to be 
manufacturing the goods are eager to pay the tax and those who retail 
them, in the event we continue excise taxes, want to pay it. 

Mr. SrerHenson. Neither one of us expects to pay that tax, Mr. 
Simpson, because we cannot pay it. 

Mr. Simpson. Each one is willing to be the tax collector if his 
method is followed. 

Mr. SrereHenson. We in retailing know that if the tax is imposed 
at the retail level that a tremendous segment of our industry, of our 
economy, will have a minimum hazard of loss imposed on it and we 
know that the consumer will pay the least possible price for this privi- 
lege of using goods. 

Mr. Srupson. I follow your argument, it is Just the fact that we 
seem to have a contest between two people who are willing to assume 
a burden which generally neither one wants, 

Mr. STEPHENSON. May I make one comment on that? The manu- 
facturer’s group who are advocating this program feel that only 
through a permanent-excise-tax structure on all merchandise can in- 
come-tax rates on both the individual and corporations be lowered 
safely, and they believe that it is politically more feasible to put the 
tax where it cannot be seen. 

Mr. Simpson. On a permanent basis. 

Mr. Srernenson. To put it where it cannot be seen on a permanent 
basis. But it might be interesting to note that a friend of mine just 
came back from Canada where they have a very expensive excise tax. 
He bought some silverware lip there, International silverware, which 
is a very fine grade “i sterling which is sold everywhere, both Canada 
and here. And they gave him quite an argument over there that they 
could sell him the merchandise for less than he could buy it in the 
States because of our 20 percent excise tax and because of our 3 percent 
sales tax in Michigan. So he bought the silverware in Canada and 
came into our store and priced it, plus the various taxes, and found 
out he would have been better off to buy his merchandise right at 
Hudson’s at home and pay his 20-percent excise tax and pay his 3- 
percent State sales tax. He would have been money ahead in doing 
that instead of buying his merchandise where the tax was buried and 
he had to pay it in the form of increased prices. 

Mr. Simpson. Well, if we could totally eliminate all excise taxes 
except liquor and tobacco, that is one thing. 
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Mr. SrepnHenson. That is what our association would prefer. 

Mr. Suwpson. On the other hand, there are those who teach us and 
tell us that Government should have some portion of its revenue come 
through excise taxes at any time. 

Mr. SrerHenson. We believe that is something for the Congress to 
decide. 

Mr. Simpson. You have put it very nicely and I compliment you on 
this statement. 

Mr. Kean. What is the Canadian manufacturer’s tax? What rate 
is it ¢ 

Mr. Srernuenson. It ranges from 10 percent up. 

Mr. Kran. From 10 percent up. depending on whatever the item? 

Mr. SrepHenson. I cannot specify it. 

Mr. Kean. You do not know what it is on this jewelry ? 

Mr. Srernenson. I cannot answer that question for you. 

The Cuarreman. Mr. Eberharter will inquire. 

Mr. Esernarrer. Mr. Stephenson, you indicate that you believe and 
your association believes that to produe e the same amount of revenue 

on a manufacturer’s excise tax level it would require about double the 
rate that you would receive if you would put it on a retail level? 

Mr. SrerHEnson. The retail level would be about 60 percent of the 
rate of the manufacturer’s level for the 2 to be about the same. 

Mr. Enernarrer. In other words, if it was 10 percent at the manu- 
facturer’s level, it would be 6 percent at the retail level to produce the 
same amount of revenue ? 

Mr. Srernenson. That is correct. 

Mr. Esernarrer. That is the position of your association ? 

Mr. Srepuenson. That is the position of our association. 

Mr. Evernarter. Thank you. 

The CuarrmMan. Mr. Sadlak ¢ 

Mr. Sapiak. That is because of the markup ? 

Mr. Srepnenson. Yes; the markup in retail stores, taken as a broad 
base, runs about 88 percent. 

Mr. Sapiax. I was wondering if you know Lt. Gov. Edward 
Allen who operates the Sage Allen Stores in Hartford ? 

Mr. Srrpienson. Yes; I have have met Mr. Allen. 

Mr. Sapiax. I believe he is a director of the National Dry Goods 
Association. 

Mr. Srerpuenson. That is correct. 

The Crarrman. Thank you very much for your very fine presenta- 
tion. 

Mr. Sternenson. Thank you, Mr. Chairman. 

The CuatrmMan. The next witness is Mr. Joseph H. Francis, execu- 
tive director, American Fur Industries Tax Committee. 

Will you come forward, please, and give your name and whom you 
represent to the reporter ? 


STATEMENT OF JOSEPH H. FRANCIS, EXECUTIVE DIRECTOR, 
AMERICAN FUR INDUSTRIES TAX COMMITTEE 


Mr. Francts. Thank you, Mr. Chairman. My name is Joseph H. 
Francis. I am executive director of the American Fur Industries Tax 
Committee whose offices are located at room 353 in the Munsey Build- 


ing, Washington, D. C. 
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My home address is at Morgan, Utah. 

Mr. Chairman and members of the committee, the American Fur 
Industries Tax Committee includes in its representation the fur farm- 
ers, and other raw fur producers, dealers, brokers, auction houses, 
dressers, dyers, processors, wholesalers, retailers, and the servicing 
and suppliers, all which are segments or branches of the fur industry. 

For the record and information of the committee, aside from the 
position I occupy with the American Fur Industries Tax Committee, 
as its executive director, my principal investments and interests are 
in the fur farming and livestock business, located in Utah and Wyo- 
ming. 

Though I realize time is limited I cannot refrain from making a 
few fundament: 11 comments about the fur industry. Making of fur 
garments is the oldest industry known to man, and is also America’s 
first and oldest industry. Fur is the best product that God created 
for the insulation of man’s body. In our present world of substitutes, 
synthetics, and fashions, these basic elements have been forgotten. 

The product of fur has been and is still important to the economy 
of our country. Providence provided the United States with the 
largest variety of good fur-bearing animals of any Nation in the 
world, and for many years has been the largest fur producer. 

With but two exceptions, fur animals are ‘the property of the States. 
The exceptions are fur-bearing animals living on certain areas set 
aside by the Federal Government and the production of fur-bearing 
animals by private enterprise, known as fur farming which is recog- 
nized as agriculture’s newest enterprise. 

The States regulate the production and harvesting of wild furs and 
have investments in their propagation and also receive substantial 
revenues therefrom. For example, the best available reports show 
that in 1952, 350,000 State trappers’ licenses were sold, in addition, 
many States require tags to be purchased and attached to the skins 
before they are sold. 

For example, in the State of Utah which I am familiar with, the 
State sells all beaver hides and returns 50 percent of the sale price to 
the trapper. Many other States as in the case of Wyoming, the prop- 
erty owner receives a portion of the sale price of the pelts. The Fed- 
eral Government actu: ully owns and controls the production and sale 
of Alaska sealskins, and annually sells a large number of muskrat pelts 
from the marshes under Government control. 

The other elements of domestic production are the fur-farming and 
rabbit-producing industries. There are approximately 6,500 fur farms 
scattered throughout the United States with an estimated investment 
of $175 million. It is the third largest agricultural industry in Wis- 
consin, fourth in Illinois and Minnesota, and fifth in Michigan. 

Figures from the Department of Agriculture show there are over 
130,000 rabbit producers in the United States, though rabbit fur is a 
secondary product, it can mean the difference in profit or loss to rabbit 
producers. 

The importation of raw furs in 1946 as represented in dollar value 
was our third largest single import item. This has decreased since 
then, due to the embargo on importation of certain furs from Com- 
munistic countries and the distressed market for furs in the United 
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States. But it still remains an important factor to such friendly 
nations as Canada and Scandinavian countries. 

Besides those, who are directly associated with the production of 
fur, there are thousands of other persons engaged in other branches 
of the industry, such as the fur collectors, dealers, brokers, and 
auction companies who gather, assemble, sort, grade, and sell the raw 
furs to the manufacturers, the dressers and dyers who process them, 
the designers and manufacturers who convert the raw fur into wear- 
ing apparel, the wholesalers and retailers who distribute and sell 
fur articles to the consumers, when added together represents a siz- 
able segment of our population. The fur industry is one of our few 
industries remaining outside of organized control of corporate powers 
and domination. It is composed _ of a network of small individual 
businesses in competition with each other for survival. 

In fact, the fur industry is not an industry as we commonly refer 
to industries, but is a trade, where success depends upon the craft- 
manship of the individual, not the power of the machine. 

I point this out because it is for this reason that the excise tax 
on furs has been so discriminating and worked such hardship on the 
industry. 

There are many cases but let me briefly point out one example of 
discrimination and injustice of the fur tax. I have been in the sheep- 
raising business for many years. In the fall, we sell our lambs and 
they are taken to market, slaughtered and dressed. A small portion of 
these pelts are selected by the fur trade and go through a special 
process, and are made into a product known as mouton, which the 
Treasury classifies as fur. The wool is sheared from the other pelts, 
processed and made into woolen fabrics. If the same amount of wool 
was put into a cloth coat that is contained in a mouton coat it would 
cost twice as much. Here we have the same product used for exactly 
the same purpose, sold at approximately the same price to the same 
customers. For the privilege of owning one, you must pay 20 per- 
cent tax; the other, no tax. 

Mr. Chairman, the public is simply fed up with paying discriminat- 
ing high special taxes on furs. The period of consumer resentment 
is over. They have reached the state where they are actually revolt- 
ing, against the injustic e of this tax. 

This is not a mere statement. Let’s take a look at the Government’s 
own figures, which show the fur industry to be in the most precarious 
and sick position of any industry whose products or services are sub- 
ject to excise taxes. 

As there can be no better barometer than Government excise-tax 
receipts to reflect business activity, therefore, one need only take a 
quick glance at the following table to see what has and is taking stale 

The Cuarrman. You have the privilege, without objection, of plac- 
ing that table in the record. 

Mr. Francis. Thank you, sir. 
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Federal excise-tax receipts, fiscal years 1947-52 


{In millions of dollars] 
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Mr. Francis. Three general classifications are shown, including 
collections from (1) retail excise taxes, (2) communications, (3) 
transportation, (4) admissions. 

I would like to say as to the category of retail excise taxes, I have 
heard of discrimination against races, and against classes of people, 
but. this is the first time, if you will look at the chart or table, where I 
have seen discrimination against sexes. Apparently most of this tax is 
confined to what the women wear. 

Three items show a decrease since 1947. Decrease in sales of furs 
tops the list with 48.2 percent decline; admissions, 16.3 percent drop; 
and jewelry 6.8 percent decrease. All other show a small to substan- 
tial increase. 

The motion-picture industry, because of its tremendous facilities to 
advertise has been able to draw national attention to its serious plight. 
Jind this committee and Congress took what we felt and supported as 
being appropriate action to realize their industry. 

3ut from their own figures submitted to Congress, their decrease 
in business only amounts to 24.7 percent since 1947 as compared to 
48.2 percent decrease in the fur business during the same period. 

Without reflection upon the motion-picture industry who are in a 
serious period of adjustment, upon their own admission, a large part 
of their decline was directly attributed to competition from television. 

While, on the other hand, there has been no new competitive prod- 
ucts to furs placed on the market, so the severe decline in sale of furs 
is wholly attributed to the consumers’ refusal to pay the exorbitant 
Federal retail tax on furs. 

Further evidence of the critical situation the fur industry is in, is 
borne out by the following figures released by the United States 
Treasury Department on May 20, 1953. 

Corporation income-tax returns for the year 1950 covering the fur 
manufacturing industry shows the following: 
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Though there are no available Government figures for the years 
1951 or 1952, witnesses who are to follow and are directly concerned 
vith this branch of the industry will substantiate the fact that several 
branches of the industry are in a more serious depression than they 
were 1n 19532. 

The impact of the tax on the raw fur industry is evidenced by the 
fact that the State of Louisiana, one of the largest raw-fur producers, 
shows that the income to that State from sales of furs has dropped 
from $15 million in 1946 to $2 million in 1952. During the past 5 
years, the Government has been making loans to fur farmers to help 
noes wees in business, and passed Jegislation this past session extend- 
Ing > program. 

Wa arehouses are bulging with millions of dollars of raw furs dete- 
riorating and rotting. 

It just doesn’t make sense, nor is there a legitimate reason or justi- 
fication to continue such an unwarranted tax to the point where it is 
making a Government liability out of an industry. The evidence 
clearly shows that unless some immediate relief is given, that during 
the next fiscal year the Government will have to expend as much 
money in unemployment compensation, loans, and other forms of re- 
lief to the fur industry, as will be collected in taxes from the industry. 
We simply cannot balance the budget by making Government liabili- 
ties out of our industries. 

It is inconceivable but true that we have become so infatuated in 
our desire to help build up the industries in foreign countries that we 
have continued to tax our own industries to a point which actually 
amounts to tax confiscation of American industry. 

But though we have apparently lost concern for our own domestic 
industries, we have also reached the position of where we are actually 
taxing ourselves out of taxes. Not only are we killing the goose, we 
are losing the egg. 

Treasury Department figures show that during the calendar year 
1943 (which was the last year the industry operated on the 10 percent 
rate) collections from the retail sales of furs amount to $52 million. 
During the calendar year 1952 collections dropped to $51 million. In 
other words, the Government is collecting less revenue today from the 
20 percent excise tax on furs than it did 10 years ago when the rate 
was only 10 percent. 

The ‘Tre asury’s own figures show that as far as the fur industry 
is concerned, they have reached a point of diminishing returns. And 
the longer the procrastination the greater will be the loss to both the 
Government and industry. 

Naturally we are disappointed that Congress did not respond to our 
repeated requests and take appropriate action during the past session 
of Congress to correct this injustice but that is history. 

Before concluding I want to point out that we are faced with the 
unusual situation of losing the last trickle of life in our industry while 
Congress is going through the necessary long period of processing 
legislation for excise tax relief. Per average unit sale the tax on fur 
articles is the largest of any product in the retail tax category. It is 
estimated that the average tax paid on each fur purchase is between 
$40 and $50. This is an item of sufficient importance and considera- 
tion to the consumer that will result in practically no sales being made 
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while the public is being lambasted with talk, promises and publicity 
that tax relief is on its way. This is simply like advertising that the 
price of cars will be lower tomorrow, today is your last chance to 
pay a high price. We are caught in a tax trap and in order to get 
out, we are going to get severely hurt. 

Publicity has already affected our business and is bound to increase 
to where it will bring business to a complete halt. Inasmuch as in- 
dustries whose products are subject to the retail excise tax will be 
affected most, we request that this category of taxes be considered, 
and acted on first. 

If this is not possible, then some temporary quick action should be 
taken immediately when Congress reconvenes to give temporary relief, 
during the long period that it will take before a new general tax pro- 
gram can be m: ade effective. The Government would lose nothing be- 
cause if there is no business there will be no taxes collected and in view 
of the condition of our industry we are entitled and deserving of this 
consideration. 

The Cuarrman. Thank you very much, sir, for a very fine presen- 
tation of this very serious problem that confronts your industry. 

Mr. Francis. Thank you, Mr. Chairman. 

The CHarrman. You have made a very careful study of it. Are 
there any questions? 

I hear none at this time, and we thank you very much. 

Mr. Francis. I want to take this privilege of thanking the com- 
mittee for staying after all the rest have apparently gone home to rest 
and recuperate to take up this serious problem. We think it shows 
real interest, and as far as our industry 1s concerned, we want to com- 
pliment you and thank you for it. 

The CHamman. Thank you very much. 

Next we will hear from three witnesses at one time, Mr. Samuel 
Schulman, president of the Associated Fur Manufacturers, Inc., Mr. 
J. George Greenberg, executive manager of the Associated Fur Man- 
ufacturers, Inc., accompanied by their counsel, Manfred H. Benedek. 
I am glad to see you gentlemen here. Will each of you give his name 
and the capacity in which he appears. 


STATEMENTS OF SAMUEL SCHULMAN, PRESIDENT, J. GEORGE 
GREENBERG, EXECUTIVE MANAGER, AND MANFRED H. BENE- 
DEK, COUNSEL, ASSOCIATED FUR MANUFACTURERS, INC. 


Mr. Benepek. My name is Manfred H. Benedek. My address is 
101 no 30th Street, New York City, and I am ener al counsel for 
the Associated Fur Manufacturers, Inc., out of New York City of 
the same address. The gentleman on my right is Mr. Samuel Schul- 
man who is president of the Associated Fur Manufac turers, Inc., and 
the gentleman on the far end of the table is Mr. J. George Greenberg, 
who is executive manager of the Associated Fur Manufacturers, Inc. 

The CHarrman. Very well, you may proceed. 

Mr. Benepex. I have filed with the clerk of the committee a writ- 
ten statement of our position with regard to excise tax on furs. I do 
not propose to read that statement into the record, but I would ask 
you, Mr. Chairman, to allow me to introduce it into the record and 
have it incorporated. 


37746—53—pt. 427 
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The Cuarrman. Without objection, it is so ordered, and we thank 
you very much for filing it with us. 
(The statement referred to follows:) 


MEMORANDUM SUBMITTED BY THE ASSOCIATED FuR MANUFACTURERS, INC., TO THE 
WAYS AND MEANS COMMITTEE OF THE HOUSE OF REPRESENTATIVES OF THE UNITED 
STATES 


This memorandum is submitted by the Associated Fur Manufacturers, Inc., in 
support of its appeal to the Ways and Means Committee of the House of Repre- 
sentatives of the United States, for the elimination of the 20 percent excise 
tax on the sale, at retail, of articles made of fur. 


STATEMENT OF FACTS 


So much has been said and printed about excise taxes in general and about 
the iniquity and inequity of the 20 percent excise tax on furs in particular, that 
it seems harly necessary to dwell, to any extended degree, on the background of 
this particular tax. 

It may have some significance, however, to point out that the excise tax on 
furs, as initially imposed, effective October 1, 1941, was at the rate of 10 percent. 
Event at that time, although we were not officially at war, our national economy 
was virtually on a wartime basis. Compulsory military service had been 
inangurated the preceding year, and we were actively engaged in building up our 
military strength. 

All this military preparation and expansion created the neeed for additional 
revenue and Congress imposed this 10 percent tax on the sale of fur garments 
along with taxes on the retail sales of jewelry, toilet preparations and other 
luxury items, obviously including furs in this classification under the widely 
accepted illusion, that furs are a luxury, and in total disregard of the fact that 
only a very minute percentage of all the fur garments that are sold fall into 
this classification, and that the vast majority of fur garments are purchased 
by and for the women of our country, for their warmth and comfort and are, 
in fact, an absolute necessity in the northern and northwestern portion of the 
United States where the rigors of winter weather make their use inescapable. 

In October of 1944, the rate of the tax was increased to 20 percent. At that 
time this increased rate was distinctly described as a war-tax rate and it was 
provided, in the amendment which established this higher rate, that it was to 
terminate, 6 months after the end of the war. 

Much has been said before this august committee and before the Senate 
Finance Committee, and before various other Government agencies, and at various 
times, about the discriminatory nature of this tax, about the unreasonableness 
of classifying furs as luxuriés, and about the suffering and economic distress 
which has been brought to the fur industry and to all those who derive their 
livelihood from this industry, by this unfair and unreasonable 20 percent excise 
tax on furs. 

Briefly, we propose to touch upon a few aspects of these matters in this memo- 
randum also, but primarily, it is our purpose to disclose that this tax has aot 
only reached and surpassed the point of diminishing return, but that as of the 
present moment and for several years past, it has not only ceased to be a source 
of revenue, but on the contrary. has become a drain upon the Public Treasury, 
and as one of the Members of the Senate so aptly described it on the Senate 
floor within the last 2 or 3 weeks, the 20 percent excise tax on furs has de- 
generated into a tax to prevent the United States Treasury from realizing 
revenue. 

We sincerely urge this committee in drafting any new revenue measure or ip 
making any modification of any existing revenue law, to include therein a pro- 
vision for the repeal of the 20 percent excise tax on furs. 


POINT I. THE EXCISE TAX ON FUR WEARING APPAREL IS DISCRIMINATORY 


Furs are the only articles of wearing apparel that have been subjected to an 
excise tax. Fur garments are sold in competition with cloth garments. The 
imposition of a tax on fur garments without any tax restraint on the sale of 
cloth garments, in and of itself, is most inequituble and unfair. As though ibis 
were not sufficient, the law, net only exempts cloth garments from the tax, but 
provides specifically for the exemption of such cloth garments, even though they 
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may be elaborately and lavishly trimmed with fur, so long as the value of the 
fur trimming does not exceed by more than 3 times, the value of the cloth body. 

This has brought about an anomalous situation by virtue of which a moderate- 
priced fur coat (say from $100 to $200), which is bought by a working girl of 
limited means, with money that she has painstakingly saved out of her earnings, 
is subject to a 20-percent tax, but a luxuriously fur-trimmed cloth coat, costing 
anywhere from $250 to $750 and obviously a luxury item, is tax-free. 

A cheap fur coat is taxed as a luxury, but a $250 negligee or a $500 evening 
gown go untaxed. We could continue these illustrations indefinitely; millinery, 
accessories, etc. It seems superfluous to belabor the point. 


POINT II, FURS ARE NOT A LUXURY 


This point needs no amplification. We have already pointed out that the bulk 
of the fur garments that are sold are purchased for their warmth and comfort, 
are essential to the severe winters which prevail over a very large part of our 
country, and in the light of their longer wearability, are an essential economy 
to those of our population whose incomes are classified as limited or moderate 
and who cannot afford the cumulative expenses of several cloth coats Over a 
period of 4 or 5 years, which is a conservative estimate of the life of the sturdy 
fur garments which comprise the bulk of these moderate-priced furs. 

It goes without saying that it is unrealistic, unreasonable, and unfair to 
classify fur coats as luxuries along with such other commodities as jeweiry, 
cosmetics, ete. 


POINT III. THE 20-PERCENT EXCISE TAX ON FURS IS AN UNMITIGATED EVIL WITHOUT 
ANY COMPENSATING ADVANTAGES 


It is intriguing to note, that this obnoxious tax which is hurtful to everyone, 
is of no good to anyone. Let us for a moment consider this tax in the light of 
its impact (1) upon the Government, (2) upon the consumer, and (3) upon the 
fur industry in its several branches and those engaged and employed therein. 

The 20-percent excise tax on furs with respect to its relation to the Government, 
The primary function of any tax measure is, of necessity, to produce revenue. 
Measured by this standard, the 20-percent excise tax on furs is definitely a 
bad tax. Returns to the Government have been consistently shrinking from year 
to year, as is reflected by the following schedule: 


Receipts from the collection of the 20-percent excise tax on furs 


$52, 000, 000 $61, 946, 000 

66, 762, 000 45, 781, 000 

86, 706, 660 | 1961............. 55, 648, 000 

95, 706, 000 | 1952 51, 648, 000 

1947.... 1953 (estimated) —-- 49, 200, 000 
1948__ 


The tax in its effect upon the consumer. Consumers have become increasingly 
tax conscious and increasingly more resistant to the payment of those taxes which 
grew, essentially, out of the need for increased revenue under the war economy. 
Consumers who were willing to pay burdensome wartime taxes as a patrivtic 
duty, have now developed a resistance to the purchase of commodities which 
are subject to these prohibitive taxes, and in the case of fur garments, this sales 
resistance has progressed to the point where the industry is threatened with 
extinction. 

We have already shown under the preceding point by the decline in taxes 
collected by the Government, the extent to which this is true, and we propose 
to support this fact still further with figures, showing the extent of the recession, 
in the industry. Not only has sales resistance developed to the point where those 
who may be financially in a position to pay the tax refuse to do so because they 
feel an unreasonable and unjustified tax burden is being imposed upon them, 
but consumers of moderate circumstances find that the addition of the tax 
to the cost of the garment constitutes the difference between what they can afford 
and what they cannot afford to pay and so they must deprive themselves of the 
fur coat which they need because they cannot afford to pay for it. A working 
girl who has saved $200 out of her pay which she wants to spend for a fur coat, 
finds that the added $40 is just too much. 
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The consumer is also adversely affected in the purchase of cloth garments, 
the price of which has reached upward to the withdrawal of the normal competi- 
tion offered by fur garments in parallel price brackets. Certainly, it goes without 
saying that the consumer does not benefit by the 20-percent excise tax on furs. 

The effect of the 20-percent excise tax on the fur industry. The effect of this 
tax and of the ever-increasing customer sales resistance to the purchase of fur 
garments while they are subject to this tax, has had a disastrous effect upon all 
branches of the industry. The decline in collection of excise taxes on the sale 
of furs referred to in point 3 above, is the keynote to what has happened in 
the industry during the last 5 or 6 years 

The fur-manufacturing industry in New York City, where this branch of the 
industry is largely centered, along with the processing branches of the industry, 
employ about 18,000 workers in production capacities, and about 7,000 addi- 
tional workers in nonproduction capacities such as clerical, office, selling, and 
maintenance, ete. In addition, there are about 1,000 individuals and firms 
engaged in the skin-dealing branch of the business—that is, those who collect 
fur skins from various sources: trappers, importers, etc.—who employ about 
3,000 workers. Another thousand workers are employed by various auction 
houses. 

In addition, there are supporting and affiliated industries such as fur storage, 
fur cleaning, fur trucking, electric burglar protection, and a great many others. 
We deem it a conservative estimate to say that more than 100,000 people, and 
perhaps twice that many in the State of New York alone, derive their livelihood 
from this industry. 

We submit the following figures to substantiate our statement with regard 
to the downward path which our industry has taken and continues to follow: 

In 1946 the total output of the industry at retail levels and based upon 
excise-tax collections by the United States Department of Internal Revenue, 
was $497 million. 

In 1952 on the same basis, the output was $250 million 

In 1946 wages paid to production workers amounted to $47 million. 

In 1952 the total wages paid to production workers was $32 million (and 
this, despite the fact that the average wage level in the industry was in- 
creased 15 percent by virtue of the provisions of the collective labor agree- 
ment in effect during that pel iod). 

Unemployment and industrial mortality are running a close race. Insolvencies, 
bankruptcies, assignments for the benefit of creditors, common-law settlements, 
voluntary dissolutions of partnerships and corporations, and suspensions and 
withdrawals from business activities by firms engaged in the industry, in many 
eases establishments of Inany years standing and successful operation on whole- 
sale and retail levels, run into the hundreds and continue to increase at an ever- 
mounting pace. 

ur trappers find it unprofitable to set their traplines and then be confronted 
with a lack of demand for their fur skins and farmers who, in the past have been 
able to augment their income, especially during the winter months when ordinary 
farming operations are substantially curtailed, by trapping fur-bearing animals 
and selling their hides into the fur industry, find themselves without this source 
of revenue 

It is interesting to note, incidentally, that farmers who are already suffering 
loss of income by reason of these conditions, are sustaining further losses by 
virtue of the fact that these wild creatures going untrapped and multiplying 
more rapidly as a result, in their search for food, make inroads into the farmers’ 
crops and their depredations add to the farmers’ loss. 

The Associated Fur Manufacturers, Inc., which submits this memorandum, is 
a membership corporation, incorporated under the laws of the Staate of New 
York in 1912. Its membership consists of individuals, partnerships, and cor- 
porations engaged in the manufacture of articles of fur wearing apparel. 

From a small nucleus in 1912, when it was founded, the association has 
functioned continuously and its membership has grown continuously from year 
to year until 1944, when it reached a peak of 738 members. 

Since 1944 there has been a steady decline in membership and as of this date, 
the total membership is 561. The difference comprises the list of those who 
have left the fur manufacturing business in the interim as the result of insolvency, 
dissolution, consolidation, or voluntary withdrawal. 

Large retail distributing agencies, national in scope, such as Darling Stores 
Corp., the Federman Co., Inc., J. C. Penney Co., Sears, Roebuck & Co., Wilbur- 
Rogers, Inc., Frank Rubenstein Stores Corp., Lerner Stores Corp., Mangel 
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Stores Corp., Kline Bros. Co., who formerly operated fur departments, which 
were a source of supply of fur wearing apparel, and especially of moderate- 
priced fur wearing apparel for the entire country, have discontinued their fur 
departments and have given up the attempt to sell furs. 

The industry is threatened with extinction. The production of fur garments 
is not a highly mechanized or production-line industry. Essentially, the manu- 
facture of fur wearing apparel involves creative skill and individual artisanry. 
Producing units for the most part are small, low capitalized organizations, 
Continuous losses by reason of curtailed output and by reason of insolvencies, 
etc., as above set forth, and the continuance of overhead and operating costs 
despite shrunken production and sales volumes, have so undermined the capital 
structure of the industry as to have compelled producing units to pool their 
resources and combine their shrunken capital in order to be able to continue 
to operate at all. The end is in sight and if this narrowing-down procedure 
is to continue any longer, there will result a complete disintegration of the 
industry ; an economic, industrial, and social disaster, which is not pleasant to 
contemplate. 


POINT V. THE REPEAL OF THE 20-PERCENT EXCISE TAX ON FURS WOULD IMMEDIATELY 
RESULT IN A SUBSTANTIAL FLOW OF REVENUE INTO THE UNITED STATES TREASURY 


At first blush, this statement seems paradoxical. Even though the receipts 
from this tax in 1952 amounted to only about $50,000,000, the repeal of this tax 
would apparently result in the loss of that revenue to the Government. Why, 
then, do we take the position that the elimination of this tax would result in an 
increase, rather than a decrease in revenue? 

The answer is to be found in the following facts: Consumer sales resistance, 
which is the cause of the deplorable conditions that prevail in this industry, 
would fall away with the repeal of this tax. The dammed-up purchasing power 
of consumers throughout the country who have refused to buy fur garments so 
long as they were subject to this tax, would manifest itself in increased sales, 
thus restoring to this industry its normal operation, giving those engaged therein 
a measure of prosperity and restoring employment to tens of thousands of unem- 
ployed workers in the industry. 

Profitable business and sustained employment would result in the payment 
of income taxes, both Federal and State, would terminate the drain on unem- 
ployment insurance funds by workers in the industry who are now without 
employment, and the added drain on welfare funds by those workers who are 
ineligible for unemployment insurance benefits because they have not had suffi- 
cient work in the last several years to meet the minimum contribution require- 
ments of such funds. 

As against the loss of $50,000,000 in revenue to the Federal Treasury if the 
tax is repealed, that is, the equivalent of the amount collected in 1952 as the 
fruit of this tax, we estimate the following returns to the Government from the 
collection of income taxes and the savings from unemployment and welfare 
disbursements: 

The difference between the revenue realized by the Government from the col- 
lection of this tax in 1947 and the collection for 1952, is about $50 million. This 
indicates a loss in dollar volume of sales of about $250 million. 





On the basis of an average aggregate income tax of 20 percent of this amount 
(predicated on the ratio of tax percentage to national income, it should be slightly 
higher), the income tax on this amount is $50 million, thus equaling the amount 
of the excise-tax loss, 

In giving effect to this figure, it must be borne in mind that $250 million in 
dollar sales volume, based on 1947 values, would be substantially increased in 
computing material prices and labor costs at 1953 levels. 

Also, effect must be given to the fact that the repeal of the 20-percent excise 
tax on furs would result in the elimination of the unfair competitive basis which 
now exists with respect to cloth coats and fur-trimmed cloth coats, thus adding 
substantially to the volume of fur sales. 

To the increased taxes which would thus accrue to the Government must be 
added the savings in unemployment insurance and welfare payments which are 
now being disbursed to thousands of unemployed fur workers. 

It is apparent that the Government will realize more revenue from the repeal 
of the 20-percent excise tax on furs than it will from the failure to do so, and 
that in the words of Senator Johnson of Colorado, “* * * this is a case in which 
the Government is taxing itself out of taxes.” 
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POINT V 


The 20-percent excise tax on the sale of furs should be eliminated. 
Respectfully submitted. 

ASSOCIATED Fur MANUFACTURERS, INC., 

J. GeorcE GREENBERG, Executive Manager, 

Dated New York, August 6, 1953. 

MANFrrep H. BeNepeK, Counsel. 

Mr. Benepex. Mr. Samuel Schulman, president of the Amsociuted 
Fur Manufacturers, Inc. ., desires to make a brief oral statement, if you 
please, sir. 

The Cuarrman. We will be very glad to hear you, sir. 

Mr. Scuurtman. Gentlemen, if you will bear with me, I might be 
repetitious, but it is because there are actual facts and they might bear 
repetition here. 

The members of the fur-manufacturing industry make this appeal 
to the Ways and Means Committee of the House of Representatives 
to make provision for the repeal of the 20 percent excise tax on furs, 
in any new internal revenue bill or in any amendments to the existing 
internal revenue law. 

The unjust and discriminatory nature of the 20 percent excise tax 
on furs has been discussed so much, and so much has been said and 
written about this unfair and unreasonable tax, that I am sure that 
the members of this committee are thoroughly familiar with these 
considerations, and I am not going to burden you with a repetition of 
these considerations. 

The fact that furs are the only articles of wearing apparel which 
are subject to an excise tax, the fact that cloth garments, which are 
sold in competition with furs are tax free, the fact t that cloth garments 
even when richly trimmed with expensive furs are still tax “free, the 
fact that furs are rated as luxuries along with jewelry and cosmetics 
and taxed accordingly while costly evening gowns, costumes, negli- 
gees and a score of “other items which unquestionably belong i in the 
luxury classification are free of tax—any one of these would ‘be sufli- 
cient reason to urge the repeal of this tax. 

However, the fur-manufacturing industry is confronted with an 
economic reason for urging this relief which is more vital and more 
urgent than any or all of the others. 

The consumers have become tax conscious and sales resistance to the 
purchase of fur garments and the payment of the 20 percent excise 
tax on furs has reached the point where it is almost impossible to sell 
fur wearing apparel. Sales volume has declined by 50 percent in the 
last 5 or 6 years. Insolvencies, voluntary dissolu itions, and so forth 
have cut down the number of manufacturers by one-third. Many of 
those who remain have suffered impairment of their capital and have 
been compelled to consolidate in order to be able to stay in business. 
About 40 percent of the workers in the industry are unemployed, most 
of them collecting unemployment insurance or relying upon welfare 
agencies for support in those cases where they have not had enough 
work in the preceding year to be eligible for unemployment insurance. 

The revenue received by the Government from the collection of the 
20 percent excise tax on furs has declined from close to $100 million 
in 1947 to about $50 million in 1952. The situation has reached a point 
where the repeal of the tax and the resulting boom in the industry 
would yield a larger amount of revenue to ‘the Government in in- 
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creased income taxes from all branches and levels of the industry 
which, coupled with the savings by the Government in unemployment 
insurance nad welfare payments, would exceed the rapidly diminish- 
ing receipts from the collection of this tax. 

‘A recent survey of the New York State Department of Labor shows 
that approximately 25 percent of fur-production workers will be in- 
eligible for unemployment insurance because they have worked less 
than 20 weeks. Therefore, these workers will have to go on home re- 
lief, old-age relief, and other forms of State and Federal aid. In 
1950, 10 percent of all the workers in the industry earned less than 
$500; 10 percent earned less than $1,000; and 20 percent earned less 
than $2,000. 

The situation in the industry has had its effect on the fur farmers 
and the fur trappers, of whom there are hundreds of thousands in 
the United States. According to data furnished by the Wildlife 
Service of the Department of the Interior, about 25 to 30 million pelts 
are annually produced in this country. Figures of this department 
show that in the State of Louisiana, there was a drop from 5.800,00 
pelts in 1947 to 1,011,000 in 1951; in Kentucky, a drop from 300,000 to 
86,000 pelts; in New York, from 193,000 to 90,000; in Pennsylvania 
from 500,000 to less than 100,000; in Kansas, from 124,000 to 62,000, 
and in Missouri 236,000 to 138,000. 

Mr. Srpson. Do you have any figures there indicating how much 
the imports of pelts has dropped in a comparable period ? 

Mr. ScututmaAn. No; but, Mr. Greenberg, do you have any? 

Mr. Greenperc. Russian imports dropped from 1946 whic h was $68 
million to last year a figure of $12 million. That is from Russia alone. 
I do not have the other countries. 

Mr. Stmpson. I thought we had an embargo on those. 

Mr. Greensera. On certain furs only. 

Mr. Stmpson. Do we allow them to come through yet? 

Mr. Greenserc. These are Department of Commerce figures. 

Mr. Simpson. We allowed some to come through, $12 million worth, 
from Russia? 

Mr. Greenperc. Yes, sir. 

Mr. Srmmpson. We have to help the Russians out, I guess. 

Mr. Benrepex. The embargo was confined to furs in the raw state; 
it does not cover furs in any state of fabrication. 

Mr. Smurson. They got dollars out of it—that is what I mean. 

Thank you, sir. 

Mr. Scututman. Mr. Greenberg, the executive manager of the asso- 
ciation, and Mr. Benedek are here to furnish statistical and factual 
information with respect to the circumstances of the industry and the 
effects of the tax and to answer any questions which the members of 
the committee may see fit to ask. I can only urge upon you gentlemen 
to give consideration to the plight of the industry and the urgent 
need for relief. 

Thank you very much. 

The Cuarrman. We thank you, sir, very much—each of you. Now, 
we will hear Mr. Greenberg. 

Mr. Greensera. Mr. Chairman, my name is J. George Greenberg. 
T am the executive manager of the Associated Fur Manufacturers. My 
remarks will be brief because I know that you and the members of your 
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committee are more than familiar with our situation and that a lengthy 
appeal and description of our desperate plight is not necessary. 
Much of the information that ] have has been entered in the record 


in our memorandum and in other speakers’ remarks to the committee. 

It ha been stated before the « olleetions of income tax have dropped 
50 percent, and the first 5 months of 1953 show a drop of 22.9 as com- 
pared to 1952. In other words, we are reac hing the point of diminish- 
ing returns. In addition to the Department’s figures of fur manu- 
facturers’ income tax returns which show that almost 50 percent of 
over a thousand returns processed have reported net losses, unemploy- 
ment insurance in the State of New York for 1952 for fur workers 
reached a total of $5 million. 


In our industry, we have a welfare fund maintained by payroll con- 
tributions | \ the employers and administered jointly by the unton and 
the employe 3’ association, pursuant to the terms of a collective agree- 
ment. The records on this fund disclose that total earnings of work- 
ers and actual working time have been declining consistently, and that 
whereas in 1947 earned wages for productive workers amounted to 
$42.7 million, in 1952 they dropped to $31 million. The aggregate loss 
of wages to workers in that period amounts to $26 million. 

It may be of interest to note that the number of workers in the in- 
dustry has declined, according to figures compiled by us, by 25 percent, 
and that a corresponding drop in the wages of workers in other 
branches of the industry and in related fields bri ings the tot: al eumula- 
tive wage loss to $4: } million for that period. 

The problem of the eee is very simple and very real. Over 50 
percent of the trade is opera 7 at a loss and a great many old and 


I 


14° 


well-established firms have given up oper: itions comp lete ly. , Some of 
the largest have now become the smallest. Many have cut their work- 
ing staffs from one-half to two-thirds, thus creating more unemploy- 
ment. In fact, our own membership figures are the best indication of 
the general trend. Our peak in 1944 was 738 members. In 1952, it 
dropped to 570 members. The average number of workers employed 
in the factories of our members has dropped from 1114 in 1947 
about 8 today. 

As of this moment about 50 percent of the workers are employed 
and even of this number a large proportion are only working part 
time in a period which is normally the height of our production 
season. 

Projecting these figures over the country as a whole would show 

loss of income to the Government from the lack of earnings of 
workers and from the loss of corporation taxes and individual em- 
ployer income taxes, which in the aggregate would more than offset 
the loss of the fast-diminishing returns from the obnoxious 20 percent 
excise tax—a war measure, outmoded, illogical, and destructive of 
business, 

These are only a few spot checks of the conditions that are being 
brought about by this discriminatory tax. As an industry, we have 
the ability, the capacity, and the desire to contribute more revenue to 
the Government as well as the means to a livelihood, if the Govern- 
ment will give us the opportunity to work on a full scale, help us to 
break the barrier of the public’s refusal to buy our product so long 
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as it must pay, as an additional charge, the 20 percent excise tax, for 
the privilege of owning a fur coat. 

Thank you. 

The Cuatrman. All three of you gentlemen made a fine presenta- 
tion, and we thank you. 

Mr. Greenserc. Thank you, gentlemen. 

The Cuarrman. The next witness is Mr. J. H. Wishart, research 
director, International Fur and Leather Workers Union. Mr. 
Wishart, if you will give us your name and the capacity in which you 
appear, please. 


STATEMENTS OF JAMES H. WISHART, RESEARCH DIRECTOR, INTER- 
NATIONAL FUR AND LEATHER WORKERS UNION, NEW YORK 
CITY, AND SAMUEL MINDEL, MANAGER, LOCAL 2, FUR AND 
LEATHER WORKERS UNION 


Mr. WisHart. My name is James H. Wishart, research director of 
the International Fur and Leather Workers Union, 251 Fourth Ave- 
nue, New York City. 

Our statement will be presented by Mr. Samuel Mindel, manager 
of local 2 of the Fur and Leather Workers Union and a member of 
the international, accompanied by Mr. Ben Paskoff, education direc- 
tor of the Joint Councils of New York City. 

Mr. Mrinpet. This statement is made in behalf of the International 
Fur and Leather Workers Union of the United States and Canada on 
fur and luggage excise taxes to the House Ways and Means Committee. 

Gentlemen. the Federal excise tax has created heavy problems for 
many of the industries upon which it has been imposed. It has put 
industry after industry at a competitive disadvantage in the hard- 
fought race for available consumer dollars. 

For the American fur industry, however, facing a number of grave 
problems of its own, the continuing levy of a Federal excise tax has 
become something more than a competitive handicap. It has come 
close to being an industrywide death warrant. 

In this period of nationwide prosperity, with national income break- 
ing all records, the fur industry is in ac ute depression—in m: ny Ways 
more severe than the economic catas strophe s of 1932 and 1933 

Between 1947 and 1952, while total consumer spending in this coun- 
try increased by more than 35 percent the total of dollars going to the 
fur industry declined by 40 percent. In 1947, about $3.10 out of every 
$1,000 spent by consumers had gone to fur sales. In 1952, the fur 
industry received only $1.42 out of every $1,000 spent by consumers. 

For the thousands of workers and employers in the industry the 
picture is one of even sharper danger than such dollar totals by them- 
selves would indicate. Until recent months sales of high dollar value 
mink coats had been expanding. But production and sales of the 
industry’s bread and butter lines—the fur coats worn by wives and 
daughters of workers and farmers—have been almost wiped out. 
soo the competition from the big producers of cloth coats—who are 
burdened with no excise tax—hundreds of small firms producing fur 
coats at popular price levels have either been forced out of business 
entirely, or into frantic efforts to subsist on an occasional sale of mink 
coats. 
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The near destruction of the industry is sharply revealed by the 
tragic loss of jobs which has taken place. 

Before World War II, our union estimates that about 30,000 workers 
found steady work in the more than 2,000 fur manufacturing firms of 
New York State. By 1946, according to a survey made by New York 
State officials, reported in Women’s Wear Daily, March 4, 1953, fur- 
industry employment had shrunk to 24,000. And by 1951, only 18,000 
were at work in all branches of the industry and part time. 

Since 1951, the trend to disaster has continued unchecked. Accord- 
ing to the official employment reports of the New York State Depart- 
ment of Labor, average fur-industry employment in the first 5 months 
of 1953 totaled only 7,360, as compared with 9,340 in the same period 
of 1952 and 12,980 in the first 5 months of 1951. 

At least 15,000 workers have been deprived of their livelihood in the 
fur industry over the past 10 years. No one can estimate the cost in 
human loss and suffering. It takes long years of work and experience 
to build the skills of a fur worker. His work requires craft and arti- 
sanship rare in the modern industrial scene. His skills are not trans- 
ferable to other occupations or other industries. 

When the fur worker is left jobless, he has no place to turn. He 
can eke out an existence on unemployment compensation—if he has 
been fortunate enough to meet the 20-week work requirements of New 
York’s Hughes-Brees law—and live on in hope that his great skills 
may again be needed. 

In 1950, with employment running higher than in 1953, more than 
60 percent of all fur workers made less than $3,000 a year and 40 per- 
cent made less than $2,000 per year. In 1953, an even graver situation 
exists for those who depend for their living on work in the fur 
industry. 

The International Fur and Leather Workers Union does not hold 
the 20-percent fur excise tax solely responsible for the plight of the 
workers and the industry. Production has been hampered by the 
embargo on skins. The industry itself, suffering from shortages of 
credit, has missed opportunities for development and promotion of 
fur coats. All of these things have helped bring stagnation. But it 
is the conviction of the union that it is the fur excise tax that has cut 
most deeply into the heart of the industry. 

Estimated on the basis of past price and sales relations, the direct 
economic impact of the tax has been to cut the volume of fur-coat 
sales by about 36 percent. In this sensitive industry price increases 
of 1 percent have ordinarily brought sales declines of 1.8 percent. 
Indirect effects of the tax have been even deeper. The psychological 
barrier of the tax on fur garments to sales cannot be measured, but 
its effect has been unquestionably grave. The economic loss his bled 
the industry white—has deprived it of the economic leeway necessary 
to meet its problems of competition, design, development, and pro- 
motion. The continuance of fur excises in these circumstances be- 
comes not a policy for the taxation, but for the destruction of the 
industry. 

On behalf of the workers in the fur industry, of their families, and 
their communities, I urge you to act with all possible dispatch for 
the ending of this unequitable tax—the tax which is literally bleeding 
to death this once productive industry. I ask also for an end to the 
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tax on luggage which has similar, though for the time being less 
severe, effects on the employment and sts ibility of the luggage 
industry. 

It is not our purpose here tonight to discuss the overall problems 
of tax policy. It must be pointed out, however, that the removal of 
the excise tax on furs will not mean an absolute loss of the dwindling 
revenues which have been coming to Government from this source. 

Elimination of the tax and revival of the fur industry will provide 
new revenues from other sources. It will mean increased income for 
thousands of workers, salesmen, employers, designers, and skin proc- 
essors. It will mean higher income for fur trappers in Lousiana and 
for fur farmers in Wisconsin, Minnesota, and Michigan. It will mean 
an end to heavy economic and social losses whose price is paid ulti- 
mately by Government along with workers and their families. 

The fur workers look to you, gentlemen of this committee, for 
relief. They can see no reason, no ‘logic, no justification for the con- 
tinuance of a tax which is robbing them of their jobs and an industry 
of its hopes for survival. 

We are confident, gentlemen, that in line with your action to remove 
the excise tax from the motion-picture industry, you will act for the 
relief of the even more gravely burdened fur industry . 

Now I have here a table listing the excise-tax collections for the 
fur and luggage industries merely to indicate that for the 6 years 
from the very comparatively small industry which has been plagued 
with many evils $368 million was exacted by the excise tax and I sub- 
mit to you g gentlemen that in this small industry it is enough to mean 
the end of the industry if it is to continue. 

The Cuatrman. Thank you very much for the appearance of each 
of you gentlemen. 

Mr. Byrnes. I have a question, Mr. Chairman. 

The Cuamman. Mr. Byrnes. 

Mr. Byrnes. As I understand it, the fur worker is a very highly 
skilled worker; is that right ? 

Mr. Minvev. That is correct. 

Mr. Byrnes. He cannot transfer, for instance, from working mak- 
ing fur coats into making coats of cloth or anything like that? 

Mr. Minvet. He cannot. We have made every effort to convert 
our workers, and we have met with dismal failure. A worker such 
as myself—I spent 10 years as a fur dresser—and it is impossible to 
adapt him to other work unless he has the brain power to do other 
work. 

Mr. Byrnes. Some of the material which you work with is very 
expensive raw material ? 

Mr. Minpvew. That is right. 

Mr. Byrnes. I assume you have to have an oon worker in 
order to trust him with that high-cost raw material ? 

Mr. Mrnvet. That is correct, sir. 

Mr. Byrnes. That is all. 

The Cuarrman. Thank you very much, gentlemen. 

Mr. Mrnveu. Thank you, sir. 
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(The following material was submitted for the record :) 
Master Furriers’ Guitp or AMERICA, INC., 
New York, N. Y., August 5, 1958. 
Hon. DANIEL A. REED, 


Chairman, Committee on Ways and Means, 
House of Representatives, Washington, D. C. 

DeaR CHAIRMAN REED: I acknowledge with thanks your kind invitation to 
testify before the Committee on Ways and Means on August 6, 1953, in reference 
to the matter of the fur excise tax. 

I am confident that the Congress and, of course, your committee, are thor- 
oughly familiar with the fact that the fur industry has never before been in 
such an impoverished condition as it is presently. 

This association agrees with the facts and views which have been imparted 
to you by Mr. Joseph Francis who speaks for practically all branches of the fur 
industry. It is our feeling at this time that we cannot add anything to the 
information and recommendations he has made. Moreover, we are concerned 
by the probability that an oral presentation might be published in the consumer 
press which would undoubtedly result in a considerable loss of sales at the very 
time that the industry is entering the fall season. 

In view of all of the foregoing and to avoid aggravating a most deplorable 
situation, it has been decided that I should not testify. 

So that the members of your committee may know that I am appreciative of 
your kindness in inviting me to testify and may also know my reasons for not 
doing so, I am taking the liberty of sending copies of this letter to each of them, 
with a covering letter to each of them. 

Again thanking you for your kind invitation to testify, I remain, 

Very truly yours, 
CrarLes Gorn, General Counsel. 

The Cratrman. The next witness is Mr. Joseph Keho, president of 
the Dorothy Gray Co., accompanied by Fuller Holloway, Esq., counsel. 


STATEMENT OF JOSEPH KEHO, PRESIDENT, DOROTHY GRAY CO., ON 
BEHALF OF THE TOILET GOODS ASSOCIATION, ACCOMPANIED BY 
FULLER HOLLOWAY, ESQ., COUNSEL 


Mr. Hottoway. My name is Fuller Holloway, and I am counsel of 
the Toilet Goods Association. Mr. Keho, president of the Dorothy 
Gray Co., will speak for the toilet-preparations industry. Mr. Keho. 

The CHarrmMan. We will be glad to hear you. 

Mr. Keno. My name is Joseph Keho. I am the president of 
Dorothy Gray, Ltd., of New York City. I am also a past president 
of the Toilet Goods Association. 

I represent the Toilet Goods Association, which is the official asso- 
ciation of manufacturers of toilet preparations. This association 
consists of approximately 350 manufacturers of products affected by 
the excise tax on toilet preparations, and its members do approx1- 
mately 90 percent of the volume of this product sold in the United 
States. 

The association and its members are well aware of and truly appre- 
ciate the tremendous difficulties faced by this committee in writing 
tax legislation adequate to meet the huge fiscal requirements of the 
Government and at the same time lay the tax burden equitably and 
fairly on those taxed. 

In formulating the Federal tax structure, this committee has 
recognized the inequitable, unfair, oppressive, and regressive nature 
of excise and sales taxes, as well as the existing duplication of such 
taxes with State and local government levies, and has avoided levying 


excise and sales taxes ex¢ ept in times of emergency. 
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Wartime excise taxes at the present high rates were levied with 
an eye toward their depressive effect as well as a means of regulating 
the flow of services and materials during a critical war emergency, 

This committee evidenced its dislike of current excessive excise taxes 
in 1950 when it recommended reduction of rates, only to be frustrated 
because of the Communist assault in Korea. This committee again 
recognized the depressive effect of an excise tax when it recently pro- 
posed elimination of the admission tax on movies. We congratulate 
the committee on its forthright action. 

Having regard to the extensive hearings conducted by this com- 
mittee in tte years, and recognizing that the committee is well 
informed in respect of the history of excise taxes imposed on toilet 
prepar: tions, I shall not again go over that ground. I do want to 
point out, however, that in 1898—during the Spanish-American Wat 
when the first tax on toilet preparations was imposed as a tax on 
Juxuries, the toilet-goods industry was small and specialized, pro- 
ducing at high cost products which only women of considerable means 
could afford. Today toilet preparations are mass produced for women 
in every income group. The luxury items produced today are infini- 
tesimal compared with the bulk of the toilet preparations sold. 

The Congress has already eliminated the tax on dentifrices, mouth 
washes, and soap (1938), and on baby oils, lotions, and powders (1951), 
recognizing that those particular toilet preparations are not luxuries. 
We believe the impression that other toilet goods are luxuries is also 
unfounded, having its origins in a bygone day. The bulk of our 
products, articles such as deodorants, depilatories, dusting powder, 
eye washes, cleansing creams, hand lotions, foot powders, are used 
for health, cleanliness, and comfort. And most of the remainder, 
face creams, face powders, rouge, lipstick, perfumes, and toilet waters, 
are the essentials of feminine ‘personal appearance. They are just as 
important to women as nontaxable razor blades and shaving creams 
are to men. 

No woman today, irrespective of her income group, can expect to 
get or hold a job in which she is brought in contact with the public 
unless her budget contains an allowance for toilet preparations. 
Women who earn their own living face the economic necessity of keep 
ing themselves presentable and attractive. And, of course, employed 
women today are counted in the millions where 50 years ago they 
were comparatively few. 

The Department of Defense, appreciating the importance of per 
sonal appearance of women, recently requested the cooperation of 
the Toilet Goods Association in instructing the women in the armed 
services in personal care. The association has employed representa 
tives to visit the various recruiting centers around the United Stat 
for this purpose, and is working closely with the Departinent of D 
fense in furthering this program which the Government considei dl 
both valuable and necessary to women in the armed services. 

I suggest to you gentlemen of the committee that an attractive ap- 
pearance had a decided influence on the employment of the fema!e 
members of your staffs. There isn’t one in a hundred women who 
would even consider dispensing with aids to her appearance. 9 
the female assistants in your office to dispense with all toilet prepat 
tions, and I have no doubt that the result would indeed be not ends 
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painful but that secretarial help itself in your office would soon be 
nonexistent. 

The tax is unrelated to income of either the buyer or seller and hits 
hardest the people in the low-income groups. It has no reference to 
the ability to pay. 

This tax discrimination has been an increasing source of resentment 
by women. Ninety percent of women, for example, according to the 
latest surveys, use ‘lipstic k. When they buy lipstick they have to pay 
20 percent more than its retail price. Women know that most men 
use razor blades and shaving cream and they know that the 20-percent 
levy called a luxury tax does not apply to those items. We, in the 
industry, are acutely aware of the ladies’ resentment in this regard. 

It is not fair to continue to tax products that are used for the most 
part exclusively by women for their personal care and appearance. 

Moreover, the tax discriminates against the manufacturer on whose 
products it is levied. Every manufacturer of consumer goods is in 
competition with every other manufacturer for his share of the con- 
sumer dollar. The manufacturer of toilet preparations is in competi- 
tion with the manufacturer of hosiery, candy, gloves, and many other 
products customarily purchased by women or as gifts for women. 
There is no doubt that this tax affects the decision of the purchaser 
as to the gift to be purchased. A tax on selected products inhibits 
consumer preference. 

Now it is not our purpose to tell this committee that the overall 
toilet-goods industry is now in a critical condition because of the 20- 
percent tax on toilet preparations. An industry supplying essential 
consumer products does not experience such a precipitous decline in 
sales because of an added tax burden that is experienced by an indus- 
try purveying nonessentials. That is not to say, however, that the 
tax has not been a serious deterrent to volume of sales in the toilet- 
gC goods indus try. 

The toilet-goods industry overall, even during the period when this 
regressive tax has been imposed, has shown an increase in sales volume. 
Popul: ition growth and more widespread employment of women 
would, however, normally allow much greater increases in sales vol- 
ume. <A superficial look at the overall increase in sales volume would 
lead one to think that the high excise tax has not been a deterrent to 
industry sales. Close analysis shows, however, that the tax has inter- 
fered materially with the normal growth and progress of the industry. 
Most of the increase in volume of industry sales, during the period 
of the tax, has been due principally to the development of new prod- 
ucts, almost all of which have been in a class of toilet preparations 
not subject to the tax. For example, we would point out particularly 
that there have been very large increases in the sales of new and im- 
proved nontaxable shampoos and of new and improved types of non- 
taxable dentifrices. On the other hand, during the same period, many 
classes of taxed standard preparations, such as face powders and the 
leading types of face creams, have actually declined in volume, because 
of the 20-percent tax. 

There have been fewer new developments in taxable toilet goods, 
which is traceable largely to the fact that products in the taxable class 
when developed are immediately faced with the 20-percent tax on 
retail sales, which hampers their marketing. 
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We do not believe that it is fair to continue to single out, in any 
economy of intense competition, particular industries and tax their 
products so as to deviate consumer preference. 

Moreover, the toilet-goods industry cannot support its costs with 
a static level of production. Our industry, over the past half cen- 
tury, has developed mass-production techniques, reduced its costs, and 

operating on narrowing profit margins, still makes its products avail- 
able to all income groups. We are very proud of these accomplish- 
ments and proud of our part in enabling all American women to enjoy 
the advantages of higher living standards. It is our earnest desire 
that we be allowed to continue our contribution. Permitted a chance 
for normal growth, we can meet increased costs through increased 
volume of business. 

We would further point out in this connection that the prices of 
toilet goods as a whole have been remarkably stable over a long period 
of years. During the time when the cost of living index has risen 
by nearly a hundred percent, the prices of toilet preparations have 
increased only about 5 percent. During the same period the cost of 
manufacture of practically all items in the toilet preparations indus- 
try has increased almost in proportion to the increase in cost of living. 
The industry has thus far been able to sustain these high costs without 
the benefit of its normal annual increase in volume. ‘Tt cannot, how- 
ever, long continue to maintain its retail selling prices unless increases 
in its sales volume bring the unit cost to a lower level. In this situa- 
tion the tax has been a direct and stifling burden upon the manu- 
facturer. 

The toilet- goods industry as a whole is composed of a large number 

of small manufacturers. The largest company in the field does only 
slightly more than 3 percent of the annual volume. Competition is 
intense and, since virtually the only increase in price has been by the 
amount of the excise tax, profits have sharply declined. The elimina- 
tion of this discriminatory and regressive tax would undoubtedly 
stimulate sales, make rice increases unnecessary, permit profits, leave 
spendable income in the hands of the consumer, and increase Govern- 
ment revenues in the form of corporate and individual income taxes. 

The Toilet Goods Association and its members have always en- 
deavored to balance the discrimination which this tax has imposed 
upon our industry and the women who use our products against the 
emergency revenue needs of our Government. While the taxes were 
enacted as temporary and emergency taxes to fit the occasion and were 
further justified as a curb on inflation and as regulatory measure for 
control of materials, we recognized the need as such. We do not be- 
lieve that it is necessary or desirable for emergency excises, enacted 
to meet emergency situations, to become imbedded permanently in our 
Federal tax structure. We do not believe that this committee approves 
the continuation of a discriminatory tax based on consumer purchases 
rather than on earnings as properly a part of the Federal tax struc- 
ture. 

We do not ask for or want special favors. Our industry’s normal 
development has been arrested by this 20 percent tax. We ask only 
for an equal opportunity in free competition. We ask for fair play 
in the American tradition. We ask that you relieve the women of 
America of an unfair tax on their daily requirements. The time for 
elimination of this discriminatory and regressive tax is now. 
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From time to time it has been proposed that the excise tax be im- 
posed at the manufacturers’ level instead of on the retail sale. 

[In 1951, because of insoluble administrative problems that had 
arisen as well as the inequities created among manufacturers in respect 
of the then existing manufacturers excise tax, the tax at the manu- 
facturers’ level was repealed and the retail tax imposed in its place. 
To shift the collection of the tax to any level of sale other than at the 
retail level would open a veritable Pandora’s box of administrative 
difficulties as well as create serious inequities among manufacturers. 

The Treasury Department study entitled “Federal Retail Excise 
Taxes” summarized the relative desirability of retail and manufac- 
turers’ tax in respect of toilet preparations as follows (p. 69) : 


ro 1932 to 1941 the tax on toilet preparations was levied at the manufac- 
turer evel, but since the Revenue Act of 1941 it has been imposed on a retail 
basis. Principally because of the compliance burden the retail tax imposes on 
drugstores, it has been suggested that the tax again be levied at the manufac- 
‘level. The manufacturers’ tax was changed to a retail tax in 1941 because 


of the serious inequities and administrative difficulties involved. Very substantial 
differences in tax resulted from the differences in organizational forms and 


mer idising practices of different firms in the industry. Manufacturers that 
produced a preparation and packaged it themselves had to pay tax on the full 
alue of the packaged product. On the other hand, toilet preparations sold in 
bulk form to other firms for packaging were taxable only on the value of the 
preparatic Under these conditions packaging and merchandising costs, which 

many cases represented a high proportion of the value of the product, escaped 
the tax. The Government also encountered numerous problems in determining 
the basis on which the tax was to be paid, and extensive litigation developed. 
Although the retail form of tax involves a much larger number of taxpayers and 


imp s a substantial compliance burden, particularly on small retailers, the 
administrative problems under the retail tax are on the whole much less serious 
and the uniform retail price basis is more equitable in its application to pro- 
ducers and sellers with varying forms of business organization. 

Your committee recognized the administrative and equitable con- 
siderations involved in its report on the Revenue Act of 1941 as 
follows: 

Retailers’ excise tares.—The bill imposes a tax of 10 percent upon the retail 
sale of jewelry, furs, and toilet preparations. The tax is placed upon the retail 
sa e rather than the manufacturer’s or importer’s sale because of administrative 
and equitable considerations. Manufacturers’ excise taxes upon these articles 
have been imposed by the Federal Government in the past. Such a tax upon 
toilet preparations is, in fact, imposed by existing law. Experience has proven, 
however, that under such taxes evasion is substantial and inequitable competitive 
situations are created. 

In view of these considerations your committeee is convinced of the desirability 
of placing these taxes upon the retail sale. The manufacturers’ tax on toilet 
preparations is repealed. 

The imposit ion of the tax on the selected products does place burden- 
some collection duties on the retailers. The Commissioner of Internal 
Revenue has recognized this burden and has recently changed the 
regulations to permit returns on a quarterly basis rather than monthly. 
Under Secretary of the Treasury Marion B. Folsom, on May 21, 1953, 
ad\ ed the House Small Business Committee, that — 

Consideration is being given to a further simplification by substituting annual 
for quarterly returns 


Actually a shift in the collection level would add to the burden of 
the retailer in some respects; for example, the cost of the products to 
the retailer would include the amount of the tax, thus necessitating 
increased working capital requirements, or force him to purchase less. 
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Furthermore, a tax imposed at a manufacturers’ level tends 
pyramid the final cost to a consumer. The usual practice of whole- 
salers and retailers is to take percentage markups on their costs, which 
would include the tax, thus increasing the final price paid by the 
already tax-burdened consumer, and at a lower yield in revenue to the 
Government. 

Certainly, in an atte mpt to alleviate the burdens of collection, no 
action should be taken resulting in disruption of the industry, 
creating increased administrative burdens on the Government 
and the industry and further creating serious inequities among busi- 
ness organizations within the industry as well as increasing con- 
sumer prices. 

The cost of administration and collection of the tax at any level is 
expensive, which is a further reason for elimination of the tax. 

The CuarrMan. Does that conclude your presentation 4 

Mr. Keno. Yes, sir. 

The Cuatrman. We certainly thank you. It has been a very nice 
presentation. 

Any questions ? 

Mr. Simpson. In the event there had to be excise taxes continued on 
a broad base method, you would recommend that they be at the re- 
tail level ¢ 

Mr. Krno. Yes, sir; as the lesser of two evils. 

Mr. Simpson. If they had to be continued 4 

Mr. Krno. Yes, sir. 

The CuarrmMan. Thank you, gentlemen. 

Mr. Keno. Thank you, sir. 

The CuarrMan. The next witness is Mr. George Frates, Wash- 
ington representative of the National Association of Retail Druggists. 
Mr. Frates, if you will give your name and the capacity in which you 
appear we w ill be glad to hear you. 


STATEMENT OF GEORGE H. FRATES, WASHINGTON REPRESENTA- 
TIVE OF THE NATIONAL ASSOCIATION OF RETAIL DRUGGISTS, 
WASHINGTON, D. C. 


Mr. Frates. Mr. Chairman and members of the Ways and Means 
Committee, my name is George H. Frates. Iam the Washington rep- 
resentative of the National Association of Retail Druggists, an organ- 
ization of 36,000 independent retail pharmacists practicing their pro- 
fession in every State of the Union and the District of Columbia. My 
office is in the National Press Building. Dr. John W. Dargavel is 
administrative supervisor. He is general manager and executive sec- 
retary of NARD, with headquarters in Chicago, Il. 

The late Chief Justice White of the United States Supreme Court 
declared that the power to tax contains the power to destroy. We 
believe that to be a self-evident truth, an axiom. 

We appear before you, gentlemen, to file a statement in regard to 

excise taxes and to point out how they affect the economy of small 
inde ndent retail pharmacists. 

We are cognizant of the perilous condition of international affairs. 
We realize the need of our Government to balance the budget. How- 
ever, knowing the astronomical expenditures necessary for self 
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preservation and defense we still question the wisdom of certain excise 
taxes leveled on the retail economy. 

The 20-percent excise tax on toiletries is a case in point. First, 
Congress imposed a 10-percent tax on cosmetics and it was designs ated 
as an emergency war measure. When Congress increased the tax to 
2U percent the same reason was given. Congr ess promised to repeal 
these excises when hostilities ceased. The 1943 law so provided. 
Federal excises on toiletries were enacted to restrict consumption and 
lessen the pressure of inflation. They expressly discouraged con- 
sumer spending. During World War II they served as an effective 
deterrent in the use of scarce materials and the utilization of man- 
power. 

Excises are now serious roadblocks to a high national level of con- 
sumption, production, and employment. We reiterate, excises were 
imposed during the war for the purposes of discouraging consumer 
spending, by p recise ‘ly the s ame economic logic they should how be 
removed. T his would carry out the intent of the wartime Congress— 
elimination of the excises on retail purchases, we believe, would result 
in an expanded economy. It is the height of inconsistency for Gov- 
ernment to collect a 20-percent tax on lipsticks while a $1.50 cake of 
soap is tax-free—likewise it is illogical to tax a box of face powder 
while shaving cream is not taxable. Moreover, Sen-Sen is taxable but 
Lifesavers and chewing gum are not. 

A studied review of the tax problems of small independent retail 
druggists will reveal the dilemma confronting the small, prescription 
pharmacist. He is subjected to an overwhelming variety of taxes, 
among them Federal excises, sales taxes, State and local, property 
taxes, income taxes, alcohol] taxes, and narcotic taxes. He must col- 
lect all the excise and sales taxes gratuitously for Government. With 
the redtape involved and time consumed he finds it extremely difficult 
to cope with the problem of collecting, reporting, and paying these 
levies. He does not have adequate certified public accountants nor 

val advice at his disposal, similar to big cena 

Re moval of the 20-pereent excise tax would result in a steadily in- 
creased volume of sales, thus affording Government an opportunity to 
recapture profits resulting from stimulating sales. 

If the Congress refuses to eliminate the excise tax on toiletries, then, 
we think, the least the Federal lawmakers can do is to place the toi- 
letries tax at the source; namely, the manufacturer. In this way the 
Government would save money. It would eliminate the auditing of 
hundreds of thousands of retail accounts as compared to a relatively 
small number of manufacturers. Your attention is called to the fact 
that excises on liquors, tobacco, and matches are collected at the source. 
Why not toiletries? We are submitting for the record a list of excise 
taxable and nontaxable articles which we endeavor to keep up to date 
for the benefit of our members. Another inescapable fact occurs 
when we state that the Treasury Department does not issue a master 
list of taxable and nontaxable articles; as a consequence retail pharma- 
cists of the country are continually in jeopardy and subject to arbi- 
trary assessments by the Federal Government. 

We quote from the Internal Revenue Code, section 2402, relating 
to the tax on toilet preparations: 


There is hereby imposed upon the following articles sold at retail a tax equiva- 
lent to 20 percent of the price for which so sold: Perfumes, essences, extracts, 
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toilet waters, cosmetics, petroleum jellies, hair oils, pomades, hair dressings, 
hair restoratives, hair dyes, aromatic cachous, toilet powders, and any similar 
substance, article, or preparation, by whatsoever name known or distinguished ; 
any of the above which are used or applied or intended to be used or applied for 
toilet purposes * * *, 

Forty-five years ago a Republican Congress decided that a rich man 
should pay more taxes than a poor man. Five years later, in 1913, 
12 State legislatures had agreed with this sound principle of taxation 
and the income-tax amendment became article XVI of the United 
States Constitution. At present we are seriously concerned about 
responsible officials in Government who are seriously considering ¢ 
new tax, a national sales tax. If the many and varied excise taxes 
leveled by the Federal Government are not sales taxes, then we are 
at a loss to understand the full meaning and import of a sales tax. If 
the fairest way to tax Americans is according to their ability to pay, the 
addition of a sales tax would shift the burden to small independent 
businessmen and the wage earner. 

In passing, we subscribe to the belief that the present, personal 
income-tax exemption of $600 is ridiculously low. 

In the use of the sovereign power of the National Government in 
imposing burdens on its citizens, the Government must be scrupulously 
fair, fair in its laws, fair in the courts, fair in the regulatory agencies, 
fair in taxation. The Government must be fair, not only because it is 
the right way to behave, but also because in these dangerous days the 
Government requires the services and money of its citizens that will 
only be forthcoming to a Government honorable and fair in its laws 
and their administration. 

The citizen who makes a quarterly payment on his income tax has 
perhaps miraculously been spared a consciousness of the hidden taxes 
which fall upon him every day. 

Tax foundation studies reveal that 53 taxes apply toa - if of bread, 
a woman’s hat carries 150 taxes, a man’s suit comes in for 189, a 
humble egg accounts for 100, and 54 taxes are imposed on a a bend soap. 

In concluding we respectfully urge the House Ways and Means 
Committee to seriously consider and explore the advisability of placing 
the excise tax on toiletries at the manufacturer’s level. If the com- 
mittee will not eliminate those excises in their entirety, then, we 
reiterate, that collection at the source would cut down materially the 
expense of administering the law. It would assure 100-percent com- 
pliance because all concerned would know which articles are taxable. 
Rulings and court decisions which the independent pharmacists of the 
Nation cannot possibly hope to be completely aware of, would be 
equitably adjudicated by the Government. We recommefid this pro- 
cedure as being fair and equitable. 

The National Association of Retail Druggists sincerely thanks 
Chairman Reed and the members of the House Ways and Means Com- 
mittee for the privilege of being invited to make this statement. 

“he CuarrMan. We thank you very much for your presentation, 
Mr. Frates. 

Are there any questions ¢ 

Mr. Sapiak. Following the question put by Mr. rp es to the 
previous witness, it seems that Mr. Frates wants the tax to be put on at 
the manufacturer’s level ? 
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Mr. Frares. All the manufacturers want the retailers to assume the 
burden of tax collection. It happens that we are the marginal dis- 
tributors for all the neighborhoods throughout the country, Mr. 


Sadlak. We are the ones that have to take the brunt of collecting 
this tax, auditing it, impounding it, turning the money over to the 
Government every month. We are not conversant with the entire tax 


structure 1n sofar as it relates to any particul: ar article because as I 
mentioned in my brief there is no master list published by Government. 

The manufacturers perhaps think they are right from their posi- 
tion in declaring that they do not want any part of this tax passed 

ick to them, but we call your attention to the fact that the taxes 
on liquor, on tobacco, on matches, on electrical goods, on photo- 
craphie equipment, on certain types of fountain pens are collected 
at the source. 

Mr. Saptax. Have you ever had discussions among yourselves in 
regard to ironing thi s thing out in any way so that you might have 
some dex ision 7 

Mr. Frares. We have discussed it pro and con, sir, off and on for 
several years. I think the National Association of Retail Druggists 
‘s consistent in its argument because first we ask for an elimination 
of the tax. You will notice we did not ask for a reduction. Then, 
if the Congress decides they will not eliminate it, our position, main- 
tained by practically every State pharmaceutical association in the 
country, asks that it be placed at the manufacturer’s source. 

Then we will not be in jeopardy, Federal agents will not come 
into our independent retail stores and arbitrarily assess considerable 
sums of money because the small retailer cannot afford to go to court 
to defend himself because the deficiency would be less than the cost of 
legal services, perhaps. 

Mr. Saptak. Thank you. 

The Cuarrman. Any other questions. The Chair hears none. 

We thank you very much for your contribution. 

Mr. Frares. Thank you, ge ntlemen. 

The Cuamman. The - xt witness is Mr. Jacob Reck, executive vice 
president and counsel, National Beauty and Barber Manufacturers 
Association. 

Mr. Reck, if you will just give your name and the capacity in which 
you appear, please. 


STATEMENT OF JACOB RECK, EXECUTIVE VICE PRESIDENT AND 
COUNSEL, NATIONAL BEAUTY AND BARBER MANUFACTURERS 
ASSOCIATION, WASHINGTON, D. C. 


Mr. Recx. Chairman Reed and members of the Ways and Means 
Committee, my name is Jacob Reck. My business address is National 
Press Building, Washington, D. C. I appear here as Washington 
representative of the beauty and barber industry legislative com- 
mittee, which is composed of officials of the following | organizations 
in a beauty shop and barber shop field : 

The National Hairdressers’ & Cosmetologists’ Association, the 
ns r ional organization representing beauty shop owners and operators. 

The Associated Master Barbers & Beauticians of America, 
ths national organization representing barbershop owners and beauty 
shop owners and operators 
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Copies of letters from the above-mentioned organizations author- 
izing my appearance on their behalf are presente d. 

The National Beauty & Barber Manufacturers’ Assoc iation, 
the ‘only national organization representilng exclusively manufac- 
turers of toilet preparations used or resold by beauty or barber shops. 
] am the executive vice president of this organization. 

Mr. Chairman, I request permission to have my full statement 
inserted in the record, as I will skip some of the statement to save 
time, 

The Cratrman. Without objection, so ordered. 

(The statement referred to follows :) 


STATEMENT OF JAcoB RecK ON BEHALF OF BEAUTY AND BARBER INDUSTRY 
LEGISLATIVE COMMITTEE 


My name is Jacob Reck. My business address is National Press Building, 
Washington, D. C. I appear here as Washington representative of the Beauty 
and Barber Legislative Committee, which is composed of officials of the follow- 
ing organizations in the beauty-shop and barber-shop field : 

1. The National Hairdressers’ & Cosmetologists’ Association, the na- 
tional organization represeting beauty-shop owners and operators. 

2. The Associated Master Barbers & Beauticians of America, the na- 
tional organization representing barber-shop owners and _ beauty-shop 
owners and operators. 

(Copies of letters from the above-mentioned organizations authorizing my 
appearance on their behalf are attached. ) 

3. The National Beauty & Barber Manufacturers’ Association, the only 
national organization representing exclusively manufacturers of toilet 
preparations used or resold by beauty or barber shops. I am the executive 
vice president of this organization. 

On behalf of the 240,000 beauty and barber shops, their 750,000 employees, 
millions of users of toilet preparations, mostly women, and producers of these 
items, I make this appearance to consider with you ways and means of ex- 
peditiously bringing relief from the heavy 20-percent Federal retail excise tax 
on toilet preparations, which was imposed in 1943 to curtail production of these 
items by discouraging purchases of them by consumers, in order to conserve 
scarce materials and manpower needed in the effort to win World War II. 

The beauty and barber industry respects and appreciates this committee’s 
efforts in the recent past to correct hardships and discriminations in the excise- 
tax system. We will ever be grateful to this committee for recommending the 
repeal of the 20-percent tax on the tools of the trade of barbers and beauticians, 

We heard the well-documented case presented to your committee on the hard- 
ships suffered by small theaters, as a result of the movie admissions tax. We 
commend this committee for recommending repeal of that tax. It confirms our 
belief that this committee is just and aware of the injuries excise taxes can 
bring to affected industries and possesses the courage to correct an injurious 
hardship. We disassociate ourselves from those who complain that the separate 
remedial treatment accorded the movie industry is a discrimination against 
other industries, suffering from excise taxes. ‘Such thinking could foreclose 
any relief for some of the industries suffering most from excise taxes carrying 
unnecessary, unusually high rates. It would make impossible a selective treat- 
ment by this committee of those taxes which bring about the greatest discrimina- 
tion and hardship. 

Due to the extensive hearings conducted on excise taxes in 1947 and 1950, 
your committee is informed of the discriminations against and hardships suffered 
by sellers, consumers, and producers of the items subject to the 20-percent retail 
excise tax. In 1950 you recognized the need for relief from these taxes when, 
in favorably reporting the Revenue Act of 1950 reducing the rates of these taxes 
to 10 percent, you stated: * 

“The present 20-percent retail excise taxes are among the heaviest now im- 
posed. Since they are levied on the retail rather than the manufacturers’ price, 





1 Rept. 2319, House of Representatives, 81st Cong., p. 4 
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they are, in fact, anywhere from 30 to more than 100 vercent higher than a 20- 
percent manufacturers’ excise tax would be. Your committee believes that 
excise-tax rates of this size are undesirable in a peacetime economy.” 

Unfortunately, the advent of the Korean conflict created another emergency 
and Congress again had to postpone relief from the retail taxes, which were 
originally imposed as emergency taxes in World War II, but which have been 
continued ever since. 

Others, appearing at these hearings, will fully refresh your memories as to how 
and why retail excise taxes, carrying a high rate, are unfair, discriminatory, 
and bad for consumer and business alike. Thus, to save time, I will refer to 
only sufficient instances of such unfairnesses and discriminations to make under- 
standable the suggestions I will make later for action by your committee, leading 
to eventual relief, 

I attended most of the hearings on excise taxes, conducted by your committee 
in 1947 and 1950 and have sat in on some of those held during the past 10 days. 
The following arguments against high excise taxes have been heard over and 
over again by you, as you patiently listened to the statements of many witnesses: 

1. They should be used for emergency financing and regulation only during 
war. 

2. Their regulatory effects, in diverting materials and manpower from 
production of civilian goods to war materials by discouraging the purchase 
by consumers of taxed items, in order to curtail their production may be 
justified in wartime but is indefensible in peacetime since, to maintain 
prosperity and employment, the opposite result is needed, i. e., consumers 
must be encouraged to buy items, not discouraged as they are by high retail 
taxes 

3. The selection of some, but not all, less essential items for high retail 

taxation and the exclusion of others, no more indispensable than those taxed, 
creates inequities and discriminations and makes the Government a party 
to a system of unfair competition, intolerable and inconsistent with a peace- 
time free economy. 

4. Congress perpetuated the inequities, discriminations, and unfair com- 
petition inherent in a limited system of high retail taxation on selected 
items, initiated by it in World War II when, in 1947, it indefinitely con- 
tinued such taxes, without broadening the base to include articles in com- 
petition with those taxed and no more essential to the public. 

I have not heard anyone in Congress, the administration, or industry seriously 
dispute these propositions. President Eisenhower, in his tax message to Con- 
gress of May 20, admitted that the wide variety of existing excise rates makes 
little economic sense and leads to improper discrimination between industries 
and among consumers. 

During the past 6 years, there has been a lot of talk about the unfairnesses 
of high retail taxes on selected items, but like Mark Twain’s observation about 
the weather, “nothing has been done about it.” Studies have been undertaken 
and sincere efforts made to bring relief but those high taxes are still with us. 
As a result, representatives of the industries affected by these high excise taxes, 
such as myself, are forced to continue our fight, lest they be perpetuated as a 
permanent part of our Federal tax system. Over the years, we have appeared 
before you repeating much of what had been said before but hoping that some 
new observation we make will spark the fuse of indignation and bring early 
corrective action. This past session has taken its toll and I admire your patience 
in giving us a chance to tell our story. Similarly, this past session has meant 
another one has gone by without relief and we, too, have had to be patient 
and urge the members of our industry to practice patience. So, I ask your 
indulgence as I briefly comment on what the continuation of high retail taxes 
on selected items will mean to the national economy, the consumer, the producer, 
and reseller of these items. 

Some economists fear that production of widely used consumer goods may be 
reaching the saturation point. During the past 10 days, you have heard wit- 
nesses tell how the volume of sales, production, and employment in their indus- 
tries have been drastically decreased, because of high excise taxes. It is no sage 
observation to state that the remarkable growth of our Nation emphasizes the 
fact that to promote prosperity and maintain high employment does not mean 
that every industry must grow and grow but, rather, that our national total 
demand for goods and services, our American standard of living, must keep 
rising. More people must be able to buy tomorrow deep freezes, home clothes 
driers, ironers, television sets, etc., which they may not be able to buy today. 
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Our national production has increased tremendously because the less essential 
items of yesterday, or luxuries, if you prefer that word and understand its 
meaning, became the necessities of today. And our Nation’s continued growth 
depends upon a constant raising of the American standard of living, by making 
today’s less essential items the necessities of tomorrow, at reasonable prices 
within reach of all through the American genius for mass production. Can we 
visualize how our Nation’s growth and standard of living would have been stunted 
had our production been limited to those items considered necessities 50 years, 
or even 25 years, ago? Can we increase our production and further raise our 
standard of living, if the Government maintains high retail taxes on selected 
items, knowing full well the results will be to discourage their purchase and 
curtail their production? The answer is obvious. The retailers’ excise taxes 
must be removed. The only question remaining is when, and what happens until 
they are, 

I know you have received many complaints about the retail taxes and I feel 
they can be traced to the methods used, during World War II, in selecting certain 
less essential items for high retail taxation and excluding others no more essen- 
tial than those taxed. Officials of the Treasury and other Government agencies, 
faced with the task of hurriedly compiling a list of less essential items for pur- 
poses of retail taxation, asked themselves “How did they handle this the last 
time?’ and looked to the experience of the First World War for guidance. They 
found that in 1917 and 1918 excise taxes had heen imposed upon three broad 
groups of items, used mostly by women—jewelry, furs, and toilet preparations. 
So in 1941 they felt safe in recommending that only items falling within those 
three broad groups should be subjected to high retail taxes to discourage their 
purchase and production. Later they added luggage and handbags. However, 
these tax experts overlooked several important changes which had occurred in 
our country between the time these items were initially taxed in the First World 
War, and 1941, when they were made subject to high retail taxes 

The shortsightedness of these tax experts in selecting only those items for high 
retail taxation has brought down upon Congress the wrath of women, who resent 
being singled out by being forced to pay high retail taxes on their needs while 
the counterpart products, used by men, are sold tax free. A woman just cannot 
understand why she must pay a 20-percent tax on a depilatory, which is her way 
of removing hair, while a man can buy a shaving brush, shaving cream, and a 
razor to remove his hair, without paying a Federal retail tax. 

The framers of the 1941 retail tax law forgot to take into account that while 
employment of females got its impetus in the First World War, the greatest 
increase in employment of females, including married women, took place in the 
quarter century following World War I and was accentuated by defense man- 
power requirements of World War II. This created new needs for millions of 
women. They found that articles, such as toilet preparations, used in promoting 
the cleanliness, care, and appearance of the body are daily necessities for the 
woman in business who wants to keep her job. The necessity for having a clean, 
well-groomed, attractive appearance in their business, social, and other daily 
contacts accounts for the expenditure by women of the major portion of the 
$1 billion spent annually for toilet preparations in America, 

The draftsmen of the 1941 retail tax base further overlooked the fact that 
mass-production techniques had been applied to toilet preparations following 
the First World War, and had provided for the masses, at enormously reduced 
prices, toilet articles which in 1918 were produced in smaller quantities by a few 
companies at high cost, and were not within the reach of the low-income group. 

The tax experts failed to realize that the expensive luxury of 1918 had become 
a necessity, within reach of all groups, in 1941. 

However, the most damaging oversight of the 1941 tax framers was their 
failure to realize that the Congress which initially imposed retail taxes on toilet 
preparations, jewelry, ete., during the First World War did vot have to concern 
itself with protests from women, at the polls. Women did not have the right to 
vote in 1918, but they do today. I can sympathize with a Member of Congress 
trying to explain to his women constituents why the Government has singled out 
handbags, toiletries, engagement and wedding rings, and fur wraps, and made 
them subject to a 20-percent retail tax. 

In the past 8 years, I have traveled to many parts of our Nation to make 
speeches on the retail taxes and, like yourself, I have received many letters about 
the inequities and discriminations in a tax system which imposes high retail 
taxes on a selected list of articles, used mostly by women. Try to explain to 
the poor working girl why the wrist watch she bought out of her earnings 
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carried a 20 percent retail tax while the expensive sundial in the front lawn 
of one of her more fortunate neighbors was purchased tax-free. She will never 
understand a discrimination like that—and there are hundreds of them. 

The discriminations resulting from the selection of certain groups of items 
for high retail taxation was tolerated during World War II by the industries 
producing those items and consumers in the spirit of ‘“C’est le guerre”. More- 
over, the hardships, flowing from the inherent discriminations, were minimized 
since most factories were engaged in some kind of war production. Further, 
producers of retail taxed items realized that by the time they would be able 
to return to full-time civilian production, the high wartime rates would be re- 
duced, in accordance with the provisions of the law. So, we made no complaints 
to you during the war. However, we soon began to feel the pressure being put 
on us by our industry’s members when, in 1947, Congress, at the request of the 
administration, indefinitely continued the high retail tax rates and failed to 
broaden the tax base, so as to include other items no more essential than those 
subjected to high retail taxes. It was in the postwar period that the affected 
ndustries began to really feel the impact of the discrimination, spawned by an 
unfair and inequitable tax law, which put their products at a disadvantage in 
competing with nontaxable articles for their share of the consumer’s dollar, 
of which there were fewer, since the peak wartime employment had passed. 

Although we like to splurge occasionally, we Americans generally are careful 
with our money We like to get a dollar’s worth. So, why buy a taxable item, 
f you can accomplish your purpose through the purchase of a tax-free product? 
Why make a wedding present to a bride of taxable silver flatware when you can 
get ] tax free, an imported figurine? Why give “Sister” a birthday present 
of a xable cosmetic gift package, when you can get her a gay-colored scarf, 
tax-free? Why give “Pop” a taxable umbrella, fitted with a silver plate bearing 
his initials, for Christmas when you can buy him an expensive, hand-painted tie, 
tax-free? I could go on and on with more examples of how the retail taxes dis- 
criminate among products, but time does not permit. 

No one can deny that selective high retail taxes regiment the buying habits 
of the people. They are not consistent with our free and fair American economy. 
They belong in a socialist or planned economy, the basic assumption of which 
seems to be that the peopie are not competent to handle their own affairs and 
allocate the spending of their own money. I know that yor pelieve that our 
people have the intelligence to handle their own affairs and spend their own 
money All we ask is that you remove the impediment to their freecom of choice 
in making purchases by doing away with the high excises. 

I have always felt that the inequitable, high retail excises were misnamed. 
Knowing their power to cut purchasing power by raising the retail price and 
tting name for these vicious, inequitable taxes, 
from the standpoint of the affected manufacturer, would be “taxes to reduce 
production” or, from the standpoint of the consumer who, because of them gets 
less for his dollar “taxes to reduce the American standard of living.” We 
cannot long survive under a double standard of morality, one standard for the 
Government, but another for the people. Taxes which are unfair and inequitable 
are immoral and cannot be vested with morality by the argument that they bring 






1 t ‘ 
thus, curtail production, a fi 


in needed revenue. The need for revenue is not available as a defense to one 
accused of practicing man’s oldest profession or other crimes. We Americans 
lool ir Government for moral guidance. 

W le the cumulative sales volume of items in the toilet preparations group 
has increased modestly each year, if has not kept pace with increases in national 
income, personal income, and increases in retail sales, generally. All types of 
toilet preparations have not enjoyed increased sales. Last year, the increase 


in cumulative sales was largely due to substantial sales gains by nontaxable 
items, such as toothpaste, containing chlorophyl, shampoos and shaving creams. 
For some years, some of the taxable toiletries had little or no increase in sales 
volume and this stagnation, resulted from sales resistance of buyers, who 
need and want these items but not enough to pay a high retail tax. This has 
given industry leaders concern as to how long the many small companies pro- 
ducing these items can survive. 

When the market for certain items hits a plateau or suffers from stagnation, 
fierce competitive practices are brought ihto play by sellers seeking to increase 
or merely maintain their previous year’s sales volume. These practices add 
considerably to the already heavy sales and promotional costs of a seller. The 
mpanies, producing many types of items, are better able financially 
or absorb increased sales and promotional costs. However, a small 
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company, producing 1 or 2 items, is not able to increase its costs, with the 
result it loses a share of its volume to its larger competitors. As a result, since 
1946 the toilet preparations industry has had more than its share of small com 
panies who went out of business or were forced to merge with larger companies 
Thus, in the toiletries industry, high retail taxes by raising the retail price dis 
couraged the purchase of toiletries, stagnated the market for them and helped 
to get under way a trend toward concentration of economic power in the hands 
of the larger firms. This has happened at a time of prosperity, in a period when 
consumer’s disposable income was high. I shudder when I think what will 
happen to the small companies in our field, if there should be a downward turn 
in our economy. Must we wait until the industry is debilitated, as we did in 
the case of the movie theaters, before remedying the situation brought on by 
the retail tax on toilet preparations? Must we tell our small companies 
that it is the policy of Congress to correct excise-tax inequities suffered by an 
industry only when it is approaching a state of in extremis? 

Some sellers have advanced the view that buyer resistance to toilet prepara 
tions, inspired by the high retail tax, could be eliminated if the tax was “hid 
den” by being imposed at the manufacturer’s level, Industry leaders have re 
jected this proposal to deceive consumers as immoral, and we also feel as your 
committee did in 1941 when it found that experience had proven that under 
manufacturers’ taxes on toiletries evasion is substantial and inequitable com 
petitive situations arise. Prior to 1941, when a manufacturers’ tax was levied 
on toiletries, inequities resulted from the fact that some companies utilized 
packaging and sales subsidiaries. Companies producing a toiletry and pack 
aging it had to pay tax on the full value of the packaged product. On the other 
hand, toiletries sold in bulk to other companies for packaging were taxed only 
on the value of the preparations, with the packaging and merchandising costs 
excluded. To avoid taxation, producing companies, packaging companies, sales 
companies, ete., sprung up, with the result extensive litigation was necessary to 
determine the basis on which the tax was to be paid. The Treasury Department 
has also concluded that the uniform retail price, as a basis for the toiletries 
tax, is more equitable to producers and sellers of toiletries with varying forms 
of business organization 

Retailers in the beauty and barber shop industry oppose a toiletries tax at 
the manufacturers’ level since it requires prepayment of the tax which ties up 
their capital, clogs the channels of credit, and reduces the amount of merchan- 
dise they can buy at wholesale. Moreover, they realize that a tax imposed at 
the manufacturers’ level will take away from them the relief you granted when 
you repealed the tax on items they use in rendering professional services. 

Because excise taxes are pyramided, a manufacturers’ tax on toiletries will 
not bring a reduction of the retail price nor an increase in consumers’ pur 
chasing power, which are the ends we seek in urging relief from high retail 
taxes. Under a manufacturers’ tax, the consumer pays a higher price than he 
would, under a retail tax of equal rate, the Government gets considerably less 
revenue and wholesalers and retailers, including drugstores and beauty shops, 
make an additional profit by applying their normal markups to the manufac 
turers’ tax. We support the views expressed by the witness you heard last 
week, who urged the adoption of the Curtis bill (H. R. 5733) which would 
replace the manufacturers’ tax on cigarette lighters with a retail excise tax.‘ 
We urge you to reject the proposal that the tax on toilet preparations be im- 
posed at the manufacturers’ level. 

Each year, since 1947, those who have suffered the inequities and discrimina- 
tions of the high retail taxes were told that budget balancing made it necessary 
to postpone relief but they were assured that such relief would be granted when 
the heavy expenditures required for national security could be reduced and the 
budget balanced. Each year we patiently accepted such promises, endured the 
tax discriminations, and hopefully looked forward to the following year for tax 
relief. We have now reached the point where we recognize that the uncertainty 
of world conditions and the need for revenue which the spenders state is neces 
sary to make us nationally secure could keep the budget in an unbalanced condi- 
tion for some time. So, we feel that the time is at hand when Congress must 


2 Report of Committee on Ways and Means on the Revenue Bill of 1941 (H. R. 5417), 
H. Rent. No. 1040, 77th Cong.. 1st sess., p. 33 

*Renort of Committee on Ways and Means on the revenue bill of 1941 (H. R. 5417) 
Press Service No. S—482 

*Testimony of Sanford H. Bolz, counsel, Cigarette Lichter Manufacturers Association 
Inc., before the Committee on Ways and Means, July 30, 1953 
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correct the inequities and discriminations inherent in selective high retail taxes, 
regardless of the effect on budget balancing. 

If expenditures are cut and excise tax relief can be given in fiscal 1955, without 
unbalancing the budget, you have no problem. You can probably help bring about 
a cut in expenditures if you let the spenders know revenues will be reduced, as 
a result of excise tax revision. 

If relieving the inequities created by selective high excise taxes adds to a budget 
deficit in 1955 and there should be a decline in business activity, there would be 
added justification for lowering the excise tax rates since such a budget deficit, 
plus the increased purchasing power unleashed by reducing the excises, would 
be forces to moderate the economic decline. 

Repardless of its effect on a budget balance in fiscal 1955, there should still 
be excise-tax revision to remove inequities by lowering the rates to the point 
where the power of the excises to discourage purchases, discriminate, decrease 
purchasing power and curtail production is minimized as much as possible, 

I offer the following suggestions: 

1. Your committee should, at the next session, initiate concrete proposals for 
the reallocation of sources of taxation between the Federal, State, and municipal 
governments. The Treasury Department has published the results of its ex- 
haustive study on this subject.’ Under a plan suggested by Roswell Magill, pres- 
ident of the Tax Foundation, the Federal Government would get out of the excise- 
tax fleld, except for the regulatory excises on liquor and tobacco, and the States 
would cease levying income taxes. This plan implements a provision of the 1952 
Republican Platform designed to minimize double taxation and enable the vari- 
ous divisions of the Government to meet their obligations more efficiently. How- 
ever, this long-range plan, which requires the assent of the States, must not be 
used as an excuse for postponing the correction of inequities caused by Federal 
excise taxes. 

2. Your committee should act at once to minimize the inequities and discrimi- 

nations in the Federal excise tax system by substituting a 5-percent retail excise 
tax on all articles now subject to a Federal manufacturers’ or retail tax, except- 
ing those articles to be used in further manufacturing or processing; alcohol, to- 
bacco products, matches, wagering and other articles which do not lend them- 
selves to retail taxation. While this proposal may appear to be a modified form 
of a general sales tax, I ask the opponents of that form of taxation to remember 
that most of the articles proposed as the base for the suggested 5 percent retail 
tax carry considerably heavier rates, at either the retail or manufacturers’ level. 
The retail, rather than the manufacturers’ level as the basis for the 5 percent 
tax is proposed since it will produce 80 to 100 percent more revenue than a 5-per- 
cent-manufacturers’ tax and, generally, the consumer pays no more, under a 
retail or manufacturers’ tax of equal rate. This is because manufacturers’ taxes 
are pyramided by resellers, at the various levels of distribution, who profit by such 
tax by adding their normal markup to it. Since there is no price benefit to the 
consumer under either a retail or manufacturers’ tax of equal rate, the Govern- 
ment should benefit from the increase added to the price and not resellers, which 
can be done by imposing the tax at the retail level. 
3. Not knowing what articles would be subject to a general sales tax nor the 
rate, we take no position on that proposition but we hope that the arguments 
Which will arise as a result of it will not deter correction of the inequities suf- 
fered by those selected for heavy 20 percent retail taxation. If the retail taxes 
are not general sales taxes, what are they? An important part of the American 
people, particularly the women, have been suffering from a sales tax for 10 
years at a rate 6 to 10 times the amount generally applied to general sales taxes. 
To those who seek allies in their fight against the general sales tax I point out 
that unless the inequities of high retail taxes are corrected, the industries 
affected by them will realize that a 2 percent general sales tax is preferable to a 
20 percent retail excise tax. If a general sales tax is proposed, we would feel 
that food, clothing, medicines, and fuel should be exempted and, further, the 
need to maintain the purchasing power of the low-income groups would require 
the granting of an additional income tax deduction of $50 for persons having 
net incomes of less than $2,000. This special deduction would serve as an offset 
for each beneficiary of payments of a 2 percent sales tax on approximately $500 
worth of taxable purchases, or $1,000 for a man and wife. 


5 Federal-State-Local Tax Coordination—A Treasury Tax Study, U. 8S. Treasury Depart- 
ment, tax advisory staff of the Secretary, March 7, 1952. 





GENERAL REVENUE REVISION 2595 


Yours is a difficult task. We ask the Divine Providence to guide you in your 
efforts to correct the inequities and discriminations in the excise-tax system and 
to give you courage to do justice where it should be done. 





NATIONAL HAIRDRESSERS AND COSMETOLOGISTS ASSOCIATION, INC., 
New York, N. Y., June 4, 1953. 
Mr. Jacop REcK, 
National Press Building, Washington 4, D. C. 

Dear Mr. Reck: This is to authorize your appearance as the Washington 
representative of the Beauty and Barbers Industry Legislative Committee. 

This association joins with the National Beauty and Barber Manufacturers’ 
Association and the Associated Master Barbers in comprising the Beauty and 
Barber Industry Legislative Committee. 

As our Washington representative, you will continue your efforts to secure 
relief from the present 20 percent tax on cosmetics and also to vigorously oppose 
any attempt to impose the cosmetic tax at the manufacturers’ level. 

We trust that you will keep us advised of your progress in this matter and 
that you will notify us in the event that we can give you any assistance. 

Yours very truly, 
L. A. FreInerc, Hrecutive Secretary. 





ASSOCIATED MASTER BARBERS AND BEAUTICIANS OF AMERICA, 
Chicago, Ill., June 17, 1958. 
Mr. Jacosn REcK, 
Attorney, National Press Building, Washington, D. CO. 

DEAR JAKE: We take this means of authorizing you to represent the associa- 
tion in an effort to beat off any attempt made in Congress to levy excise taxes 
on cosmeties at the manufacturers’ level. We also authorize you to protest in 
our behalf against any effort which might be made to restore the 20 percent ex- 
cise tax on cosmetics used in our shops in connection with giving services. 

I trust that both you and Georgia are in good health and spirits. Best regards, 

T. C. MacDurrtig, General President. 

Mr. Esernarter. I notice on page 11 you commence with your sug- 
gestions; that is, the actions you would like to have the committee 
take? 

Mr. Recx. Yes. I was going to come to that, Mr. Eberharter. 1 
am cutting down on some of it because some of the other witnesses 
mentioned it. 

Mr. Simpson. We appreciate that. 

The Cuarrman. The hour is pretty late. We have been sitting for 
a good many hours. 

Mr. Recx. In the beginning, and to hold the interest of Mr. Sadlak 
and Mr. Simpson, I want to point out that there are 240,000 beauty 
and barber shops in the country with 750,000 employees. While a 
previous witness said that all manufacturers want to put the tax at 
the retail level, all retailers are not in favor 

Mr. Srmpson. I think it is fair to say that there may have been a 
misconception there. The Association of Manufacturers has asked the 
committee that if there be an excise tax that it be placed at the manu- 
facturer’s level. This evening we had testimony from a number rep- 
resenting retail groups, and they asked that the tax be placed at the 
retail level with the exception of the last gentleman, who made the 
suggestion that on toiletries it be placed at the manufacturer’s level. 

Mr. Reck. I wanted to make it clear in the beginning that as far as 
the beauty and barber shops are concerned, they feel that it ought to 
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be kept at the retail level. In other words, this proposition has zig- 
zagged back and forth tonight. 

Mr. Srupson. My only point is that there is a divergence, and we 
are glad to have your point of view. 

Mr. SapiaK. At this point, are you speaking for the consensus for 
the three organizations you represent ? 

Mr. Recx. That is right. On the very last page you will find a 
specific reference to their opposition to placing it on the manufacturer. 

Mr. Sapiak. With the exception of my home town barber, he com- 
plains to me every time I get there. 

Mr. Recx. He is aM the tax, not where you put it. 

Mr. Sapiack. Well. he is against both, as he also sells. 

Mr. Recx. Well, I cannot see ae he should be, Mr. Sadlak, because 
this committee very generously gave that barber relief from the tax 
on the cosmetics he uses. 

Mr. Esernarter. That was special, too. 

Mr. Recx. That is right, very special. 

I am here to talk about the toilet preparations tax which was im- 
posed to curtail production of these items by discouraging purchases 
of them by consumers, in order to conserve scarce materials and man- 
power needed in the effort to win World War IT. 

The beauty and barber industry respects and appreciates this com- 
mittee’s efforts in the recent past to correct hardships and discrimi- 
nations in the excise-tax system. We will ever be grateful to this 
committee for recommending the repeal of the 20 pe reent tax on the 
tools of the trade of barbers and be: era lans. 

I had hoped to skip the next paragraph to save time, but I think that 
in view of the developments today I should read it. 

We he “ard the well do umented enuse presented to your committee 
on the hardships suffered by small theaters, as a result of the movie- 
admissions tax. We commend this committee for recommending re- 
peal of that tax. It confirms our belief that this committee is just 
and possesses the courage to correct an injurious hardship. We dis- 
associate ourselves from those who complain that the seperate remedial 
treatment accorded the movie industry is a discrimination against 
oe industries suffering from excise taxes. Such thinking could 
foreclose any relief for some of the industries suffering most from 
excise taxes carrying unnecessary, unusually high rates. It would 
make dacnells le a selective treatment by this committee of those taxes 
which bring about the greatest discrimination and hi idship. 

Due to the extensive hearings conducted on excise taxes in 1947 and 
1950, your committee is informed of the discriminations against and 
hardships suffered by sellers, consumers, and producers of the items 

ubject to the 20-percent retail excise tax. In 1950 you recognize the 
a for re lie f from these taxes whe nh. in favor: ab ly re porting the Reve- 
nue Act of 1950 reducing the rates of these taxes to 10 percent, you 
stated : 

The present 20-percent retail excise taxes are among the heaviest now im- 
posed Since they are levied on the retail rather than the manufacturers’ price, 
they are, in fact, anywhere from 30 to more than 100 percent higher than a 20- 
percent manufacturers’ excise tax would be. Your committee believes that 
excise-tax rates of this size are undesirable in a peacetime economy. 

Unfortunately, the advent of the Korean conflict created another 
emergency and Congress again had to postpone relief from the retail 
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taxes, which were originally imposed as emergency taxes 1n World 
War II, but which have been continued ever since. 

Others, appearing at these hearings, will fully refresh your mem- 
ories as to how and why retail excise taxes, carrying a high rate, are 
unfair, discriminatory, and bad for consumer and business alike. 
Thus, to save time, I will refer to only suflicient instances of such 
unfairnesses and discriminations to make understandable the sug- 
gestions I will make later for action by your committee, leading to 
eventual relief. 

I attended most of the hearings on excise taxes, conducted by your 
committee in 1947 and 1950, and have sat in on some of those held dur- 
ing the past 10 days. The following arguments against high excise 
taxes have been heard over and over again by you, as you patiently 
listened to the statements of many witnesses : 

They should be used for emergency financing and regulation only 
during war. 

Their regulatory effects, ll . diverting materials and m: inpower 
from production of civili: an aa to war materials by discour: dlging 
the purchase by consumers of taxed items, in order to curtail their 
production may be justified in wartime but is indefensible in peace- 
time since, to maintain prosperity and employment, the opposite re- 
sult is needed, for example, consumers must be encouraged to buy 
items, not discouraged as they are by high retail taxes. 

The selection of some, but not all, less essential items for high 
retail taxation and the exclusion of others, no more indispensable than 
those taxes, creates inequities and discriminations and makes the Gov- 
ernment a party to a system of unfair competition, intolerable and 
inconsistent with a peacetime free economy. 

4. Congress perpetuated the inequities, discriminations, and unfair 
competition inherent in a limited system of high retail taxation on 
selected items, initiated by it in World War IL when, in 1947, it 
indefinitely continued such taxes, without broadening the base to in- 
clude articles in competition with those taxed and no more essential to 
the public. 

I have not heard anyone mn ¢ ‘ongress, the administration, or industry 
seriously dispute these propositions. President Eisenhower, in his 
tax message to Congress of May 20, admitted that the wide variety 
of existing excise rates makes little economic sense and leads to im- 
proper discrimination between industries and among consumers. 

During the past 6 years, there has been a lot of talk about the un 
fairnesses of high retail taxes on selected items, but like Mark Twain's 
observation about the weather, “nothing has been done about it.” Stu- 
dies have been undertaken and sincere efforts made to bring relief but 
those high taxes are still with us. 

As a result, representatives of the industries affected by these high 
excise taxes, such as myself, are forced to continue our fight, lest they 
be perpetuated as a permanent part of our Federal tax system. Over 
the years, we have appeared before you repeating much of what has 
been said before but hoping that some new observation we make will 
spark the fuse of indignation and bring early corrective action. 

This past session has taken its toll and I admire your patience in 
giving us a chance to tell our story. Similarly, this past session has 
meant another one has gone by without relief and we, too, have had 
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to be patient and urge the members of our industry to practice 
patience. So, I ask your indulgence as I briefly comment on what the 
continuation of high retail taxes on selected items will mean to the 
national economy, the consumer, the producer, and reseller of these 
items. 

Some economists fear that production of widely used consumer 
goods may be reaching the saturation point. During the past 10 days, 
you have heard witnesses tell how the volume of sales, production, 
and employment in their industries have been drastically decreased 
because of high excise taxes. It is no sage observation to state that 
the remarkable growth of our Nation emphasizes the fact that to pro- 
mote prosperity and maintain high employment does not mean that 
every industry must grow and grow, but rather, that our national 
total demand for goods and services, our American standard of living, 
must keep rising. 

More people must be able. to buy tomorrow deep freezes, home 
clothes dryers, ironers, television sets, and so forth, which they may not 
be able to buy today. Our national production has increased tremen- 
dously because the less essential items of yesterday, or “luxuries,” if you 
prefer that word and understand its meaning, became the necessities of 
today. 

And our Nation’s continued growth depends upon a constant r als- 
ing of the American standard of living, by making today’s less essen- 
tial items the necessities of tomorrow, at reasonable prices within 
reach of all through the American genius for mass production. Can 
we visualize how our Nation’s growth and standard of living would 
have been stunted, had our production been limited to those items con- 
sidered necessities 50 years, or even 25 years, ago? Can we increase 
our production and further raise our standard of livi ing, if the Govern- 
ment maintains high retail taxes on selected items, knowing full well 
the results will be to discourage their purchase and curtail their pro- 
duction ? 

The answer is obvious. The retailers’ excise taxes must be removed. 
The only question remaining is when, and what happens until they 
are. 

I know you have received many complaints about the retail taxes, 
and I feel they can be traced to the methods used, during World War Il, 
in selecting certain less essential items for high retail taxation and 
excluding others, no more essential than those taxed. Officials of the 
Treasury and other Government agencies, faced with the task of hur- 
riedly compiling a list of less essential items for purposes of retail 
taxation asked themselves, “How did they handle this the last time?” 
and looked to the experience of the F irst World War for guidance. 

They found that in 1917 and 1918 excise taxes had been imposed on 
three broad groups of items, used mostly by women, “jewelry,” “furs,” 
and toilet preparations. So, in 1941, they felt safe in recommending 
that only items, falling within those three broad groups, should be 
subjected to high retail taxes to discourage their purchase and pro- 
duction. 

Later, they added luggage and handbags. However, these tax ex- 
perts overlooked sev eral important changes which had occurred in our 
country between the time these items were initially taxed in the First 
World War and 1941, when they were made subject to high retail taxes. 
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The shortsightedness of these tax experts, in selecting only those 
items for high retail taxation has brought down upon Congress the 
wrath of women who resent being singled out by being forced to pay 
high retail taxes on their needs while the counterpart products, used 
by men, are sold tax free. A woman just cannot understand why she 
must pay a 20-percent tax on a depilatory, which is her way of remov- 
ing hair, while a man can buy a shaving brush, shaving cream and a 
razor to remove his hair, without paying a Federal retail tax. 

The framers of the 1941 retail tax law forgot to take into account 
that, while employment of females got its impetus in the First World 
War, the greatest increase in employment of females, including mar- 
ried women, took place in the quarter century following World War I 
and was accentuated by defense manpower requirements of World 
War IT. 

This created new needs for millions of women. They found that 
articles, such as toilet preparations, used in promoting the cleanli- 
ness, care and appearance of the body are daily necessities for the 
woman in business who wants to keep her job. ‘The necessity for hav- 
ing a clean, well-groomed, attractive appearance in their business, 
social, and other daily contacts accounts for the expenditure by women 
of the major portion of the $1 billion spent annually for toilet prepa- 
rations in America. 

The draftsmen of the 1941 retail tax base further overlooked the 
fact that mass production techniques had been applied to toilet prep- 
arations, following the First World War, and had provided for the 
masses, at enormously reduced prices, toilet articles which, in 1918, 
were produced in smaller quantities by a few companies, at high cost 
and were not within the reach of the low-income group. 

The tax experts failed to realize that the expensive luxury of 1918 
had become a necessity, within reach of all groups in 1941. 

However, the most damaging oversight of the 1941 tax-framers 
was their failure to realize that the Congress which initially imposed 
retail taxes on toilet preparations, jewelry, and so forth during the 
First World War did not have to concern itself with protests from 
women at the polls. Women did not have the right to vote in 1918, but 
they dotoday. I can sympathize with a Member of Congress trying to 
explain to his women constituents why the Government has singled 
out handbags, toiletries, engagement and wedding rings and fur wraps 
and made them subject to a 20 percent retail tax. 

In the past 8 years, I have traveled to many parts of our Nation 
to make speeches on the retail taxes and, like yourself, I have re- 
ceived many letters about the inequities and discriminations in a tax 
system which imposes high retail taxes on a selected list of articles, 
used mostly by women. Try to explain to the poor working girl why 
the wrist watch she bought out of her earnings carried a 20 percent 
retail tax while the expensive sundial in the front lawn of one of 
her more fortunate neighbors was purchased tax free. She will never 
understand a discrimination like that, and there are hundreds of them. 

The discriminations resulting from the selection of certain groups 
of items for high retail taxation was tolerated during World War 
II by the industries producing those items and consumers in the spirit 
of “C’est le guerre.” Moreover, the hardships, flowing from the in- 
herent discriminations, were minimized since most factories were 
engaged in some kind of war production. 
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Further, producers of retail taxed items realized that by the time 
they would be able to return to full-time civilian production, the high 
wartime rates would be reduced, in accordance with the provisions 
of the law. So, we made no complaints to you during the war. How- 
ever, we soon began to feel the pressure being put on us by our in- 
ci stry's members when, in 1947, Congress, at the request of the ad- 
nilnistration, indefinitely continued the high retail tax rates and failed 
to broaden the tax base. so as to include other items no more es 
ential than those subjected to high retail taxes. It was in the post- 
War pe riod that the affected industries began to rei ally feel the im- 
pact of the discrimination, spawned by an unfair and inequitable tax 
law, which put their products at a disadvantage in competing with 
nontaxable articles for co shi ire of the consume r’s dollar, of which 
there were fewer, since the peak wartime employment had passed. 

Although we like to hs occasionally, we Americans generally 
are careful with our money. We like to get a dollar's worth. So, 
hy buy a taxable item, if you can accomplish your purpose through 
the purchase of a tax-free product? Why make a wed ling present 
to a bride of taxable silver flatware when you can get her, tax free, 
an imported figurine? Why give sister a birthday present of a tax- 
able rosmetii gift package, when you can get her a gay-colored scarf, 
tax free? Why give pop a taxable umbrella, fitted with a silver plate, 
bearing his initials, for Christmas when you can buy him an ex- 
pensive, hand-painted tie, tax free. I could go on and on with more 
eX unples of how the retail taxes discriminate anong products, but 
time does not permit. 

No one can deny that selective high retail taxes regiment the buying 
habits of the people. ‘They are not consistent with our free and fair 
American econoiny. They belong in a Socialist or planned economy, 


W 


the basic assumption of which seems to be that the people are not 
ompetent to handle their own affairs and allocate the spending of 
their own money. I know that you believe that our people have the 


intelligence to handle their own affairs and spend their own money. 
All we ask is that you remove the impediment of their freedom of 
choice in making purchases by doing away with the high excises. 

I have always felt that the inequitable, high retail excises were 
misnamed. Knowing their power to cut purchasing power by raising 
the retail price and, thus, curtail production, a fitting name for these 

cious, inequitable taxes, from the standpoint of the affected manu- 
facturer, would be “taxes to reduce production,” or, from the stand- 
point of the consumer who, because of them gets less for his dollar, 
“taxes to reduce the American standard of living.” 

We cannot long survive under a double standard of morality, one 
standard for the Government, but another for the people. Taxes 
which are unfair and inequitable are immoral and cannot be vested 
with morality by the argument that they bring in needed revenue. 
The need for revenue is not available as a defense to one accused of 
practicing man’s oldest profession or other crimes. We Americans 
look to our Government for moral guidance. 

While the cumulative sales volume of items in the toilet prepara- 
tions group has increased modestly each year, it has not kept pace with 
increases in national income, pe rsonnel income and increases in retail 
sales, generally. All types of toilet preparations have not enjoyed 
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increased sales. Last year, the increases in cumulative sales was 
largely due to substantial sales gains by nontaxable items, such as 
toothpastes, containing chlorophyll, shampoos, and shaving creams, 
For some years, some of the taxable toiletries had little or no increase 
in sales volume and this stagnation, resulted from sales resistance of 
buyers, who need and want these items but not enough to pay a high 
retail tax. This has given industry leaders concern as to how long 
the many small companies producing these items can survive. 

When the market for certain items hits a plateau or suffers from 
stagnation, fierce competitive practices are brought into play by sellers 
seeking to increase or merely maintain their previous year’s sales 
volume. These practices add considerably to the already ‘heavy sales 
and promotional costs of a seller. The larger companies, produci ing 
many types of items, are better able financially to afford or absorb 
increased sales and promotional costs. 

However, a small company, producing 1 or 2 items, is not able to 
increase its costs, with the result it loses a share of its volume to its 
larger competitors. As a result, since 1946 the toilet preparations 
industry has had more than its share of small companies who went 
out of business or were forced to merge with larger companies. 

Thus, in the toiletries industry, high retail taxes by raising the 
retail price discouraged the purchase of toiletries, stagnated the 
market for them and helped to get under way a trend toward concen- 
tration of economic power in the hands of the larger firms. This 
has happened at a time of prosperity, in a period when consumers’ 
disposable income was high. I shudder when | think what will hap- 
pen to the small companies in our field, if there should be a down- 
ward turn in our economy. Must we wait until the industry is 
debilitated, as we did in the case of the movie theaters, before remedy- 
ing the situation brought on by the retail excise tax on toilet prepara- 
tions? Must we tell our small companies that it is the policy of Con- 
gress to correct excise tax inequities suffered by an industry only 
when it is approaching a state of in extremis ? 

The Cuatrman. I know that you realize how long we have been 
here. I have been reading ahead here. I see you make certain sug- 
gestions. I wonder if you could not move over to that portion of 
your statement ¢ 

Mr. Rec. If you will let me read one paragraph about the man- 
ufacturers’ tax because the two witnesses before eliminated from 
their talk a reference to the manufacturer’s tax because they knew 
I was going to talk about that. I will get down to that, Mr. Chair- 
man. 

Some sellers have advanced the view that buyer resistance to toilet 
preparations, inspired by the high retail a could be eliminated if 
the tax was hidden by being imposed at the manufacturer’s level. 
Industry leaders have rejected this me Ratt to deceive consumers as 
immoral and we, also, feel as your committee did in 1941 when it 
found that experience had proven that under manufacturers’ taxes 
on toiletries evasion is substantial and inequitable competitive situ- 
ations arise. 

Prior to 1941, when a manufacturers’ tax was levied on toiletries, 
inequities resulted from the fact that some companies utilized pack- 
aging and sales subsidiaries. Companies producing a toiletry and 
pac kaging it had to pay tax on the full value of the packaged product. 


37746 53 nt. 4 on 
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On the other hand, toiletries sold in bulk to other companies for 
packaging were taxed only on the value of the preparations, with 
the packaging and merch: indising costs excluded. To avoid taxation, 
producing companies, pac kaging companies, sales companies, and so 
forth, sprung up, with the result extensive litigation was necessary to 
determine the basis on which the tax was to be ‘paid. 

The Treasury Department has also concluded that the uniform 
retail price, as a basis for the toiletries tax, is more equitable to pro- 
ducers and sellers of toiletries with varying forms of business organi- 
zation. 

Retailers in the beauty and barber-shop industry oppose a toiletries 
tax at the manufacturers’ level since it requires prepayment of the 
tax which tied up their capital, clogs the channels of credit, and 
reduces the amount of merchandise they can buy at wholesale. More- 
over, they realize that a tax imposed at the manufacturers’ level will 
take away from them the relief you granted when you repealed the 
tax on items they use in rendering professional services. 

Because excise taxes are pyr amided, a manufacturers’ tax on toile- 
tries will not bring a reduction of the retail price nor an increase in 
consumers’ purchasing power, which are the ends we seek in urging 
relief from high retail taxes. 

The Cuarrman. Pardon me, Mr. Reck, we understand that. 

Mr. Recx. I am sorry, Mr. Chairman. 

; offer the following suggestions : 

Your committee should, at the next session, initiate concrete pro- 
fs als for the reallocation of sources of taxation between the Federal, 
State, and municipal governments. The Treasury Department has 
published the results of its exhaustive study on this subject. Under a 
plan suggested by Roswell Magill, president of the Tax Foundation, 
the Federal Government would get out of the excise-tax field, except 
for the regulatory excises on liquor and tobacco, and the States would 
cease levying income taxes. This plan implements a provision of the 
1952 Republican platform designed to minimize double taxation and 
enable the “various divisions of Government to meet their obligations 
more efficiently.” However, this long-range plan, which requires the 
assent of the States, must not be used as an excuse for postponing the 
correction of inequities caused by Federal excise taxes. 

2. Your committee should act at once to minimize the inequities and 
discriminations in the Federal excise-tax system by substituting a 
5 percent retail excise tax on all articles now subject to a Federal manu- 
facturers’ or retail tax, excepting those articles to be used in further 
manufacturing or processing; alcohol, tobacco products, matches, 
wagering, and other articles which do not lend themselves to retail 
taxation. 

While this proposal may appear to be a modified form of a general 
sales tax, l ask the opponents of that form of taxation to remember that 
most of the articles proposed as the base for the suggested 5 percent 
retail tax carry considerably heavier rates, at either the retail or manu- 
facturers’ level. The retail, rather than the manufacturers’ level as 
the basis for the 5 percent tax is proposed since it will produce 80 to 
100 percent more revenue than a 5 percent manufacturers’ tax and, 
generally, the consumer pays no more, under a retail or manufacturers? 
tax of equal rate. 
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This is because the manufacturers’ taxes are pyramided by resellers, 
at the various levels of distribution, who profit by such tax by adding 
their normal markup to it. Since there is no price benefit to the con- 
sumer under either a retail or manufacturers’ tax of equal rate, the 
Government should benefit from the increase added to the price and 
not resellers, which can be done by imposing the tax at the retail level. 

3. Not knowing what articles would be subject to a general sales 
tax nor the rate, we take no position on that proposition, but we hope 
that the arguments which will arise as a result of it will not deter 
correction of the inequities suffered by those selected for heavy 20 per- 
cent retail taxation. If the retail taxes are not general sales taxes, 
what are they # 

An important part of the American people, particularly the women, 
have been suffering from a sales tax for 10 years at a rate 6 to 10 times 
the amount generally applied to general sales taxes. To those who 
seek allies in their fight against the general sales tax I point out that 
unless the inequities of high retail taxes are corrected, the industries 
affected by them will realize that a 2 percent general sales tax is 
preferable to a 20 percent retail excise tax. 

If a general sales tix is proposed, we would feel that food, clothing, 
medicines, and fuel should be exempted and, further, the need to main- 
tain the purchasing power of the low-income groups would require 
the granting of an additional income-tax deduction of $50 for persons 
having net incomes of less than $2,000. This special deduction would 
serve as an offset for each beneficiary of payments of a 2 percent sales 
tax on approximately $500 worth of taxable purchases, or $1,000 for a 
man cad wife. 

The Cuairman. Thank you, Mr. Reck. 

(The following material was submitted for the record :) 


STATEMENT OF CHARLES N. Forp, CoUNSEL, Beauty & BARBER SupPLy INSTITUTE, 
Inc., NEw York, N. Y. 


My name is Charles N. Ford. My home is in Arlington, Va., and I am engaged 
in private law practice at 201 Barr Building, Washington, D.C. I am appearing 
as Washington counsel for the Beauty & Barber Supply Institute, Inc., with 
principal offices at 19 West 44th Street, New York, N. Y. The institute is a trade 
association representing some 650 wholesale dealers in beauty and barber sup- 
plies throughout the country. In addition, approximately 320 manufacturers of 
beauty and barber supplies are associate members of the institute. 

Recognizing the virtue of brevity of statement, particularly where busy Con- 
gressmen are concerned, I wish only to stress briefly the position of the Beauty & 
Barber Supply Institute and the major reasons impelling that position. The 
institute through the years has opposed the levy of excise taxes on toilet prepa- 
rations and it fully sympathizes with other industries whose representatives 
have appeared before this committee seeking excise-tax relief. It takes the 
position that excise taxes on such products as cosmetics, which have become a 
daily necessity in every household, are not only inequitable and discriminatury 
and therefore basically unfair and un-American, but also economically unsound, 
and unjustified in peacetime. 

The institute recognizes the threefold objective of wartime excise taxes: 
(1) To obtain additional revenue in time of war; (2) to curtail the use of 
critical materials required in the war effort; and (3) as an anti-inflationary 
measure. Inasmuch as many excise taxes, like those on cosmetics, are levied on 
the daily necessities of modern, civilized society, they are discriminatory and 
un-American in nature and cannot be justified when the urgent reasons for their 
imposition no longer exist. We are not engaged in wur; there is no shortage 
of critical materials needed in warfare or otherwise; und there is no longer 
any inflationary pressures to be repressed by excessive taxation. We have a 
stabilized economy generally, and according to the Bureau of Labor Statistics, 











2604 GENERAL REVENUE REVISION 


there has been no upward movement in prices of cosmetics since the removal of 
controls. 

The institute is in a particularly strong position to observe the repressive 
effects of this tax upon our industry because our wholesale dealer members 
occupy a middle position in the industry. We know from years of experience 
that a great many beauty and barbershop proprietors would like to augment 
their income by stocking cosmetics for resale at retail, but they refuse to do so 
because of the burden of reporting and accounting for the excise taxes involved. 
They normally are not equipped to do the paperwork involved and prefer to 
forego the additional income rather than assume this burden, It is regrettable 
that so many of these very small businesses are adversely affected in this manner. 
And the injury does not stop there. It has a chain reaction. It is obvious that 
the wholesale dealer and the manufacturer in turn are adversely affected also. 
Add to this the damage to such industries caused by buyer resistance to pur- 
chasing items subject to high excise taxes and you begin to realize the repressive 
effects of such taxes on our entire economy. 

It is elementary that anything adversely affecting industry also affects Gov- 
ernment revenues. It is extremely doubtful whether the revenues derived from 
such excises exceed the revenue losses from income and corporate taxes resulting 
from the depressive effects of the excises. 

But of all the arguments against excise taxes on selected items, the fact that 
the tax is highly discriminatory is the most logical and compelling one. Let 
me give you just one important example in our own industry. The Bureau of 
Internal Revenue sometime ago adopted a ruling whereby hair preparations used 
exclusively as a remedy for dandruff or for elimination of scales or flakes result- 
ing from dandruff and labeled for that purpose are exempt from the retailers’ 
20-percent excise tax. This ruling appeared in the Internal Revenue Bulletin of 
April 13, 1953. I quote the pertinent part of that ruling: 

*““Tt is held that the tax imposed by section 2402 of the code does not apply to 
the sale of preparations or products used or intended for use as a remedy for, 
or as an application for relief from, dandruff (including the incidental elimina- 
tion of dandruff scales or flakes), provided the labels, leaflets, or other adver- 
tising relating thereto, are so limited as to exclude any reference to the use 
of the preparations or products for toilet purposes (such as to improve one’s 
personal appearance).” 

In addition to the above general ruling, we are informed unofficially that a 
number of special rulings have been made by the Bureau granting tax-exempt 
status to products of this nature which our industry generally has regarded as 
toilet preparations. I say we are informed unofficially because the Bureau 
will not divulge information about its special rulings. But this information 
becomes known in the indystry because a manufacturer who succeeds in ob- 
taining such favorable ruling with respect to his product immediately uses 
it as a selling point to wholesalers, shops, retailers, and the consuming public. 
This compounds the injury to competitors who must pay the tax because of 
some ingredient in their product or the goodwill established through years of 
advertising their product as a toilet preparation for the improvement of 
appearance, 

Some of the new manufacturers of “hair tonics” are using this tax exemption 
to establish themselves against well-established manufacturers of hair tonics. 
We also have been advised unofficially that special rulings have been made ex- 
empting certain after-shave lotions from tax on the basis that the particular 
products involved were labeled and used exclusively for antiseptic or medicinal 
purposes. 

This is rank injustice, and we relate these facts reluctantly because some of 
the favored manufacturers are our own associate members. But we believe 
it is our duty to bring home to this committee just how discriminatory and 
unjust this tax can be and in fact is. And we hasten to assure the committee 
that the Bureau of Internal Revenue is not at fault in making the above rulings. 
The Bureau has a difficult task and it must lay down a line of demarcation 
somewhere between taxable and nontaxable products. Neither is the fault with 
the manufacturers involved, because they are merely taking advantage of what 
the law permits. The injustice is inherent in the tax statute itself and 
no remedy short of complete repeal of the masure will correct it. 

For the reasons given above, the institute concludes that the excise tax on 
toilet preparations is grossly discriminatory and is unfair and un-American in 
principle. It is uneconomic as a revenue measure. The war-born reasons for 
enactment of the measure no longer exist. Therefore, we urge outright repeal 
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of the tax. There should be no compromise with injustice when other equitable 
methods of taxation are available. 


The Cuarrman. Next is the presentation on luggage and leather 
goods. Without objection, I offer for the record statements from 
Hon. George A. Dondero and Hon. William R. Williams. 

(The statements referred to follow :) 


CONGRESS OF THE UNITED STATES, 
House oF REPRESENTATIVES, 
Washington, D. C., August 8, 1958. 
Hon. DANreEL A. REED, 
Chairman, Committee on Ways and Means, 
House of Representatives, Washington, D. C. 

DEAR CHAIRMAN: I appreciate the opportunity afforded to me to be heard on my 
bill H. R. 429 to repeal the excise tax on ladies’ handbags, luggage, etc. 

I am of the firm belief that articles of this kind are not luxuries but daily 
necessities. I believe these taxes should be repealed and I trust that the com- 
mittee will give favorable consideration to my bill in the hope that we can relieve 
an already overburdened people from these unjust taxes. I regret that I will not 
be able to appear before you on August 6, therefore, I am sending this letter. 

Very sincerely yours, 
Gro. A. Donpero, M. C. 


TATEMENT BY CONGRESSMAN GeEorRGE A. DONDERO, 18TH DisTRICT, MICHIGAN 


s 

Mr. Chairman, my name is George A. Dondero, I represent in Congress the 18th 
Michigan Congressional District, comprising Oakland County and the city of 
Pontiac, in the Detroit metropolitan area, 

Owing to prior commitments, which prevent me from appearing personally 
before this honorable committee, I would like to have included in the record of 
this hearing, the following statement in behalf of my legislative bill, H. R. 429. 

As the committee doubtless is aware, the effect of this measure would be to 
terminate the retailers’ excise taxes on most kinds of luggage, brief cases, women’s 
handbags, wallets, billfolds, sample and display cases, toilet cases, and other 
articles made of leather or imitation leather. 

In addition to repeal of the retailers’ excise, the bill would repeal also the 
manufacturers’ excise on these articles—a tax which is applicable at all times 
when the retailers’ tax may not be in effect. 

My purpose in introducing H. R. 429 was to eliminate wartime luxury taxes 
from a wide variety of goods which are not in fact luxuries, but which in fact 
comprise articles of daily necessity to most Americans. 

I think nobody would deny that women’s handbags are no less a necessity to 
all women than are the pockets in the coats and trousers of all men. Handbags 
are, indeed, a daily necessity to the women of the United States. 

Soth men and women everywhere make daily use of wallets, billfolds, and 
leather key containers. Most business and professional men and women make 
almost constant use of briefcases. Everyone who finds it necessary to travel at 
all makes use of toilet cases and luggage of various kinds. 

Few, indeed, are the articles made of leather or imitation leather which fall 
outside the category of daily necessities to many millions of people in America. 

As other witnesses before this committee undoubtedly have testified, the 
leather-goods manufacturing industry of the United States is a seasonal and 
somewhat precarious business. Comparatively small additions, through taxes, 
to the retail prices of leather goods tend to depress the industry. 

Such, I believe, is the current effect of excise taxes on leather goods at either 
retailers’ or manufacturers’ levels. It is obvious that depressed conditions, both 
as to sales and employment, in the industry cut off both individual and corporate 
tax revenue that the Federal Treasury otherwise would receive. 

Factual information which came to my attention prior to the introduction of 
H. R. 429, leads me to believe that repeal of the excise taxes on leather goods 
would so stimulate the industry, through increased sales and hence increased 
employment, as to create more Federal tax income than is now obtained from 
the excises, 

Prosperous manufacturing concerns, and continuously employed, well-paid 
labor, it seems to me, can be expected to pay far more in Federal income taxes 
than is the case with excise taxes which serve to diminish employment and 
profitable sales, 
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CONGRESS OF THE UNITED STATES 
HOUSE OF REPRESENTATIVES 
Washington, D. C. 


From: William R. Williams, M. C., 34th New York District. 
To: House Committee on Ways and Means. 
Subject: Repeal of excise tax on luggage. 

Having within my congressional district a concern which has been manufac- 
turing businessmen’s luggage and sample cases for over 100 years, I appear in 
their behalf to request the repeal of the Federal tax on such luggage. 

This committe has shown in the recent past its desire to relieve taxpayers of 
at least part of their very heavy tax burden. It has shown the desire to remove 
inequities and unfair discrimination that occur in the tax law. It likewise has 
shown its interest in creating and preserving jobs in private industry. The 
tax imposed by Congress on luggage, cases, women’s handbags, purses, bill- 
folds, and other personal leather goods, is inequitable and unfair and I appear 
before this committee to urge its elimination. The law imposes a very heavy 
rate of tax on this selected class of essential items. The tax is resented by the 
prospective purchaser who often will prefer to do without rather than buy. 
That may have been a desirable result a decade ago, but not today. Today 
it represents lost opportunity. It means inconvenience to the general public, 
loss of business to the retailer and manufacturer, and unemployment to labor. 

The inequity and unfairness stem principally from lumping these taxed items 
in with luxury items. A piece of luggage, a billfold, a lady’s purse, and especially 
briefcases and agents’ sample cases, should in no sense be considered in the same 
class as expensive jewelry, perfume, cosmetics, etc., yet the law taxes them at 
the same very high rate. There may still be tramps who carry their belongings 
at the end of a stick, wrapped in a handkerchief, but if any of us travel today, 
we need luggage. Businessmen, of course, must travel and it does seem rather 
absurd to tax them 20 percent on their luggage. Billfolds are absolute essentials 
to men, and handbags and purses are to,.women what pockets are to men. Annual 
vacations are now well recognized as contributors to the mental and physical 
health of all the people and it does not befit the dignity and good sense of this 
Nation to place a levy on the travel bag which is essential for carrying their 
clothes. 

1 want to stress the point, contrasting the precent situation with that of a 
decade ago, when this tax was enacted, and while we were locked in a struggle 
for our very existence. That was a period of great shortage in many items, in- 
cluding the components of items then taxed as luggage. We were interested 
in conserving these materials—leather, wood, brass, steel, rayon, ete.—which 
were scarce. We were also interested in keeping people off the airplanes, trains, 
and buses in order that all transportation forms could better carry military per- 
sonnel! and others engaged in essential travel. Today this is all different. There 
is no shortage of transportation and no shortage of these materials. There is 
still plenty of labor. Yet we continue to tax luggage, briefcases, and sample 
cases as though shortages still existed. That is one reason why this tax seems 
to me to be so void of merit. 

The manufacture of luggage and related items is essentially small business 
and a highly competitive low-profit one. The latest statistics available show 
that of the 593 establishments manufacturing luggage in 1947, 562 employed 
less than 100 workers. Only 31 employed 100 or more. In 1950 there were about 
13,300 employed in the production of luggage. Similarly, of the 7438 manu- 
facturers of handbags and purses, 688 employed fewer than 100 workers, and 
of the 241 manufacturers of small leather goods, only 6 employed more than 
100 workers. Since 1948, more than 30 manufacturers of luggage and leather 
goods have gone out of business. Industry spokesmen point out that an es- 
pecially precarious business life has been “enjoyed” by luggage manufacturers 
since imposition of the sales tax. They refer to the fact that statistics produced 
in the past have indicated that the net profits in the business do not exceed 
2 percent—truly a minimum for safe business operation. If we should be visited 
by anything approaching a business slump, that small margin of profit would 
be quickly eliminated. ; 

For many years the present chairman of this committee has forcefully argued 
and demonstrated that it is not always the highest rate of tax that will pro- 
duce the most revenue. I concur in this behalf and wish to carry the thought 
a step further. Complete repeal of a particularly undesirable tax, may result 
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in more revenue from other more just taxes. Just as repeal of the excess- 
profits tax may stimulate especially profitable businesses to expand and create 
more jobs and profits, so, too, the repeal of an excise tax on a struggling low- 
profit industry, may create more jobs and profits. More jobs and profits mean 
more income on the wages of individuals, profits of corporations, and dividends 
distributed to stockholders. At the present time, the yield from taxes on lug- 
gage, purses, billfolds, etc., is running about $96 million per year. I appreciate 
that thouch this may be small in terms of our total revenue, it is large in terms 
of finding a replacement for it. Nevertheless, there is only one way to provide 
fairness and equity in our tax laws and that is to remove those taxes that are 
unfair and inequitable. I therefore respectfully urge upon this committee, the 
importance of taking the initial steps necessary to removing this tax from the 
lawbooks of this Nation. 
BACKGROUND INFORMATION 

(a) History 

The history of the tax is briefly as follows: Under the Revenue Act of 1918, 
a 10-percent tax was levied on the retail sales of trunks costing more than 
$50, suiteases, etc., costing more than $25, and purses, pocketbooks, etc., costing 
over $7.50. The Revenue Act of 1921 changed this to a tax on the manufacturers’ 
price at 5-percent rate on trunks selling for more than $35, suitcases, etc., selling 
for more than $25, and purses, pocketbooks, etc., selling for more than $5. The 
tax was repealed in 1924. 

A new tax was imposed at the manufacturers’ level by the Revenue Act of 
1941 at a 10-percent rate. It applied only to trunks, valises, suitcases, hatboxes 
for use by travelers, and certain similar items. The Revenue Act of 1943 again 
switched to a retailers tax this time at 20 percent and imposed the tax on 
numerous other items, including purses, handbags, wallets, ete. By the terms 
of the 1943 act, the retail tax was to terminate 6 months after the end of 
hostilities. By legislation enacted in 1947, the tax was continued without definite 
termination date. In 1950 the revenue act of that year as passed by the House 
of Representatives repealed the tax so far as it applied to purses, handbags, 
wallets, etc., and reduced the rate on luggage to 10 percent of the retail price. 
However, just about this time hostilities broke out in Korea and the Senate 
rejected these cuts, along with many others. 


(b) Revenue 


Fiscal year: In millions | Fiscal year: In millions 


I iia iatiennenctivsccusciniaccoatdiaiaes $2.8 Se tie alates ithcanna taihacanschgatilibig $82. 6 
Nc i in ai en cameras 5. 7 EE ee 17.5 
al 13. 1 eee teat lt 82. 8 
edd a aalsdih is Shai dld adhe titidiateaalinnss 73.9 i ait Rl ca ii 90.8 
TOOG)  .ticéndisdantemnnnate 81.4 1953 (July—February )...--__ *68. 6 
IW bik toed dai ncistmlaectciansiecailitdea 84. 6 1953 (estimated ) —- eee 
a ee 80.6 


1The revenue for the comparable 8-month period in fiscal 1952 was $64.9 million. 


(c) Industry statistics—Number of employees per manufacturer, 1947 


| Hand- Small Hand- Small 
a empl ¥- | Luggage | bagsend| leather Aver age employ- Luggage | bags and| leather 
eT purses | goods ment purses goods 
lto4 162 176 0 50 to 99 36 70 17 
5to9 114 139 52 100 toe 249 2) 43 3 
1) to 19 142 140 | 36 250 to 499 7 3 3 
20 to 49 107 143 40 || 500 to 999 3 
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Number of production workers and value added by manufacturing, 1939, 1947, 
1949, and 1950 





| Handbags and 





Luggage | small leather 
| goods 
l 8, 326 17, 663 
l 13, 904 | 23, 246 
194 12, 395 24, 929 
] 13, 255 | 28, 119 
Va f nairina 
$17, 377, 000 $29, 891, 000 
68, 078, 000 96, 076, 000 
61, 674, 000 100. 121, 000 
60, 466, 000 99, 063, 000 
Personal consumption eapenditures for luggage, 1941-51 
I { ! 
In millions In millions 
1941 aa OT TE rte sient iedeimnrmep eee 
1942 ibe enciunikaian 90 | 1948- sninasienp hii tehc juke ictal st: 
1943 Getaienintiiaes inl IE aE nal one seteacenenaeelits ance aiiscn ansehen 169 
NE is. tearacniad SI 8 RR a itieniect a cctantinintnwaenineidel 17 
sk ntsc ae cee I ane ac enlace acs saint 184 
iiss «nie caibhen 18S 
Index of department store sales 
‘ | "i . a as | meet ig 
Lugeage (1941 | Handbags || Luggage (1941 | Handbags 
Year hedavoe. and ll | Year anti and small 
thiv leather non ily | leather 
sales= 100 sales= 100 | 
M4 10 1K 192 
19 2 119 || 1948 197 
14 it lf 19 194 
1944 l 19 195 
104 170 1951 202 
194¢ 2 19¢ 1952 207 





The Cuamman. Mr. Jack Citronbaum, executive vice president of 
the Luggage and Leather Goods Manufacturers of America, Inc. 


STATEMENT OF JACK CITRONBAUM, EXECUTIVE VICE PRESIDENT, 
LUGGAGE & LEATHER GOODS MANUFACTURERS OF AMERICA, 
INC. 


Mr. Crrronnaum. I am Jack Citronbaum, executive vice president 
of Luggage and Leather Goods Manufacturers of America, Inc. 

The Cuarman. I believe you have quite a long statement; have 
you! 

Mr. Crrronsaum. As a result of the time, and realizing that we are 
anxious to get through, and we have several manufacturers here from 
various parts of the country, I am immediately eliminating 6 pages 
of my statement so that we can be brief, and I will be through in 5 
minutes. 

The CHarmman. It would be very helpful. I must confess we are 
getting tired. 

Mr. Esernarter. May I ask you a question? I notice following 
you, Mr. Citronbaum, are representatives of Shwayder Bros. of Den- 
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ver, Colo., the statement by Mr. Winship, who represents luggage man- 
ufacturers, Mr. St. Thomas of the same industry, Mr. Totty, luggage 
and personal leather goods, Mr. Boettcher, Mr. Berkowitz, Mr. Sha- 
piro, and Mr. W alinsky, all representing the luggage industry. 

Now are those firms members of the Luggage and Leather Goods 
Manufacturers ? 

Mr. Crrronpaum. Yes, the first few that you mentioned, Shwayder 
Bros., Mr. Totty’s statement, Seward Luggage Manufacturing. 

Mr. Eseruarrer. A lot of these statements are on the same sub- 
ject ? 

Mr. Crrronpaum. Yes, they are. 

Mr. Esernartrer. In many respects they will be duplications; will 
they not? 

Mr. Crrronpaum. I believe that each statement will serve a different 
purpose and will contain a different facet of the problem, and I as- 
sure you, Mr. Eberharter, that the statements are brief, and that they 
will be done within 5 minutes, I believe. 

Mr. Evernarter. We generally try, Mr. Citronbaum, to get the 
groups together and get ali their arguments presented by one person 
who represents the industry as a whole. 

Mr. Crrronpaum. I appreciate your thoughts, Mr. Eberharter, and 
I understand the thinking behind it, and I do represent the industry. 
However, several of our manufacturers whose statements you have 
there desire an opportunity to be heard to present to this committee 
their thinking on the subject as manufacturers rather than to have 
their representative present their arguments, which they would like 
to present themselves. 

The CHairMan. You are eliminating 6 pages, you say ? 

Mr. Crrronpaum. Yes. 

The CuAtrMan. The first 6 pages? 

Mr. Crrronpaum. Yes, the first 6 pages. 

The Cuarmman. Of course, you can file the whole statement. 

Mr. Crrvronpaum. Thank you. 

(The statement referred to follows:) 


MEMORANDUM Re Excise Tax ON LUGGAGE AND PERSONAL LEATHER Goops 


(Submitted by Luggage & Leather Goods Manufacturers of America, Inc., Jack 
Citronbaum, executive vice president) 


This memorandum is submitted by the Luggage and Leather Goods Manufac- 
turers of America, Inc., the official trade association representing the manufac- 
turers of luggage and personal leather goods. 

The purpose of this memorandum is to present facts and data relating to the 
excise tax new levied on luggage and personal leather goods. It is the conten- 
tion of the assocaition that these facts require an immediate repeal of the excise 
tax which now burdens the entire luggage and personal leather goods industry, 

In addition to this memorandum, oral testimony will be submitted to this body 
for the purpose of adding to the material herein contained. 


POINT I 


By virtue of section 1651 of the Revenue Act of 1943, there is being levied now 
a 20 percent excise tax, at the retail level, on all purchases of luggage and 
personal leather goods. To define personal leather goods, they consist of bill- 
folds, key cases, coin purses, dressing cases, card cases, writing sets, picture 
albums, and other leather 1:ovelties, 
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POINT II, THE EXCISE TAX ON LUGGAGE AND LEATHER GOODS WAS STRICTLY A WAR 
CONSERVATION MEASURE 


At the very outset, it might be well to dispel any thought that the excise tax 
on luggage and leather goods exists because they are luxuries. That myth should 
be exploded immediately. 

Who are the users of luggage and leather goods? They are the traveling 
public. These fall into two classifications: the essential traveler whether he be 
businessman, Congressman, doctor, engineer, or of another profession, and all 
of the rest of us who may take all-too-short vacation periods. Today, in addi- 
tion to those of us who took vacations before the war, there are perhaps 40 
million workers of the country who enjoy annual vacations with pay. 

No excise tax is collected on the suit a man wears on his back, nor on his 
underclothing or shoes, yet there is an excise tax on the bag in which he must 
carry his clothing and the very wallet in which he carries his all-too-little 
vacation money. 

Luggage and leater goods are not luxuries nor were they so considered by the 
Congress when it enacted the Henderson Security Act in which luggage and 
leather goods were included. 

An examination of that act points clearly and unmistakably to the fact that 
the excise tax on luggage and leather goods was a wartime measure enacted 
not for revenue purposes but to conserve strategically needed materials. 

The mind of Congress on this all-important point is clear when section 3406 
of the Revenue Act of 1941 is read. Under that section we find luggage and 
leather goods classed with such items as electric appliances, photographie appa- 
ratus, electric signs, business and store machines, rubber articles, washing ma- 
chines, and optical equipment. Without more than just a reading of these 
articles it is evident that these articles under this manufacturers’ excise tax 
(see. 552) are articles whose component parts consisted of vital war materials. 
Luggage and leather goods were in this category. The reason is obvious. 

The components of luggage and leather goods are leather, wood, brass, steel, 
rayon, and cotton linings. All materials which were so badly needed during 
the war. It is beyond the shadow of of a doubt to say that Congress placed an 
excise tax on luggage and leather goods to curb their sale not because they 
were luxuries, but because the components constituted such vital war materials. 
Who can say that leather, wood, brass, steel, rayon, and cotton did not play a 
vital part in winning the war? 

The proof of this fact becomes even more apparent when the very next sec- 
tion of the Revenue Act of 1941 is read. That section (sec. 553) imposes a re- 
taliers’ excise tax on what? Jewelry, furs, toilet preparations—purely and un- 
controversially luxury items. If luggage and leather goods were in the luxury 
class, surely Congress would have placed them in section 553 rather than in 
section 552. 

The very first sentence in H. R. 5417, the Revenue Act of 1941, points to and 
brings forth most clearly the point we raise. The first sentence says: “A bill 
to provide revenue, and for other purposes.” 

Luggage and leather goods were not taxed for revenue, they were taxed for 
“other purposes.” ‘These “other purposes” being the conservation of vital raw 
materials. 

World War II has been over for 8 years, yet the burden of the excise tax, 
enacted for war purposes only, is still retarding the progress of our industry. 
It was never the intention to tax luggage and leather goods for revenue purposes. 
It is contrary to every tenet of fair play to continue the tax beyond its original 
purpose. The luggage and leather goods industry accepted the imposition of 
the tax as its sacrifice in the war effort. It should not still be paying the price 
of such sacrifice 8 years after the successful conclusion of the event for which 
the sacrifice was made. To continue to pay is an irreparable harm which is being 
foisted on an industry which is small and perhaps unable to match its energies 
against those who are large and who are able to withstand and defeat any 
plans to share the burden of Government finance, 


POINT III. THE EXCISE TAX ON LUGGAGE AND PERSONAL LEATHER GOODS IS 
DISCRIMINATORY 


Pursuing further the point outlined heretofore, it becomes quite evident that 
the retention of an excise tax on luggage and personal leather goods, having been 
divorced from its original purpose, is being used now for the purpose of raising 
revenue. 
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What justification is there for this tax? When considered in the light of the 
many hundreds of items which are not taxable, the answer is obvious. There 
is no justification for the imposition of an excise tax on luggage and personal 
leather goods. 

When a tax is placed on some businesses, and not on others, those businesses 
which are taxed are burdened with a special penalty. Can anyone deny that 
this is discrimination by the Government? A business which is punished by a 
special tax just cannot compete on fair and equal terms for the consumer’s 
dollar. Luggage and leather goods are competing with hundreds of other 
items which are completely free of excise tax. How can such unfair competition 
be justified by the Government which, through its very laws, is constantly on 
the alert to prevent unfair competition among businesses? Is there such a 
thing as degrees of unfair competition merely because the Government sanc- 
tions—yes—legislates unfair competition on the one hand and then attempts to 
outlaw unfair competition on the other. Unfair competition by taxation is truly 
a vicious deed. It is all the more repugnant because of its sanction by law. It 
is definitely contrary to the free flow of business which is one of the bulwarks of 
our economic freedom. 

Not only is the excise tax on luggage and leather goods discriminatory per 
se, but it is even discriminatory among the products which are produced in the 
industry. The lack of any reason for this discrimination is revealed sharply in 
some of the contradictions which result from these taxes. Just to mention a 
few examples—a brief case made of leather or imitation leather is taxable. A 
brief case made of fabric other than leather or imitation leather is not taxable. 
An overnight case for carrying wearing apparel is taxable but a liquor flask 
ease for carrying bottles of liquor is not taxable. A leather cigarette case is 
not taxable but a billfold for carrying money is taxable. A cover case for 
matches, pipes and playing cards is not taxable but a card case for holding 
necessary business cards is taxable. Where is the logic? Where is the justice? 

Not only does the excise tax on luggage and leather goods discriminate 
amongst products but it is also discriminatory among people. The excise tax 
on luggage and leather goods is unfair to millions of people who have to live on 
small pensions or on small fixed salaries, Travel and recreation have become a 
part of our normal standard of living. Labor contracts covering millions of 
employees for the most part contain vacation clauses of varying lengths. What 
good is it to give an employee the time for a vacation and then tax away from 
the ability to utilize this time? Low-income groups are directly affected by the 
excise tax on luggage and leather goods as it deprives many of them of their 
pleasures and of their recreation. 

The injustice of the tax is further emphasized by the fact that they are in no 
way related to the income of either the seller or the buyer. It hits hardest those 
least able to bear it. A wallet, a suitcase, a briefcase—each an ordinary, every- 
day item contributing to the standard of living for which America is hailed—are 
subject to a tax. A tax which from practical usage is nothing short of a sales 
tax from which there is no escaping the obvious—that such a tax falls most 
heavily upon lower-income groups. 


POINT IV. THE EXCISE TAX ON LUGGAGE AND PERSONAL LEATHER GOODS IS CAUSING 
IRREPARABLE LOSS TO THE INDUSTRY 


Unlike other consumer-goods industries, the luggage and leather-goods indus- 
tries have failed in the continued march forward despite the most favorable 
factors. The reason is directly attributable to the tax. 

An analysis of Department of Commerce dollar-volume sales figures for the 
category “Luggage,” and an estimate of the dollar-volume sales of personal 
leather goods since the cessation of hostilities clearly shows the continued 
existence of sharp valleys and only slightly rising peaks. A condition not sym- 
bolic of other consumer-goods industries. The figures are as follows: 
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Personal consumption expenditures, 1941-51, for luggage and personal leather 





goods 
| 
| Personal Personal 
Year Luggage leather goods Year Luggage leather goods 

estimated) | | (estimated) 
ee $70, 000,000 | $28, 000, 000 es _.| $194, 000, 000 $77, 000, 000 
1942 ee 90, 000, OOK 6, 000, 000 | RRR PET 186, 000, 000 74, 000, 000 
144 . . 112, 000, OO 44, 000, 000 1949___. aeeewak 169, 000, 000 67, 000, 000 
1914 a eal 120, 000, 000 18. 000, 000 1950. . ; 173, 000, 000 69, 000, 000 
194 exccccecee] 138, 000, 000 000, 00K 1951... ; : 184, 000, 000 73, 000, 000 
194¢ ee aed 188, 40. OOO 7 O00, UOT 


The above figures clearly indicate that the industry had filled consumer needs 
after the war, and in 1949 was beginning to feel the effects of competition for 
the consumer dollar with a sharp decline from a high of $194 million in retail sales 
in luggage in 1947 to a sharp drop of $169 million in 1949, and from $77 million 
to $67 million in personal leather goods. The gradual rise in 1950 and 1951 can be 
attributed to the Korean conflict, which had its effect on all retail sales. Most 
industries showed sharp increases in 1950 and 1951; the luggage and personal- 
leather-goods industries’ rise was extremely modest, as the figures indicate. 

Did the industry flourish and make large steps forward during the existing 
“cold-war period’? The answer is obvious and is made even more outstanding 
by the figures heretofore quoted. The only reason that can be attributed to the 
modest increase in sales volume is the high employment enjoyed by the people 
and their desire to utilize their leisure time for travel, and their steady earnings 
in purchases, plus a campaign of promotion selling on the part of the industry. 

On this point it might be well to point out that manufacturers in our industry, 
because of the tax, are compelled by competition from within and competition 
from without to lessen and lessen their avenue of profit. A manufacturer con- 
fronted with an immediate deterrent of a 20-percent excise tax on his product, 
even at the expense of a safe margin of profit, must build a product which can 
compete for the consumer dollar at the retail price level. Regardless of the net 
result, resistance to purchase becomes apparent immediately when that retail 
price level is exceeded. 

The result of this is constant pressure on the manufacturer to keep pecking 
away at every turn on his margin of profit. If this condition continues much 
longer, there will soon be no profit, with the accompanying disastrous results. 
There is no question but that the 20-percent excise tax is the direct cause of this 
condition. Its repeal is an absolute essential for the continued survival of the 
luggage and personal-leather-goods industry. 

Since the year 1948 more than 30 manufacturers of luggage and personal leather 
goods have discontinued operations. Many were compelled to do so by action of 
their creditors either through bankruptcy or assignments for the benefit of 
creditors, others found their enterprises no longer profitable and could not con- 
tinue operations. Still others proceeded with orderly liquidations sustaining 
individual financial losses. 

Not ony have manufacturers been affected, but many retail stores have found 
it impossible to operate profitably and have liquidated their businesses either 
voluntarily or by compulsion. 

It is safe to say that neither manufacturer nor retailer would voluntarily give 
up a profitable venture. While certain business fatalities are normal each year, 
the history of the luggage and leather-goods industry prior to excise tax has 
been among those not seriously affected by failures. With the growth of the 
industry since the war and with the imposition of the excise tax has come a period 
of precarious business life. 

This situation is exaggerted even more when it is considered that traditionally 
the net profit in the luggage and leather-goods business has been extremely low. 
Statistics produced during the past have indicated that such net profit does not 
exceed 2 percent. Truly a minimum for safe business operation. The slightest 
swing of the peudulum toward a slump in business immediately wipes out this 
small margin of profit. 

The excise tax has made the life of a luggage and leather-goods business even 
more precarious. It must be eliminated to permit an industry to conduct itself 
without the constant fear of an added strain—the tax—adding to the normal 
peaks and valleys of business. No industry can stand such strain for long. 
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POINT V. THE LUGGAGE AND PERSONAL-LEATHER-GOODS INDUSTRY IS SMALL BUSINESS 


Industry statistics which are hereinafter set forth clearly establish the fact that 
the luggage and personal-leather-goods industry is small] business. 


Industry statistics 


NUMBER OF EMPLOYEES PER MANUFACTURER, 1947 


Personal 


Luggage leather 
goods 
Average employment 
5to9 as 7 : 162 90 
10 to 19 114 52 
20 to 49 142 36 
50 to. 99 . 107 40 
100 to 249 36 17 
250 to 499 21 
500 to 999 P , 7 
3 | 


NUMBER OF PRODUCTION WORKERS, YEARS 1989, 1947, 1949, 1950 


Number of production workers | 
1989 &, 326 5, 887 
1947 ‘ ‘ 13, 904 7, 748 
1949 ‘ . 12, 395 &, 309 
1950 7 Sogusdeeadsiubatsandedagudawseteube . 13, 2 9, 373 


The manufacture of luggage and related items is essentially small business, 
and a highly competitive, low-profit one. The latest statistics available show 
that of the 593 establishments manufacturing luggage in 1947, 525 employed less 
than 100 workers. Only 67 employed 100 or more. In 1950 there were about 
13,300 employed in the production of luggage. Similarly, of the 241 manufac- 
turers of personal leather goods, only 23 employed more than 100 workers. 

This small business is being encumbered and impeded by an excise tax which 
is both discriminatory and oppressive. The case for its repeal and its effect on 
the industry is hereinafter set out. 






POINT IV. THE REPEAL OF THE EXCISE TAX ON LUGGAGE AND LEATHER GOODS WILL 
RESULT IN A SMALL LOSS, IF ANY, TO THE GOVERNMENT 


The repeal of the excise tax on the category “luggage,” which includes all 
luggage items, all leather-goods items such as billfolds, wallets, key cases, coin 
purses, dressing cases, and ladies’ handbags, would cause a gross loss, based on 
the average collection during the past few years, of about $80 million. When con- 
sidered in the overall budgetary picture, such a loss, even on a gross basis, is 
indeed a small price to pay for the continuance and health of an industry whose 
products are vital to our standard of living and our overall economy. 

But the gross loss will by no means be the net loss. Consideration must be 
given to these offsets. Repeal of the excise tax will have the following general 
effects upon the revenue source. These effects are outlined in a report submitted 
to the House Ways and Means Committee in 1950 by the National Committee 
for Repeal of Wartime Excise Taxes, and prepared by the Commodity Marketing 
Corp., and are as convincing now as they were in 1950. The general offsets to 
gross revenue loss are attributed to (a) increased corporate and individual busi- 
ness income tax liability due to expanded net profits as a result of repeal; (b) 
jucreased corporate income-tax liability due to additional dividends received by 
taxable individuals; (0) increased individual income-tax liability due to in- 
creased wages and salaries; and (d) increased employment tax liability due to 
increased wages and salaries. 

While no specific estimate is available at this time as to the amount of such 
offsets, and at best such figures must of necessity be estimates, nevertheless it 
is safe to assume that the net loss to the Government from repeal of the 20- 
percent excise tax on luggage and leather goods would be relatively small, if 
any at all. 

Substance to this argument can be found in the enlarged outlet for the sale 
of our products which would follow repeal. Travel and relaxation have become 
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a part of our national economy and our high standard of living. With our 
products given a competitive chance, our industry can take advantage of its 
potential and increase its volume commensurate with the natural and economic 
reasons which exist for such expansion, 


POINT VII. THE EXCISE TAX ON LUGGAGE AND PERSONAL LEATHER GOODS DETERS 
REPLACEMENT 


The greatest deterrent to expansion in the luggage and leather goods industry 
is the limited rate of replacement resulting from consumer reluctance to replace 
an item of luggage and leather goods because of the excise tax. An attitude of 
“making the old piece do” is prevalent as soon as the tax is added to the pros- 
pective sale. Retailers all over the country can attest to such an adverse con- 
sumer reaction. The psychological effect of the tax is to immediately shy away 
from the purchase because of the tax. 


POINT VIII. KEENER COMPETITION FROM NONTAXED INDUSTRIES IN THE OFFING 


Government economists and others have been predicting that the last half 
of the year 1953 will see business leveling off from its high point, with the years 
1954 and 1955 subject to deflationary pressures. Predictions are even at the 
point of seeing a mild recession during those years. In every consideration of 
the question of the excise tax, such predictions should carry weight. Every 
thought must be given to those industries which carry an excise tax with such a 
future in view. 

What chance does such an industry stand against one which is nontaxed? 
In every past period of slump, no matter how mild, competition for the con- 
sumer dollar becomes fierce. An industry burdened with a retail excise tax 
would soon become a nonentity. Certainly it is not the intention of Congress 
to legislate or to retain legislation which will tax an industry out of existence. 
Such could easily be the case for the luggage and leather goods industry if the 
tax were not removed and recession were to set in. 

While it is not the intent of this outline to wax pessimistic, consideration 
and thought must be given to present happenings and to future effects. No one 
looks forward with favor to any downturn in business, least of all the business- 
man, but its probability must always be considered in future planning. Con- 
gress, with more facts and figures at its fingertips, must shoulder the respon- 
sibility of consideration of the future. To permit a discriminatory tax to remain 
in any downward business forecast would be an act of omission of the most dire 
consequences, 

The luggage and personal leather goods industry must call upon Congress to 
consider this factor in its deliberations. Its position as a competitor for the 
consumer dollar would be grossly prejudiced were the tax to remain and a 
period of downward business pressures to become fact. This congressional 
responsibility cannot and should not be treated lightly in view of all existing 
facts and forecasts. 

It is no secret in the industry that many have been compelled to pour back 
into their businesses any profits which may have been earned during the more 
prosperous war years. It is equally no secret that many firms have operated 
at a loss since 1949. Their ability to remain in business was possible only by 
the investment of fresh capital gained from better times. That condition has 
already reached a point of saturation. Unless a firm can stand on its own feet, 
profitwise, from here on in it will fall prey to the auctioneer’s hammer. 

Relief from excise tax is one major development which can help this situation. 
Its continuance will surely spell ruin for the industry in view of present indica- 
tions for the future. . 


POINT IX. THE EXCISE TAX ON LUGGAGE AND LEATHER GOODS IS CAUSING UNEMPLOYMENT 


For the first 6 months of 1953 there has been a sharp drop in the full employ- 
ment rolls. Many factories have been on a 2- or 3-day-week basis. The seasonal 
spurt usually experienced in the months of March, April, and May has failed 
to materialize. The take-home pay of employees has dipped considerably with 
the elimination of practically all overtime, a normal condition during this period 
of the year in luggage factories. 
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While manpower totals may show only slight deviations from the year 1950, 
the real crux of the question is not numbers but take-home dollars. Those take 
home dollars have diminished considerably. 

There is no doubt that the 20-percent excise tax is a contributing, if not con- 
clusive, factor in this situation. The 20-percent excise tax is seeing to it that 
the volume in luggage and leather goods remains exceedingly lower than it was 
in 1947 and 1948, a condition which few other industries have to contend with. 
The 20-percent excise tax is a business deterrent which has been reflected and 
will continue to be reflected in less work and consequently less pay for the 
worker. 


POINT X. IMMINENT RELIEF DENIED BECAUSE OF KOREAN SITUATION 


It may be well to point out that in 1950 Congress had taken heed of the 
dilemma of the luggage and leather goods industry by passing legislation which 
would have relieved the personal leather goods industry from the tax and 
reduced the tax on luggage to 10 percent. Unfortunately, just as the measure 
was to have been signed by the President, the Korean aggression occurred and 
no tax-reducing legislation was signed. 

While many industries may have experienced aggravated spurts in business 
because of this Korean situation, the statistics previously quoted clearly indi- 
cate that the luggage and leather goods industry was not one of them. How- 
ever, because of the knowledge of the financial needs of the country to support 
a “hot” war in Korea and a “cold” war on many other fronts, the luggage and 
leather-goods industry was called upon again to make a sacrifice not requested 
of many other industries. 

Now that a time has come when tax relief is possible, the luggage and leather 
goods industry should receive priority consideration. Our case was previously 
made out and proved. Aggression prevented our industry from receiving the 
relief which all were convinced it was entitled to. 

Let it not be said that unprovoked aggression had the effect of compelling an 
industry to suffer irreparable damage without being duly and justly remedied. 

Now, too, the Korean truce should be a compelling factor in permitting the 
jovernment to keep faith with the luggage and leather goods industry. Hos- 
tilities have ceased, the need for the excise tax on luggage and leather goods as 
an extended emergency measure is over. It should be repealed. 


POINT XI, THE EXCISE TAX ON LUGGAGE AND PERSONAL LEATHER GOODS SHOULD BE 
REPEALED 


In summation, for the following reasons, the excise tax on luggage and per- 
sonal leather goods should be repealed in its entirety: 

1. The excise tax on luggage and personal leather goods was not levied 
originally to raise revenue but to conserve vital war materials, 

2. Luggage and personal leather goods are not luxuries. 

3. The excise tax on luggage and personal leather goods is discriminatory. 

4. The excise tax on luggage and personal leather goods is a definite de- 
terrent to their sale. 

5. The excise tax on luggage and personal leather goods has led to unem- 
ployment and to diminished earnings. 

6. The repeal of the excise tax on luggage and personal leather goods 
will not result in great loss to the Government. 

7. The excise tax on luggage and leather goods, in the event of a business 
downswing, will prevent the industry from competing with other industries 
on an equal basis. 

8. The relief to have been granted before the Korean situation should not 
be denied now and should be expanded to include complete repeal on both 
luggage and leather goods. 

It is most respectfully submitted that the excise tax on luggage and personal 
leather goods be repealed in its entirety. 


STATE oF New YORK 
City of New York, County of New York, ss: 
3efore me, a notary public in and for said county, appeared Jack Citronbaum, 
who being duly sworn, deposes and says that he is the executive vice president 
of the Luggage and Leather Goods Manufacturers of America, Inc.; that the facts 
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stated in the memorandum herein submitted by the Luggage and Leather Goods 
Manufacturers of America, Inc., and presenting statistics and facts relative to the 
effect of the excise tax on luggage and personal leather goods of his own knowl- 
edge is true: and that as to those matters stated to be upon information and 


belief, he believes them to be true. 
JACK CITRONBAUM. 


Subscribed and sworn to before me this 31st day of July 1953. 

WILLIAM LOTTENBERG, 
Notary Public, State of New York. 

The CuHarrman. Will you give your full name and the capacity in 
which you appear / 

Mr. Crrronsaum. Jack Citronbaum, executive vice president, Lug- 
gage and Leather Goods Manufacturers of America, Inc., 20 Fifth 
Avenue. New York, N. Y. 

Mr. Chairman and members of the House Ways and Means Com- 
mittee, this memorandum is submitted by the Luggage and Leather 
Goods Manufacturers of America, Inc., the official trade association 
representing the manufacturers of luggae and personal leather goods. 

To define personal leather goods, they consist of billfolds, key cases, 
coin purses, dressing cases, card cases writing sets, picture albums, and 
other leather novelties. 

The purpose of this memorandum is to present facts and data relat- 
ing to the excise tax now levied on luggage and personal leather goods. 
It is the contention of the association that these facts require an im- 
mediate repeal of the excise tax which now burdens the entire luggage 
and personal leather goods industry. 

At this point I would like to eliminate the next 6 pages and go to 
point 4 of my statement. The other points will be covered by the 
manufacturers present here from various parts of the country. 

The excise tax on luggage and personal leather goods is causing ir- 
reparable loss to the industry. 

Unlike other consumer goods industries, the luggage and leather 
goods industries have failed in the continued march forward despite 
the most favorable factors. The reason is directly attributable to the 
tax. 

An analysis of Department of Commerce dollar volume sales figures 
for the category of luggage, and an estimate of the dollar volume sales 
of personal leather goods since the cessation of hostilities clearly shows 
the continued existence of sharp valley and only slightly rising peaks. 
A condition not symbolic of other consumer goods industries. The 
figures are as follows: 


Personal consumption expenditures, 1941-51, for luggage and personal leather 


goods 
Personal Personal 
Year Luggage leather goods Year Luggare leather goods 
estimate (estimated) 
1 ¢ Sg i 1947 $194, 000, 000 $77, 000, 000 
194% es O0, ( ( 6, 000, 000 1948 186, 000, 000 74, 000, 000 
194 ; a a 112, Oo \ 44, OOO, { 1949 169, 000, 000 67, 000, 000 
194 ] ( & O00, OM 1950 _ . 173, 080, 000 | 69, 000, 000 
4 128. OM 10, 000 ae 184, 000, 000 | 73, 000, 000 
Os ee Ree ae 188, 0 75, 000, 000 | 


The above figures clearly indicate that the industry had filled con- 
sumer needs after the war, and in 1949 was beginning to feel the 
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effects of competition for the consumer dollar with a sharp decline 
from a high of $194 million in retail sales in luggage in 1947 to a 
sharp drop of $169 million in 1949, and from $77 million to $67 
million in personal leather goods. 

The gradual rise in 1950 and 1951 can be attributed to the Korean 
conflict which had its effect on all retail sales. Most industries showed 
sharp increases in 1950 and 1951, the luggage and personal leather 
goods industries’ rise was extremely modest as the figures indicate. 

Did the industry flourish and make large steps forward during 
the existing “cold war period”¢ The answer is obvious and is made 
even more outstanding by the figures heretofore quoted. ‘The only 
reason that can be attributed to the modest increase in sales volume 
is the high employment enjoyed by the people and their desire to 
utilize their leisure time for travel, and their steady earnings in pur- 
chases, plus a campaign of promotion selling on the part of the 
industry. 

On this point it might be well to point out that manufacturers in 
our industry, because of the tax, are compelled | yy competition from 
within and competition from without to lessen and lessen their avenue 
of = A manufacturer confronted with an areas 
of a 20 percent excise tax on his product, even at the expense of : 
melaael gin of profit must build a product ekieenn iaianhe Oe Gio 
consumer dollar at the retail price level. Regardless of the net result, 
resistance to purchase becomes apparent immediately when that retail 
price level is exceeded. 

The result of this is constant pressure on the manufacturer to keep 
pecking away at every turn on his margin of profit. If this condition 
continues much longer, there will soon be no profit with the accom- 
panying disastrous results. There is no question but that the 20 
percent excise tax is the direct cause of this condition. Its repeal is 
an absolute essential for the continued survival of the luggage and 
personal alge 77 casa i 

Since the year 1948 more than 30 manufacturers of luggage and 
personal leather goods have discontinued operations. Many were 
compelled to do so by action of their creditors either through bank- 
ruptcy or assignments for the benefit of creditors, others found their 
enterprises no longer profitable and could not continue operations. 
Still others proceeded with orderly liquidations sustaining individual 
financial losses. 

Not only have manufacturers been affected, but many retail stores 
have found it impossible to operate profitably and have liquidated 
their businesses either voluntarily or by compulsion. 

It is safe to say that neither manufacturer nor retailer would 
voluntarily give up a profitable venture. While certain business 
fatalities are normal each year, the history of the luggage and leather- 
goods ey prior to excise tax has been among those not seriously 
affected by failures. With the growth of the industry since the war 
and ak the imposition of the excise tax has come a period of pre- 
carious business life. 

This situation is exaggerated even more when it is considered that 
traditionally the net profit in the luggage and leather-goods business 
has been extremely low. Statistics produced during the past have in- 
dicated that such net profit does not exceed 2 percent. Truly a 


87746—53—pt. 43 
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minimum for safe business operation. The slightest swing of the 
pendulum toward a slump in business immediately wipes out this 
small margin of profit. 

The excise tax has made the life of a luggage and leather-goods 
business even more precarious. It must be eliminated to permit an 
industry to conduct itself without the constant fear of an added 
strain—the tax—adding to the normal peaks and valleys of business. 
No industry can stand such strain for long. 

Point V: The luggage and personal leather-goods industry is small 
business. 

Industry statistics which are hereinafter set forth clearly establish 
the fact that the luggage and personal leather-goods industry is small 
business. 

INDUSTRY STATISTICS 


Number of employees per manufacturer, 1947 





Average employ- ecagca |. Personal Average employ- ae Personal 
ment Luggage | leather goods ment Lugeage | leather goods 
5-9 162 | 90 || 100-240.............. 36 17 
10-19 114 52 PPD ese ekiiion ale 21 3 
20-49 142 | 36 500-999... seal 7 3 
50-99 107 40 || Over 1,000_--.-- a B Eb ectsscsunca i 


Number of production workers, Years 1939, 1947, 1949, and 1950 





Personal] leather | Personal leather 
Luggage goods (esti- Luggage goods (esti- 
mated) mated) 

= sie a | 
Number of produc- || Number of produc- | 
tion workers | tion workers | 

1939 4 8, 326 5, 887 || 1949 aoe 12, 395 8, 309 

1947 13, 904 7, 748 || ieee ea ee -| 13, 255 | 9, 373 


| | i 


The manufacture of luggage and related items is essentially small 
business, and a highly competitive, low profit one. The latest statistics 
available show that of the 593 establishments manufacturing luggage 
in 1947, 525 employed less than 100 workers. Only 67 employed 100 
or more. In 1950 there were about 13,300 employed in the production 
of luggage. Similarly, of the 241 manufacturers of personal leather 
goods, only 28 employed more than 100 workers. 

This small business is being encumbered and impeded by an excise 
tax which is both discriminatory and oppressive. The case for its 
repeal and its effect on the industry is hereinafter set out. 

Point VI: The repeal of the excise tax on luggage and leather goods 
will result in a small loss, if any, to the Government. 

The repeal of the excise tax on the category “Luggage” which in- 
cludes all luggage items, all leather-goods items such as billfolds, 
wallets, key cases, coin purses, dressing cases and ladies’ handbags, 
would cause a gross loss, based on the average collection during the 
past few years, of about $80 million. When considered in the overall 
budgetary picture, such a loss, even on a gross basis, is indeed a small 
price to pay for the continuance and health of an industry whose 
products are vital to our standard of living and our overall economy. 

But the gross loss will by no means be the net loss. Consideration 
must be given to these offsets. Repeal of the excise tax will have the 
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following general effects upon the revenue source. These effects are 
outlined in a report submitted to the House Ways and Means Commit- 
tee in 1950 by the National Committee for Repeal of W aan Excise 
Taxes, and prepared by the Commodity Marketing Corp., and are as 
convincing now as they were in 1950. The general of ota to gross 
revenue loss are attributed to (a) increased corporate and individual 
business income tax liability due to expanded net profits as a result of 
repeal; (2) increased corporate income tax liability due to additional 
Aipidends received by taxable individuals; (¢c) increased individual in- 
come tax liability due to increased wages a salaries; (d) increased 
employment tax liability due to iner eased w ages and salaries. 

While no specific estimate is available at this time as to the amount 
of such offsets, and at best such figures must of necessity be estimates, 
nevertheless it is safe to assume that the net loss to the Government 
from repeal of the 20 percent excise tax on luggage and leather goods 
would be relatively small, if any at all. 

Substance to this argument can be found in the enlarged outlet for 
the sale of our products which would follow repeal. Travel and relax- 
ation have become a part of our national economy and our high stand- 
ard of living. With our products given a competitive chance, our in- 
dustry can take advantage of its potential and increase its volume 
commensurate with the natural and economic reasons which exist for 
such expansion. 

Point VII: The excise tax on luggage and personal leather goods 
deters replacement. 

The greatest deterrent to expansion in the luggage and leather 
goods industry is the limited rate of replacement resulting from con- 
sumer reluctance to replace an item of luggage and leather goods be- 
cause of the excise tax. An attitude of making the old piece do is prev- 
alent as soon as the tax is added to the prospective sale. Retailers all 
over the country can attest to such an adverse consumer reaction. The 
psychological effect of the tax is to immediately shy away from the 
purchase because of the tax. 

Point VIII: Keener competition from nontaxed industries in the 
offing. 

Government economists and others have been predicting that the 
last half of the year 1953 will see business leveling off from its high 
point, with the years 1954 and 1955 subject to deflationary pressures. 
Predictions are even at the point of seeing a mild recession during 
those years. In every consideration of the question of the excise tax, 
such predictions should carry weight. Every thought must be given 
to those industries which carry an excise tax with such a future in 
view. 

What chance does such an industry stand against one which is 
nontaxed? In every past period of slump, no matter how mild, 
competition for the consumer dollar becomes fierce. An industry 
burdened with a retail excise tax would soon become a nonentity. 
Certainly it is not the intention of Congress to legislate or to retain 
legislation which will tax an industry out of existence. Such could 
easily be the case for the luggage and leather goods indus stry if the 
tax were not removed and recession were to set in. 

While it is not the intent of this outline to wax pessimistic, con- 
sideration and thought must be given to present happenings and to 
future effects. No one looks forward with favor to any downturn 
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in business, least of all the businessman, but its probability must 
always be considered in future planning. Congress, with more facts 
and figures at its fingertips, must shoulder the responsibility of 
consideration of the future. To permit a discriminatory tax to 
remain in any downward business forecast would be an act of omis- 
sion of the most dire consequences. 

The Cyarman. Pardon me, Mr. Citronbaum, you have a fine 
brief here. The facts that you are presenting, however, we have had 
and will have over and over again. I am wondering if you have a 
final suggestion if you could make that because your brief is going 
into the record and will be examined by all the experts as well as by 
ourselves. 

In fact, I initial all of these; they all go to my office. While you 
are sleeping and many others, I am reading these things, checking 
on the things that you might omit so I will see them and so will the 
experts. So please come to the conclusion. There is a long list of 
witnesses here, and I want to hear them all tonight if I can. 

Mr. Crrronnaum. Very good, s 

The CuHamman. Just sum it i. for us 

Mr. Crrronnaum. I will take the last point, and that will be all. 

The Cuarrman. Your arguments will not be neglected. 

Mr. Crrronsnaum. Thank you, sir. 

In summation, for the following reasons, the excise tax on lug- 
gage and personal leather goods should be repealed in its entirety: 

1. The excise tax on luggage and personal leather goods was not 
levied originally to raise revenue but to conserve vital war materials. 
2. Luggage and personal leather goods are not. luxuries. 

The excise tax on luggage and personal leather goods is discrimi- 
natory. 

The excise tax on luggage and personal leather goods is a definite 
deterrent to their sale. 

The excise tax on luggage and personal leather goods had led to 
unemployment and to diminished earnings. 

6. The repeal of the excise tax on luggage and personal leathe1 
goods will not result in great loss to the Government. 

The excise tax on luggage and leather goods, in the event of a 
business downswing, will prevent the industry from competing with 
other industries on an equal basis. 

8. The relief to have been granted before the Korean situation 
should not be denied now and should be expanded to include complete 
rep al on both luveage and le: ath er goods. 

Mr. Srurrson. That is a very good summary. 

The Cuarrman. Thank you very much. 

Mr. Srrrson. You have covered the case well. 

Mr. Crrronnaum. Thank you, sir. 

The Crarrman. Next we have Mr. Emmett H. Heitler, Shwayder 
Bros., Denver, Colo. 


STATEMENT OF EMMETT H. HEITLER, SECRETARY AND GENERAL 
MANAGER, SHWAYDER BROS., DENVER, COLO. 


fr. Herrter. Tam Emmet H. Heitler, secretary and general man- 
ager of Shwayder Bros., Denver, Colo., manufacturers of Samsonite 
luggage. I hope to receive your plaudits as a result of my brevity 
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rather than because of statements I make. I will not sit down because 
I will not take that long. 

Mr. Saptax. Mr. Chairman, is this Mr. Heitler ? 

Mr. Herrier. Yes. 

Mr. Saptax. You are speaking for Mr. Feinberg ? 

Mr. Herrier. No; I am filing his statement. 

Mr. Saptax. I wanted to make sure if that address is correct. I 
understand it should be Fall River, Mass., and not Four Rivers, as 
appears on the listing of tonight’s witnesses. 

Mr. Herrier. Yes. 

The Cuairman. Thank you very much for the correction. 

Mr. Herrier. Gentlemen, I simply wal to call your attention to 
the fact that the luggage industry is but a part of the entire travel 
industry; that by survey and by other indications the preference for 
nontaxed items that go with travel have been indicated. 

The results of the study show that lugg age has in no way gained, 
whereas the travel industry itself, concerning such items as sports 
clothes, sports shoes, sports equipment, and so forth, have made great 
gains. It was noted as early as November 1950 by an impartial ob- 
server, Mr. Lee Geist, in reporting about the luggage industry in the 
Wall Street Journal, that the luggage industry because of the excise 
tax had been quite depressed as an industry. 

| think it is interesting also to note from the figures in the Federal 
excise-tax-collection data that the stagnation of the industry has 
existed. There has been no increase in the results or the returns due 
to the retailers’ excise tax collections from the year 1945 through 1951. 

I think that some indication of the discriminatory action that has 
not been mentioned is the fact that this discriminates against low- 
income earners. According to a recent survey, 36.9 percent of the 
families with incomes under $2,000 take annual vacations. These 
people cannot buy luggage when the 20-percent excise tax is imposed. 

I think also of great significance is the discrimination imposed upon 
the employees in the luggage and leather-goods industry. In many 
luggage factories there has been a drop in employment or a reduction 
of hours of work. Workers in other industries performing similar 
jobs have had full employment and even overtime as a result of the 
expanding economy. 

Luggage workers have had to work part time. I think this discrimi- 
nation perhaps is one of the most important phases of what has hap- 
pened to our industry. We have remained a small industry and we 
are a small industry, as has been pointed out. 

Mr. Esernarrer. Has transportation increased very much in that 
same period ¢ 

Mr. Herrirr. Yes, sir; it has. 

Mr. Esernarrer. Have you figures on that? 

Mr. Herrter. I could provide those figures; I do not have them 
with me. Transportation has increased considerably, all types, in- 
cluding automobile travel, airplane travel, and bus and train travel. 

Mr. Esvernarter. All that travel needs luggage? 

Mr. Heirier. That is correct. 

I would like to make one other statement and urge a lack of pub- 
licity in terms of the statements that have been made. We experienced 
in our industry in 1950 where there was a virtual buyers’ strike for 
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some months due to the fact that the general public felt that a reduc- 
tion of the tax was imminent. 

I think it is very important that when there is a possibility that this 
tax would be removed that the press releases be carefully calculated 
to see what it might do at the retail level. 

Mr. Esernarrer. We have been struggling with that for a long 
time. 

The CuarrMan. Thank you very much, Mr. Heitler. 

Mr. Herriter. Thank you, gentlemen. 

The CuarrmMan. The next witness is Mr. W. W. Winship of Win- 
ship Co., Utica, N. Y. 


STATEMENT OF W. W. WINSHIP, PRESIDENT, WINSHIP CO., 
PRESENTED BY EARL GAGE, UTICA, N. Y. 


Mr. Gace. Mr. Chairman and members of the committee, my name 
is Earl Gage. Iam with the Winship Co. 

The Cuarrman. You are taking the place of Mr. Winship? 

Mr. Gace. He has had an accident and is unable to appear this 
evening. I would like to read his statement. I can also cut a con- 
siderable amount out of it, although I feel that mine is a rather 
special statement when it comes to a particular part of the luggage 
business. 

The Cuarrman. You may proceed. 

Mr. Gace. This statement of W. W. Winship, president, Winship 
Co., Inc., Utica, N. Y., is presented to the House of Representatives 
Ways and Means Committee considering revisions of the 20-percent 
exicse tax on luggage and leather goods. 

My plea for a small segment ‘of the luggage and leather-goods 
industry which is so small that it has had, and will continue to have 
hard work to make itself heard, and yet the one which is probably 
the most unjustly punished by this 20-percent tax. 

I refer to the few manufacturers who make and sell salesmen’s 
sample cases. 

To a salesman who must carry sample cases in his daily work a 
sample case is just as essential to his ability to do his job as is a ham- 
mer to a carpenter. No one would think of putting a tax on the ham- 
mer a carpenter must buy, and yet the shoe salesman who must carry 
and display his shoes pays 20 percent over the purchase price on any 
sample case he buys. 

Our concern manufacturers both personal luggage and salesman’s 
sample cases. Nothing more certainly points up the fact that this 
tax was intended to conserve scarce materials than this provision 
which places a heavy tax on the concern which provides their sales- 
men with sample cases, or on the individual salesman who must buy 
his own case. 

I will skip over, although I feel those points are important, but 
you will have the brief. 

The Carman. Without objection, your entire brief-will be made 
a part of the record. 

Mr. Exsernarrer. Except the pictures. 

The Cuarrman. Yes. 

(The statement referred to follows :) 
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STATEMENT Re Excise TAx ON LUGGAGE AND PERSONAL LEATHER GOoDS 
(Submitted by W. W. Winship, president Winship Co., Inc., Utiea, N. Y.) 


This statement of W. W. Winship, president, Winship Co., Inc., Utica, N. Y., 
is presented to the House of Representatives Ways and Means Committee con- 
sidering revisions of the 20 percent excise tax on luggage and leather goods. 

My plea for a small segment of the luggage and leather goods industry which 
is so small that it has had, and will continue to have hard work to make itself 
heard, and yet the one which is probably the most unjustly punished by this 
20 percent tax. 

I refer to the few manufacturers who make and sell salesmen’s sample cases. 

To a salesman who must carry sample cases in his daily work a sample case 
is just as essential to his ability to do his job as is a hammer to a carpenter. 
No one would think of putting a tax on the hammer a carpenter must buy, and 
yet the shoe salesman who must carry and display his shoes pays 20 percent 
over the purchase price on any sample case he buys. 

Our concern manufactures both personal luggage and salesman’s sample 
cases. Nothing more certainly points up the fact that this tax was intended to 
conserve scarce materials than this provision which places a heavy tax on the 
concern Which provides their salesmen with sample cases, or on the individual 
salesman who must buy his own case. 

Time and time again we have worked with concerns, new to us, to design a 
better sample case for them which will allow their salesmen to do a more 
effective selling job. We have made a first sample; it has been approved and we 
come to quoting them prices on lots of, let us say, 12, 24, and 50 cases. Our 
quotation letter states our terms as so many dollars, f. o. b., Utiea, N. Y., and 
subject to the 20 percent Federal excise tax. The following day we get a tele- 
phone call from an outraged member of the concern we have quoted, telling 
us that we must be in error in quoting them prices plus tax. The outraged 
gentleman points out that these aren’t fancy, expensive luggage, but that these 
are ordinary salesmen’s sample cases. Our answer is that we have checked 
with the Government on many occasions and are certain that this type of case 
is taxable. Often our potential customer’s reaction is to become so angry at this 
very real injustice that he says, “We will let our salesmen carry their old cases 
or go without cases before we will pay any such crazy, unjust tax as that’; and, 
gentlemen, I believe if I were in his place, my reaction would be exactly the 
same. 

Whether it makes our customers mad or not is not of consequence, but when 
it creates a real stumbling block that loses business for us—then it hits us 
where it hurts. 

A case that really brought out the injustice of this tax on sample cases and 
servicemen’s cases occurred recently. In the morning an independent salesman 
representing a small shoe concern stopped at our factory to purchase a new 
sample case. We showed him several styles, and he chose the one best suited 
tohim. It was a rugged fiber case with partitions spaced throughout the interior 
of the case to separate the shoe samples. That case was, and is, good for just 
one purpose, and that is to carry shoe samples; it had no earthly value for any 
other purpose. He asked the price and we told him so much plus 20 percent 
tax. He looked stunned and asked, “How in the devil can you ask me to pay a 
tax on a sample case?” We explained that the tax wasn’t our idea and suggested 
he write his Congressman. 

That same day at lunch time I went to a department store to purchase a 
graduation gift for a niece who graduated from college in June. My wife and I 
decided to get her a nice compact, something, we reasoned, she would keep and 
use for several years. After due deliberation I selected a nice, gold-filled com- 
pact at a price of about $8, and fully expected to pay a tax on top of the $8. 
I asked the saleslady about the tax. She replied, “Oh, no, sir; there is no tax 
on this compact because it is sold without face powder in it. If it had face 
powder in it, it would be subject to the tax.” 

My question is, Where is there any justice or reason in our having to charge 
that little shoe salesman a tax on his case (a tool with which he must earn 
his living) while I can go into a store and buy what I considered to be a fairly 
expensive piece of jewelry tax free? 


Mr. Gace. I would like to go to the bottom of page 3 just to give one 
example to point this thing up. 
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A silverware concern with whom we do business uses inexpensive 
fiber carrying cases in which their salesmen carry samples of silver- 
ware chests. Unprotected these chests would get scratched and become 
unusable as samples. 

If these chests could be transported satisfactorily in cardboard car- 
tons or in wooden shipping containers there would be no tax, yet under 
the present laws this concern is charged, and pays, a 20 percent tax 
over the cost of these fiber cases. 

After a use of about 20 weeks these cases must be discarded because 
in most instances newly designed chests carried on the salesman’s next 
trip will not fit into the old cases. Where is the justice in a tax that 
penalizes so many people who were never intended to be penalized 
when this tax law was written ? 

I contend that selling is the most important phase of all industry 
because without sales no industry or business can survive. This 20 
percent excise tax penalizes some of the most important of selling tools, 
the salesman’s sample case. It is, therefore, discriminatory and un- 
just and should be repealed. 

We who manufacture and sell sample cases are but a small segment 
of the already small luggage industry. Because we are small, it makes 
it hard for use to make ourselves heard by Congress. Even though 
we are small, and have no weight to throw, and “lack the large voice 
to make ourselves heard, we believe the members of this committee 
will see and understand the justice of our complaint, and will recom- 
mend the dropping of the 20 percent excise tax as it applies to sales- 
men’s sample cases and special cases and other personal luggage. 

We respectfully call your attention to the copies of our adver- 
tising literature attached to this statement which illustrates better 
than words the type of product which is being so unjustly taxed. 

The CHarmman. We thank you very much for your appearance 
and for a very fine presentation of your particular problems. 

Mr. Gace. I thank you all very much. 

The Cuamman. The next witness is Mr. W. H. St. Thomas, presi- 
dent, St. Thomas, Inc., of Gloversville. 

Will you give your name and the capacity in which you appear, 
please ? 


STATEMENT OF WILLIAM H. ST. THOMAS, PRESIDENT, ST. THOMAS, 
INC., GLOVERSVILLE, N.Y. 


Mr. Sr. Tuomas. I am William H. St. Thomas, president of the 
st. Thomas, Inc., Gloversville, N. Y. 

Mr. Sapiak. Mr. Chairman, is this Gloversville, N. Y., the home 
district of Congressman Pat Kearney? 

The Cuamman. That is right. 

Mr. Sr. Toomas. I had intended to read this, but you have heard so 
much tonight I imagine you are tired, and I am tired, too. I just 
would like to point out one part of my brief which I think is impor- 
tant and concerns us very much, 

The first part of our brief concerns itself with the necessity for 
personal leather goods. If you read it I think you will come to the 
conclusion that personal leather goods are necessary. What I would 
like to point out is one thing that concerns us, and I would like to 
read this part of the statement, if I may. 
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The CHarrman. Surely. 

Mr. Sr. Tuomas, It is a fair statement to say that taxes have a way 
of becoming so integral a part of an economic system that repeal 
becomes an impossible job. Taxes also have a way of being adopted 
by many levels of government once they are successfully collected 
by any one government or entity. 

The tax on gasoline and cigarettes is the best example. First 
came a Federal tax, then a State tax, followed by a city tax, and in 
some instances now, a town tax. 

Applying this analogy to the excise tax on luggage and leather 
goods, what do we find? We find that on May 27, 1953, Gov. John S. 
Fine, of Pennsylvania, proposed to a joint session of the general 
assembly the following: 

A tax on jewelry, furs, toilet preparations, luggage, handbags, wallets, etc., 
similar to the Federal tax, but at 5 percent. 

You will note that Governor Fine said, “similar to the Federal 
tax, but at 5 percent.” 

We fear this is the start of a vicious round of similar suggestions 
in many of the States. The retention of the excise tax on our prod- 
ucts lends an aura of respectability to an indefensible tax and invites 
the States to consider the imposition of similar taxation on our 
produc ts. 

This is a disheartening situation for an industry made up of small- 
business men who have ever since 1941 had to sell personal leather 
goods under the handicap of a substantial excise tax that is resented 
by the consumer and means a considerable loss of business to the 
industry. 

If history repeats itself, and it usually does, the personal leather 
goods industry will have to concern itself with many such ill-advised 
suggestions. Congress has always been concerned with the plight of 
small business and our industry 1s small business. The total business 
done by our entire industry is exceeded by many individual corpora- 
tions in other lines. We haven’t the means, the energy or the in- 
genuity to overcome the handicap of an excise tax, nor have we the 
power of aroused public opinion to help us. 

We sincerely hope that Congress will right the wrong that has been 
done our industry all these years, and stop the chain reaction that 
might well develop from the retention of the 20 percent tax. <A re- 
action which is foreseeable and which would have dire consequences 

Mr. Stmpson. You make a good point there. 

The Cuatrman. You certainly do, and we want to thank you very 
much, 

Mr. Sr. THomas. Thank you. 

(The prepared statement of Mr. St. Thomas follows :) 


STATEMENT RE Excise Tax ON LUGGAGE AND PFRSONAL LEATHER Goops 


(Submitted by William H. St. Thomas, president of St. Thomas, Inc., 
Gloversville, N. Y.) 


This ‘statement is submitted by William H. St. Thomas, president of St. 
Thomas, Inc., located in Gloversville, N. Y. This firm and its predecessor has 
been sskeuraleunenes personal leather goods since 1898. 

This statement is intended to point up two facets of the excise-tax problem 
as it affects luggage and leather goods which need repetition and which should 
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make clear, beyond any doubt, the need for repeal of the excise tax on leather 
gZoous, 

The leather goods which are the subject of this statement are such items as 
wallets, billfolds, key cases, card cases, memorandum cases, briefcases, and mer- 
chandise of similar nature. 


POINT I. LEATHER GOODS IS AN IMPORTANT NECESSITY IN EVERDAY LIFE 


Leather goods is an important necessity in everyday life. The complexity 
of our civilization makes it necessary for all of us, regardless of his station, 
to carry means of organizing those things which of necessity must be carried 
on his or her person. How else could a housewife, businessman, career woman, 
lawyer, salesman, truck driver, policeman, public official, carry the necessary 
identification cards, membership cards, calling cards, credit cards, currency, 
change, notes, driver’s licenses, keys, and the like, in any semblance of order? 
Personal leather goods organizes these vital possessions so that they are in- 
stantly available and protected against wear or loss. 

Could you conceive of an individual carrying a driver’s license stuffed in his 
pocket? No particular place to carry his automobile insurance service card; 
his fishing or hunting license? No particular receptable to hold membership 
cards in organizations? Weare living in an age when identification is extremely 
important and a means of pocket organization is absolutely necessary. 

1. Leather goods are not luxuries, as I have shown, nor were they so con- 
sidered by the Congress when it enacted the Henderson Security Act, in which 
luggage and leather goods were included. 

2. An examination of that act points clearly to the fact that the excise tax 
on luggage and leather goods was a wartime measure, enacted not for revenue 
purposes, but to conserve strategically needed materials. 

8. This is further emphasized and borne out by the fact that the law regarding 
excise taxes contained the provision that repeal was mandatory 6 months after 
the cessation of hostilities. 

The very first sentence in H. R. 5417, the Revenue Act of 1941, points to and 
brings forth most clearly the point we raise. The first sentence says: “A bill 
to provide revenue, and for other purposes.” 

Leather goods were not taxed for revenue, they were taxed for “other pur- 
poses,” being the conservation of raw materials. 

World War II has been over for 8 years, yet the burden of the excise tax, 
enacted for war purposes only, is still retarding the progress of our industry. 
It was never the intention to tax luggage and leather goods for revenue purposes. 
It is contrary to every tenet of fair play to continue the tax beyond its original 
purpose. The luggage and leather goods industry accepted the imposition of 
the tax as its sacrifice in the war effort. It should not still be paying the price 
of such sacrifice 8 years after the successful conclusion of the event for which 
the sacrifice was made. To continue to pay is an irreparable harm which is 
being fosted on an industry which is small and perhaps unable to match its 
energies against those who are large and who are able to withstand the defeat 
any plans to share the burden of Government finance. 


POINT II. TAXES HAVE A WAY OF SELF-PERPETUATION AND ADOPTION 


It is a fair statement to say that taxes have a way of becoming so integral a 
part of the economie system that repeal becomes an impossible job. Taxes also 
have a way of being adopted by many levels of Government once they are suc- 
cessfully collected by any one Government or entity. 

The tax on gasoline and cigarettes is the best example. First came a Federal 
tax, then a State tax, followed by a city tax and in some instances now, a town 
tax. 

Applying this analogy to the excise tax on luggage and leather goods, what 
do we find? We find that on May 27, 1953, Gov. John §S. Fine, of Pennsylvania, 
propose to a joint session of the general assembly, the following: 

“A tax on jewelry, furs, toilet preparations, luggage, handbags, wallets, etc., 
similar to the Federal tax, but at 5 percent.” 

You will note that Governor Fine said, “Similar to the Federal tax, but at 
5 percent.” 

We fear this is the start of a vicious round of similar suggestions in many 
of the States. The retention of the excise tax on our products lends an aura of 
respectability to an indefensible tax and invites the States to consider the 
imposition of similar taxation on our products. 
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This is a disheartening situation for an industry made up of small-business 
men who have ever since 1941 had to sell personal leather goods under the 
handicap of a substantial excise tax that is resented by the consumer and 
means a considerable loss of business to the industry. 

If history repeats itself, and it usually does, the personal leather goods 
industry will have to concern itself with many such ill-advised suggestions. 
Congress has always been concerned with the plight of small business and our 
industry is small business. The total business done by our entire industry is 
exceeded by many individual corporations in other lines. We haven't the 
means, the energy or the ingenuity to overcome the handicap of an excise tax, 
nor have we the power of aroused public opinion to help us. 

We sincerely hope that Congress will right the wrong that has been done our 
industry all these years, and stop the chain reaction that might well develop 
from the retention of the 20-percent tax. A reaction which is foreseeable and 
which would have dire consequences. 


The Cuarrman. The next witness is Mr. R. A. Totty, vice presi- 
dent, Seward Luggage Manufacturing Co., Petersburg, Va. 


STATEMENT OF R. A. TOTTY, VICE PRESIDENT, SEWARD LUGGAGE 
MANUFACTURING CO., PETERSBURG, VA. 


Mr. Torry. Thank you, Mr. Chairman. 

The Cuamman. We are glad to see you here. If you will give your 
name and capacity, please, you may proceed. 

Mr. Torry. R. a Totty, vice president, Seward Luggage Manu- 
facturing Co., Petersburg, Va. 

I have very little to say, sir, because of the lateness of the hour. 
My appeal is for the repe al of the excise tax on luggage because of 
its inequity and its continued existence despite its unfairness. I am 
not going to bore you with a reading of this brief, but I would like 
to have it put in the record. 

The Cuarrman. Without objection, it will be made a part of the 
record, and we want to thank you for your appearance. 

(The statement referred to follows :) 


STATEMENT Re Excise TAx On LUGGAGE AND PERSONAL LEATHER Goops 


(Submitted by Robert A. Totty, Vice President Seward Luggage Manufacturing 
Co., Inc., Petersburg, Va.) 


This statement is submitted by Robert A. Totty, vice president of Seward 
Luggage Manufacturing Co., Ine., of Petersburg, Va., one of the oldest manu- 
facturers of luggage and trunks in the United States. 

My appeal to this committee is for repeal of the excise tax on luggage because 
of its inequity and its continued existence despite its unfairness. 

I shall address myself first to the excise tax as an unfair distortion of legis- 
lative purpose. 


POINT I. THE EXCISE TAX ON LUGGAGE AND LEATHER GOODS WAS STRICTLY A WAR 
CONSERVATION MEASURE 


At the very outset, it might be well to dispel any thought that the excise tax 
on luggage and leather goods exists because they are luxuries. That myth 
should be dispelled at once. Who are the users of luggage? They are the travel- 
ing public. These fall into two classifications: the essential traveler whether he 
be businessman, salesman, Congressman, doctor, engineer, or of another pro- 
fession, and all of the rest of us who may take all too short vacation periods. 
Today, in addition to those of us who took vacations before the war, there are 
perhaps 40 million workers of the country who enjoy annual vacation periods 
with pay. 

No excise tax is collected on the suit a man wears on his back, nor on his under- 
clothing or shoes, yet there is an excise tax on the bag in which he must carry 
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his clothing and the very wallet in which he carries his all too little vacation 
money. 

Luggage is a tool of a man’s trade or profession. A sample case is to a sales- 
man what a hammer and saw are to a carpenter and what a wrench is to a me- 
chanic. We do not tax these implements of a man’s trade. Why penalize the 
salesman? A brief case is as essential to an accountant as a micrometer is to a 
lathe operator. No excise tax is collected on the micrometer. 

Luggage is not a luxury nor was it so considered by the Congress when it 
enacted the Henderson Security Act in which luggage and leather goods were 
included. 

An examination of the act points clearly and unmistakably to the fact that the 
excise tax on luggage was a wartime measure enacted not for revenue purposes, 
but to conserve strategically needed materials. 

The mind of Congress on this all-important point is clear when section 3406 of 
the Revenue Act of 1941 is read. Under that section we find luggage and leather 
goods classed with such items as electric appliances, photographic apparatus, 
electric signs, business and store machines, rubber articles, washing machines, 
and optical equipment. Without more than just a cursory reading of these 
articles, it is evident that these articles under this manufacturers’ excise tax 
(sec, 552) are articles whose component parts consisted of vital war materials. 
Luggage and leather goods were in this category. The reason is obvious. 

The components of luggage and leather goods are leather, wood, brass, steel, 
rayon and cotton linings. All materials which were so badly needed during the 
war. It is beyond the shadow of a doubt to say that Congress placed an excise 
tax on luggage and leather goods to curb their sale not because they were 
luxuries, but because the components constituted such vital war materials. Who 
can say that leather, wood, brass, steel, rayon and cotton did not play a vital 
part in winning the war? 

The proof of this fact becomes even more apparent when the very next section 
of the Revenue Act of 1941 is read. That section (sec. 553), imposes a retailers’ 
excise tax on what? Jewelry, furs, toilet preparations—purely and uncontro- 
versially luxury items. If luggage and leather goods were in the luxury class, 
surely Congress would have placed them in section 553 rather than in section 
doz 

The very first sentence of H. R. 5417, the Revenue Act of 1941, points to and 
brings forth most clearly the point we raise. The first sentence says: “A bill to 
provide revenue, and for other purposes.” 

Luggage and leather goods were not taxed for revenue, they were taxed for 
other purposes. These other purposes being the conservation of vital raw 
materials. 

World War II has been over for 8 years, yet the burden of the excise tax, 
enacted for war purposes only, is still retarding the progress of our industry. 
It was never the intention to tax luggage and leather goods for revenue pur- 
poses. It is contrary to every tenet of fair play to continue the tax beyond its 
original purpose. The luggage and leather-goods industry accepted the imposi- 
tion of the tax as its sacrifice in the war effort. It should not still be paying 
the price of such sacrifice 8 years after the successful conclusion of the event 
for which the sacrifice was made. To continue to pay is an irreparable harm 
which is being foisted on an industry which is small and perhaps unable to match 
its energies against those who are large and who are able to withstand and 
defeat any plans to share the burden of Government finance. 


POINT II. THE EXCISE TAX ON LUGGAGE AND PERSONAL LEATHER GOODS IS 
DISCRIMINATORY 


Pursuing further the point outlined heretofore, it becomes quite evident that 
the retaining of an excise tax on luggage and personal leather goods, having 
been divorced from its original purpose, is now being used for the purpose of 
raising revenue, 

What justification is there for this tax? When considered in the light of the 
many hundreds of items which are not taxable, the answer is obvious. There 
is no justification for the imposition of an excise tax on luggage and personal 
leather goods. 

When a tax is put on some businesses, and not on others, those businesses 
which are taxed are burdened with a special penalty. Can anyone deny that this 
is discrimination by the Government? A business which is punished by a special 
tax just cannot compete on fair and equal terms for the consumer's dollar. Lug- 
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gage and leather goods are competing with hundreds of other items which are 
completely free of excise tax. How can such unfair competition be justified by 
the Government which through its very laws is constantly on the alert to prevent 
unfair competition amongst businesses? Is there such a thing as degrees of 
unfair competition merely because the Government sanctions—yes—legislates 
unfair competition on the one hand and then attempts to outlaw unfair compe- 
tition on the other? Unfair competition by taxation is truly a vicious deed. It 
is all the more repugnant because of it’s sanction by law. It is definitely con- 
trary to the free flow of business which is one of the bulwarks of our economic 
freedom. 

Not only is the excise tax on luggage and leather goods discriminatory per se, 
but it is even discriminatory among the products which are produced in the 
industry. The lack of any reason for this discrimination is revealed sharply 
in some of the contradictions which result from these taxes. Just to mention 
a few examples—a briefcase made of leather or imitation leather is taxable. 
A briefcase made of fabric other than leather or imitation leather is not taxable. 
An overnight case for carrying wearing apparel is taxable, but a liquor flash 
case for carrying bottles of liquor is not taxable. A leather cigarette case is 
not taxable but a billfold for carrying money is taxable. A cover case for 
matches, pipes, and playing cards is not taxable but a card case for holding 
necessary business cards is taxable. Where is the logic? Where is the justice? 

Not only does the excise tax on luggage and leather goods discriminate among 
products, but it is also discriminatory among people. The excise tax on luggage 
is unfair to millions of people who have to live on small pensions or on small 
fixed salaries. Travel and recreation have become a part of our normal stand- 
ard of living. Labor contracts covering millions of employees for the most part 
contain vacation clauses of varying lengths. What good is it to give an employee 
the time for a vacation and then tax away from him the ability to utilize this 
time? Low-income groups are directly affected by the excise tax on luggage 
as it deprives many of them of their pleasures and of their recreation 

The injustice of the tax is further emphasized by the fact that it is in no way 
related to the income of either the seller or the buyer. It hits hardest those 
least able to bear it. A wallet, a suitcase, a brief case—each an ordinary, 
everyday item, contributing to the standard of living for which America has 
hailed—are subject to a tax. A tax which from practical usage is nothing short 
of a sales tax from which there is no escaping the obvious—that such a tax 
falls most heavily upon lower income groups 

For these reasons, this committee should correct a grievous wrong. Repeal the 
excise tax on luggage. 

The CratrmMan. The next witness is Mr. Arthur S. Boettcher, 
chairman, tax committee, National Luggage and Leather Goods 


Dealers’ Association. 


STATEMENT OF ARTHUR 8. BOETTCHER, CHAIRMAN, TAX COM- 
MITTEE, NATIONAL LUGGAGE AND LEATHER GOODS DEALERS’ 
ASSOCIATION, LANSING, MICH. 


Mr. Boerrcuer. Mr. Chairman, I would like to confine myself to 
points 3 and 5 in my statement. 

My name is Arthur Boettcher, and I represent the National Lug- 
gage Dealers’ Association as tax chairman of the committee. 

We know that the Government is losing large sums of money every 
day through the operation of unscrupulous people who operate dis- 
count houses and fake wholesale house, and mislead the public into 
thinking they're buying at wholesale when actually they are selling at 
retail prices under the misnomer of wholesale. Of course, the Gov- 
ernment is collecting no tax from these individuals. We are sure that 
the Congressmen are also alert to the fact that a great deal of the tax 
that is being collected by similar operations is not being turned into 
the Government. Also, they avoid collecting or paying tax by writ- 
ing the taxable item up as an untaxable item. 
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We find more and more luggage and leather-goods stores, in order 
to survive, carrying unrelated items that are definitely nontaxable, 
yet luxury items. These are found to be expensive to handle, give a 
lower margin of profit, and demand a higher operating cost. These 
merchants will eventually find themselves losing their identity as 
speciality stores. 

In closing, Mr. Chairman and members of this Committee on Ways 
and Means, I wish to thank you for this opportunity to represent the 
“little fellows” in business upon whom this burden of taxation has been 
placed and who through all of the World War IT and the recent 
Korean conflict bore this extra burden as any good American patriot 
would. I hope that the evidence that I have presented has in some 
measure helped you to understand the feelings of my members, the 
industry, and the feelings of John Q. Public on a discriminating and 
unfair tax of this nature. 

The Cratrman. Thank you very much. 

Mr. Borrrcuer. I would like to say, Mr. Chairman, that we appre- 
ciate the work that you are doing, and I am sorry Mr. Knox is not here 
because he is not only a friend but he is a customer of mine. 

The CuHarrMan. I want to tell you that Mr. Knox is a fine Represent- 
ative, and you should be proud of him. I know he deeply regretted 
having to go home. Your brief will be made a part of the record. 

(The statement referred to follows :) 


STATEMENT Re Excise TAx ON LUGGAGE AND PERSONAL LEATHER GOoops 


(Submitted by Arthur S. Boettcher, Liebermann Trunk Co., Lansing, Mich.) 


This statement of Arthur S. Boettcher of Liebermann Trunk Co., Lansing, 
Mich., is presented to the House of Representative Ways and Means Commit- 
tee considering revisions of the 20-percent excise tax on luggage and leather 
goods. 

POINT I. WHAT IS A LUXURY? 


This, gentlemen, is what is commonly known as a two-suiter. This is a neces- 
sity to many people including Members of Congress. I don’t believe anyone 
would argue that they felt that their two-suiter was a luxury. However, on this 
hand we have a portable liquor case. This, gentlemen, does not carry a Federal 
excise tax. This is defined as a necessity. 

Let’s look at our briefcase: this is also considered a luxury item. But again 
you know as well as I that a businessman and a Congressman or Representative 
would have a difficult time stuffing his pockets with copies of the Congressional 
Record. On the other band we have a picnic kit which of course is used for those 
too few days which all of us have to enjoy an outing with the family; this, 
gentlemen, is classified as a necessity. 

Now we come to the lady’s handbag. This is classified as a luxury item. Of 
course, aS your Wives or secretaries will tell you, this is definitely a necessity. 
Next we come to the jewel box—this many women may think of as necessary 
to keep their trinkets, mementos and earrings in, where the top bureau drawer 
would do just as well. This, gentlemen, is not a taxable item. 

I have in my hip pocket a billfold. I keep in here a certificate of satisfactory 
service in the Marine Corps in World War II, my driver's license, blood-plasma 
ecard, lodge cards, social security, draft cards, and so forth, and vevy little of the 
green. I would make a ludicrous figure if I were in a position where I had to 
produce any one of these items in a hurry going from pocket to pocket only to 
find that I'd left the one I needed in the suit I wore last week. This, on the 
other hand, is a diary. In this little book I can keep a record of my deeds and 
misdeeds which in later years would be buried at the bottom of some taxable 
trunk in the attack or would be used against me in an investigation as evidence. 
This, of course, is classified as a necessity, and also carried no tax. 

We find a great deal of confusion not only among the retailers but among the 
public as well. They do not seem to understand why a garment bag purchased 
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at a notions counter does not carry tax when the same article purchased in the 
luggage department is taxable. It’s rather a difficult thing to explain. Also, 
why a leather ring binder with an outside zipper pocket is taxable when the 
same ring binder without the zipper is not taxable. Why some plastic or canvas 
notebooks for school children are classified as taxable when others are not. This, 
indeed, causes a great deal of confusion among all of us. 

The tax was removed from baby oil because it was found to be quite necessary 
to the welfare of infants. Are not these items necessary to the welfare of the 
people of a Nation with a high standard of living that we are so proud of? 


POINT II. DISCRIMINATION 


This tax definitely is discriminating against the public who find it necessary 
to purchase one or the other of these items in order to operate their business or 
to replace an old, prewar piece. The tools of the carpenter are not taxed 
why should the tools of an insurance man or a Congressman be subject to tax? 
Why discriminate against the fair sex in our country? Women's garments, with 
the exception of blue jeans, do not have pockets in which to carry the feminine 
clutter. Therefore, it is absolutely neecssary that they have a handbag and a 
billfold. 

We know of no other industry of a comparable size whose products have been 
taxed indiscriminately, nor which has carried the burden that we have been 
forced to carry since 1943, and which the Congress promised to remove 6 months 
after hostilities ceased in World War II. We ask you, gentlemen, in all fairness, 
that you consider this promise and the evidence of a struggling industry, and 
remove this tax at the earliest possible date. 


POINT III. LOSS OF REVENUE TO THE GOVERNMENT 


We know that the Government is losing large sums of money every day throug 
the operation of unscrupulous people who operate discount houses and fake 
wholesale houses, and mislead the public into thinking they're buying at whole- 
sale when actually they are selling at retail prices under the misnomer of whole- 
sale. Of course, the Government is collecting no tax from these individuals. We 
are sure that the Congressmen are also alert to the fact that a great deal of the 
tax that is being collected by similar operations is not being turned in to the 
Government. Also, they avoid collecting or paying tax by writing the taxable 
item up as an untaxable item. 

I would also refer you to the report of Leon Henderson which was presented 
to this committee some time ago on loss of income tax due to the 20-percent 
excise tax. 

POINT IV. LOSS OF REVENUE TO THE RETAILER 


This, of course, has made unfair competition to the honest, hard-working 
retail merchant. How long can he cope with this situation and still survive? 
Any product would be priced out of the market today if an additional 20 percent 
were added to the cost, for we are living in a highly competitive era where all 
industries are fighting it out for the consumer dollar. The increasing reluctance 
of the consumer to pay this so-called luxury tax is growing by leaps and bounds, 
They decide to make the old carpetbag do—this, of course, leads to a lower volume, 
and with the increased operation costs, have cut down the retailer’s profit to a 
point where he pays less and less corporate and income taxes, where the Govern- 
ment loses again. 

POINT V. STRUGGLE FOR SURVIVAL 


We find more and more luggage and leather-goods stores, in order to survive, 
carrying unrelated items that are definitely nontaxable, vet luxury items. These 
are found to be expensive to handle, give a lower margin of profit, and demand a 
higher operating cost. These merchants will eventually find themselves losing 
their identity as specialty stores. 

In closing, Mr. Chairman and members of this Committee on Ways and Means, 
I wish to thank you for this opportunity to represent the “little fellows” in busi- 
ness upon whom this burden of taxation has been placed and who through all 
of World War II and the recent Korean conflict bore this extra burden as any 
good American patriot would. I hope that the evidence that I have presented 
has in some measure helped you to understand the feelings of my members, the 
industry, and the feelings of John Q. Public on a discriminating and unfair tax 
of this nature. 
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The CuarrmMan. Next we will be very pleased to hear from Mr. Max 
Berkowitz, director, National Authority for the Ladies’ Handbag 
Industry, New York City. 

We are glad to see you here, sir. 


STATEMENT OF MAX BERKOWITZ, DIRECTOR, NATIONAL AUTHOR- 
ITY FOR THE LADIES’ HANDBAG INDUSTRY, NEW YORK CITY 


Mr. Berxowrrz, Thank you very much. 

Mr. Chairm: 7" and gentlemen, my name is Max Berkowitz. Tama 
director of the National Authority for the Ladies’ Handbag Industry, 
a national trade association of handbag manufacturers. There are 

250 handbag manufacturers in our organization, and they produce 
ap proximately 70 percent of the total produ ction of hs andbags i in the 
United St: ites. 

The women’s handbag industry in the United States, under normal 
conditions, 1S a compara itive ly small industry. There are approxi- 
mately 700 manufacturers of h: andbags 1 in the United States located in 
90 different § State The industry gives employment to approxim: ately 
15.000 workers of which 10,000 are women and 5,000 men. The in- 
a stry also olives employment to many thousands of workers in fac- 
tories that supply the handbag industry with the various materials 
required in the making of handbags. Leathers, fabrics of various 
kinds, metals, and plastics. These figures are based on information 
ay ailable from member manutacturers and the International Pocket- 
book Workers’ Union, A. F. of L. 

Prior to April 1, 1944, the date when the excise tax on handbags 
became effective, there was a 10-percent tax on luggage, trunks, and 
so forth, at the manufacturing level. 

We are convinced that at the time the House Ways : and Means 
Committee was considering the increase of the tax on luggage from 
10 percent to 20 percent and changing the manuf: .cturing Toval to 
the retail level, the term “bag” was confused with an article of lug- 
gage commonly known as a bag, and was not intended to mean a 
woman’s handbag. 

The luggage and ladies’ handbag industries are two entirely dif- 
ferent industries. They serve different purposes. A woman’s hand- 
bag is used by women as an accessory to their complete costume. In 
the luggage industry a handbag is an article made to use for travel- 
ing purposes. The two industries use different materials and employ 
different classes of labor. They are distinctly two entirely different 
industries. 

When bill H. R. 3687 came before the Senate Committee on Fi- 
nance in 1943, handbags appeared as a separate item and was not 
coupled with luggage. It was then too late, however. to convince the 
committee that the women’s handbags had no relationship whatever 
to any article of luggage. 

Excise taxes in the main have been taxes on luxuries. Taxes levied 
upon nonessentials may be socially and from an economic standpoint 
justifiable, but it is commonly recognized that necessities ought not 
to be made the basis for any form of taxation. The House W ays 
and Means Committee in the year 1944, the year when the excise tax 
was placed on handbags, stated that it is possible to select those 
goods which are clearly luxuries and tax them at a rate in accord 
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with the particular market situation, so the first premise is that the 
article to be taxed is a luxury. 

We should not lose sight of certain fundamental standards which 
are part and parcel of our American way of life. We should inquire, 
in imposing an excise tax: Is the tax fair and equitable? Is it free 
from discrimination? Is the article to be taxed really and truly a 
luxury article? Is it an added comfort which most consumers could 
do without and should do without? Or, on the contrary, it is a utility 
product which serves a needed and useful purpose and is an impor- 
tant part of the civilian economy of this Nation ? 

The handbag is the only article of women’s accessories which is 
subjected to an excise tax, although it is the most important of all 
the accessories worn by a woman. It is more important than hats, 
belts, scarfs; none of which are taxed. We see women on the street 
without hats, without gloves, and even without stockings. Observe 
whether you ever see a woman on the street without a handbag. 

We are discussing here a luxury tax on a product that the United 
States Government itself has classified as essential to every woman. 
The War and Navy Departments listed handbags as “required” arti- 
cles of apparel for the WAC’s, the WAVES, and the women’s 
branch of the Marine Corps during World War II. They still clas- 
sify handbags as essential for the women of our Armed Forces. 

And, because handbags are necessities, and necessary to every 
American woman, every American woman is conscious of the luxury 
tax on handbags. This is not a “hidden” tax that they have become 
less conscious of since the time it was first imposed in 1944 as a “tem- 
porary” war measure. 

Throughout the country, women’s clubs, consumer groups, the press, 
and plain ordinary housewife and office worker have repeatedly ex- 
pressed their abhorrence of this tax. This universal repugnance to 
the excise tax on handbags has become common knowledge. It has 
been so keenly felt and acknowledged that State legislatures through- 
out the country are introducing and passing resolutions memorializ- 
ing Congress to repeal the excise tax on handbags. New Mexico, Ari- 
zona, Michigan, Connecticut, and New Jersey since January 1953 have 
already passed resolutions. In other States they have been intro- 
duced and will undoubtedly be passed before ve ry long. 

Typical of the resolutions passed by the States previously named, 
the following resolution adopted by the Illinois legislature on April 23 
1953: 


Hovuse JOINT RESOLUTION No. 46 


Whereas during World War II the Congress of the United States imposed a 
20 percent excise tax on ladies’ handbags to restrict consumer purchases and to 
preserve basic raw materials, which were then in short supply, and make them 
primarily available for war use; and 

Whereas this need no longer exists and the tax on handbags is a tax on a 
commodity which is a necessity; and 

Whereas the discriminatory taxing of a handbag works a hardship and inequity 
upon the women only: Therefore, be it 

Resolved by the House of Representatives of the 68th General Assembly of 
the State of Illinois, the Senate concurring herein, That we respectfully urge the 
Congress of the United States to immediately enact legislation to repeal the in- 
equitable and discriminatory excise tax on ladies’ handbags; and that suitable 
copies of this resolution be forwarded by the Secretary of States to the President 
and Vice President of the United States, to the Speaker of the House of Repre 


87746—53—pt. 4——31 








2634 GENERAL REVENUE REVISION 


sentatives, to the chairman and each member of the Committee on Taxation in 
each House of Congress, and to each Senator and Representative from the State 
of Illinois in the Congress of the United States. 

This is the way the Philadelphia Inquirer put it in a recent editorial 
on their editorial page : 

Since most Members of Congress are men they’ve put a tax on handbags as a 
luxury presumably on the sound theory that men pay for them anyway. But the 
women are up in arms, and we doubt that the men can get away much longer with 
calling handbags luxuries, and taxing them. 

The American woman has never ceased being conscious of this unfair 
tax since it was first put into effect. As Phillis Battelle, INS feature 
writer, said recently, “The facts are perfectly obvious to women.” To 
every woman and any woman, a handbag is as essential as the shoes 
she puts on her feet. 

The industry which I represent here, the handbag industry of the 
United States, has been deprived of its natural ability to grow by this 
wartime excise tax. It is impossible for us to attract new business 
brains, new blood, new designing talent, to an industry’that has been 
weakened and sickened by a tax situation. America as a whole does 
not and cannot profit when small business is rendered stagnant. 

This tax was labeled in 1944 a “temporary” measure. In 1950 its 
repeal was prevented only by the out reak of hostilities in Korea. 
Now we are again at peace. Now, again, I appeal to you on behalf of 
all the women in America—who have no choice except to buy hand- 
bags to fill their personal needs. 

The handbag industry in the United States is unfortunate in that 
we have only 11 women in Congress and 1 woman in the Senate. I 
am certain that if a majority of the Members of Congress and of the 
Senate were women I would not have to be here pleading with you 
to remove the 20-percent excise tax from handbags. I plead with you 
to correct this injustice that has required women to pay this unfair 
and discriminatory tax during the past 9 years. 

The handbag industry is grateful to the two Congresswomen who 
introduced bills for the removal of the excise tax from h: undbags. Bill 
H. R. 587, introduced by Mrs. St. George, and bill H. R. 2854, intro- 
duced by Mrs. Kelly, both have been referred to this committee. To 
the nine Congressmen who have introduced bills in the House of 
Representatives which have as their purpose complete elimination 
of the excise tax on handbags, and to many others who have assured 
us of their aid and cooperation, the handbag industry is deeply 
grateful. 

Gentlemen, I want to thank you for your kind attention and beg 
you to please give favorable consideration that will bring about the 
emuiivil of the 20-percent excise tax from ladies’ handbags. 

The Cuarrman. Thank you, Mr. Berkowitz. 

Mr. Berxowrrz. Thank you. I want to thank you, and I hope the 
next time I meet you gentlemen it is to thank you for the repeal of 
the excise tax. 

The Cuarrman. The next witness is Mr. Benjamin ¢ Shapiro, presi- 
dent, National Handbag and Accessories Salesmen’s Association, Inc., 
of New York. 

We are glad to see you here. If you will give your name and 
capacity, please? 
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STATEMENT OF BENJAMIN SHAPIRO, PRESIDENT, NATIONAL 
HANGBAG & ACCESSORIES SALESMEN’S ASSOCIATION, INC., NEW 
YORK 


Mr. Suapiro. Mr. Chairman and members of the committee, my 
name is Benjamin Shapiro. I am the president of the National H: and- 
bag & Accessories Salesmen’s Association, Inc. 

Briefly, instead of reading this I will tell you what Imean. No. 1, 
business is bad with us. We have lost 10 percent of our membership 
because they cannot make a living at selling bags. Those that are 
still sticking to it are a little bit longer in the game, and they have 
added untaxable items like scarfs, and so forth, and to make a living 
they now<arry multiple lines. 

The next thing I would like you to consider is that we have never, 
and we have the representatives of the Manufacturers Association, 
we have never been able to obtain during the excise-tax period a com- 
mission-rate increase even though we are asked to pay our own hotel 
bills, entertainment, and transportation costs. You can just see for 
yourself how that has risen; we have to take the licking. 

If you will just follow me on page 2 I will read one par agraph 
and then the conclusion. The paragraph I am referring to is as 
follows: 

I want to thank you for remaining in Washington after the 83d Congress 
bas recessed so that you can give consideration to matters of interest to us. 
I also want to thank you for permitting our organization to be present and 
express our views at this hearing. 

You know all our troubles now. 

Conclusions: As for the men of our association, your favorable 
action will add strength to their livelihood, create a greater incen- 
tive for hard work, ‘and prolong their stay on earth so that they 
do not have to meet the fate, as portrayed in that great play and 
picture, the Death of a Salesman. 

The Cuarmman. We certainly thank you, sir, and without objection, 
that will be made a part of the record. 

(The statement referred to follows :) 


STATEMENT OF BENJAMIN SHAPIRO, PRESIDENT OF THE NATIONAL HANDBAG & 
ACCESSORIES SALESMEN’S ASSOCIATION, INC. 


Mr. Chairman, members of the House Ways and Means Committee, my name 
is Benjamin Shapiro. I am the president of the National Handbag & Acces 
sories Salesmen’s Association, Inc. This organization was founded 24 years 
ago and embraces in its membership the vast majority of men selling handbags, 
at wholesale, for a living. The method of employment, as it exists now is that 
our men principally work on a commission basis, and pay their own traveling 
expenses, hotel rents, entertainment, etc. I regret to state that, through resig- 
nation and suspension, we have this year lost 10 percent of our membership. 
It is my belief, as many have stated, that their earnings in the selling of handbags 
had diminished considerably and they sought work in other fields. Despite all 
the efforts of our organization, we have been unable to secure an increase in 
commission rates during the entire period of the 20-percent-excise-tax operation. 
The majority of those of us that still pursue the selling of handbags as a liveli- 
bood are finding tough going and have augmented our efforts by selling such 
items as scarfs, underwear, and other nontaxable items. 

I want to thank you for remaining in Washington after the 88d Congress has 
recessed so that you can give consideration to matters of interest to us. I alse 
want to thank you for permitting our organization to be present and express 
our views at this hearing. 
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Our handbag industry suffers from underconsumption. This results in over- 
production of the product and causes a competitive state for what business is 
available, to the extent that profits are utterly diregarded and many firms 
winding up their fiscal year in the red. Several of the manufacturers that have 
been in the handbag business for 25 years or longer, who survived during the 
depression period, have been forced out of business because of the terrific com- 
petition that now exists. Many of our members have suffered financial loss be- 
cause of the retirement of these firms. 

Our association has never fully understood why the handbag, an article of 
everyday necessity by the women of this country, was singled out for a 20- 
percent tax. I would, at this point, suggest that you ask the women folk of 
your own family if they can do without a handbag, and perhaps get an expression 
from them how they feel about a 20 percent tax. The women of America, 
through the press, have loudly protested against this injustice. 

I should like to recommend the elimination of this excise tax on handbags. 
The elimination of this 20-percent tax will give further employment to our in- 
dustry and will eliminate long lay-offs of the workers. The factories will start 
earning a profit, and this profit will pay taxes to our Treasury in goodly amounts. 
Our workers will not drain moneys from the unemployment-insurance funds. 
The individual worker will be paying an income tax, which will to a great de- 
gree offset any loss of revenue now obtained through the excise tax. Handbags, 
always a gift item at Easter season, Mother’s Day, and the Christmas holidays, 
will return in favor to the consumer because no longer will it be necessary to 
spend $6 to buy a $5 gift item, etc. This return of the handbag as a gift item 
will considerably help our industry and create the necessary additional income 
for the manufacturer, the retailer, and the salesman. Many specialty stores 
that have discontinued the sale of handbags, because that was the only excise 
taxable item in their store, have promised to again put handbags on their coun- 
ters when this tax is eliminated. This shall result in a benefit to all. 

On behalf of our organization, I most respectfully ask you, in your delibera- 
tions, to give heed to our problems and remove this excise tax burden, which 
has crippled our industry, and made it most difficult for the salesman to earn 
a livelihood. This applies especially to men who have been employed in the 
handbag industry for many, many years and cannot today move into other 
fields. As I understand it, the imposition of the tax was made to act as a deter- 
rent toward unnecessary spending, and the consumption of scarce articles need- 
ed for the war. That condition no longer exists. Fair play toward the women 
of America and toward our industry, should, as quickly as possible, eliminate 
completely this burdensome 20-percent tax. 

As for the men of our association, your favorable action will add strength 
to their livelihood, create a greater incentive for hard work, and prolong their 
stay on earth so that they do not have to meet the fate, as portrayed in that 
great play and picture. the Death of a Salesman. 


The CramrMan. The next witness is Mr. Ossip Walinsky, president, 
International Handbag, Luggage, Belt, and Novelty Workers’ Union, 
American Federation of Labor, New York, N. Y. 


STATEMENT OF OSSIP WALINSKY, PRESIDENT, INTERNATIONAL 
HANDBAG, LUGGAGE, BELT, AND NOVELTY WORKERS’ UNION, 
AMERICAN FEDERATION OF LABOR, NEW YORK, N. Y. 


Mr. Wattnsxy. Mr. Chairman, it is only proper that I, as president 
of the union, should be the last one to speak. 

The Cuatrman. Did you give your full name and address and the 
capacity in which you appear? 

Mr. Waxtnsky. My name is Ossip Walinsky. I am the president 
of the International Handbag, Luggage, Belt, and Novelty Workers’ 
Union, AFL, a union comprising the three principal branches of our 
industry, namely, ladies’ handbags and pocketbooks, luggage and 
personal leather goods. 
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Your committee is fully familiar with the subject matter under 
discussion, and I am here today to sum up the position of our union 
in as simple and concrete a manner as I possibly can, to wit: 

There is general agreement that the items of our manufacture 
are necessaries and not luxuries; therefore, Congress was certainly in 
error in classifying our products as luxury items—hence, the imposi- 
tion of a luxury tax, which is, to say the least, unjustified and 
discriminatory. 

The Congress of the United States never redeemed its pledge 
given to our industry that the excise tax would be removed upon 
cessation of hostilities, and believing as we do, with all our hearts, in 
the democratic processes of our beloved country, we retained our 
faith all through the trying years waiting for the redemption of said 
pledge. 

3. A Ways and Means Committee of Congress did consider favor- 
ably the removal of the shackles on our industry in the form of the 
excise tax prior to the outbreak of hostilities in Korea, but the war 

Korea, the rearmament of our country, the need for higher taxes 
pigeonholed favorable congressional action—hence, the continued 
phigh of our industry and the continued excise tax. 

. We respectively submit that the truce in Korea and the awaited 
revision of our tax structure are again a challenge to Congress to right 
ax wrong and redeem a pledge to remove the shackles imposed upon 
us by the discriminatory so-called excise or luxury tax. 

I must state, in no uncertain manner, that the more than 60,000 
breadwinners and their dependents depending for their livelihood on 
the items of our maufacture—namely, ladies’ handbags and _ pocket 
books, luggage and personal leather goods items—consider them- 
selves the forgotten men at the hands of Congress; hence, my appeat 
ance again before your committee to register our protest at the failure 
of aes to accord us justice. 

The plight of our industry and the extreme hardships on manu- 
ticity or aa worker alike can be summed up in one sentence—namely, 
the volume business in handbags has dwindled from $200 million at 
wholesale in 1946 to less than $135 million in 1952, a condition which 
has undermined the credit standing of manufacturers, made for the 
largest number of bankruptcies (more than 90 percent of our em- 
Pp sloye ‘rs are small-business men operating on a limited capital and em- 
ploying on an average less than 26 wor rkers) and has been the cause 
of great unemployment and underemployment of tens of thousands 
of our workers. Full-time employment, full week take-home pay 
(and workers have to live 52 weeks in the year) have become the 
7 ion rather than the rule. 

Our workers, as well as our manufacturers, fail to understand 
why an excise tax on ladies’ handbags, luggage, personal leather goods 
which yields oe Government only $93 million a year—when we deal 
in budgets of $72 and $74 billion a year—yes, why a $93 million unjust 
excise tax ‘aed be permitted to ruin a close to $500 million industry. 
We believe that our manufacturers deprived of a profit and our 
workers deprived of an income would make up a substantial part of 
the excise tax in the form of direct payments to the Government in 
larger taxes on the incomes of employers and larger collections from 
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the withholding taxes of the workers if the excise tax was removed 
and a normal volume of business obtained. 

That our manufacturers and workers alike feel that we are the 
“forgotten men” at the hands of our legislators has been proven time 
and again—particularly, this very day; and, I am here to put it on 
record. Of course, I refer to the following: 

(a) The United States Treasury’s position has been all through 
the years of our suffering that it would be unfair to single out one 
group for favorable excise tax removal treatment ahead of others 
no matter how justified. 

(6) We were told of late that the administration program calls 
for general tax revision next year to iron out many inequities and 
provide relief from particular tax hardships including those of the 
motion-picture exhibitors. 

(c) Yet, the House of Representatives and the Senate in the last 
weeks of the recent congressional session repealed the excise tax in 
the amount of 20 percent for moviegoers to afford relief to the motion- 
picture exhibitors. 

(7) We are told that this unilateral action of Congress will cost 
the Government at least $100 million in annual revenues, and yet, 
it was done post-haste in face of general admission on the part of ‘the 
motion-picture exhibitors that they planned to raise the price of 
admission to what it is now, the price plus tax, and pocket the dif- 
ference for themselves on the ground that in many cases, according 
to spokesmen for the exhibitors, this would mean the difference be- 
tween continued losses and modest profits. 

(e) We are the “forgotten men” even at the hands of the Senate 
Small Business Committee which issued a report yesterday on the 
problems of independent motion-picture exhibitors which called for 
removal of the tax and termed it a prudent and necessary step to aid 
the distressed industry. 

(f) The New York Times of Thursday, August 6, 1953, on its front- 
page appraisal of said congressional action states very clearly that 
professional lobbyists did the finest job in the matter of repeal of 
the excise tax for movie-picture patrons though said patrons would 
not benefit by the removal of the tax; that the ‘lobbyists did the most 
effective and best-organized grassroots lobby job ever seen in Wash- 
ington; that the drive for the repeal of the tax directed by the motion- 
picture organizations began before the elections last fall and continued 
unabated until Congress approved a bill in a burst of speed and with 
a minimum of controv ersy; that Mr. Eric Johnston, president of the 
Motion Picture Association of America, conferred at the White House 
with Sherman Adams, the President’s chief assistant, in order to 
make sure that the President of the United States would sign the 
repealer. 

I am here to certainly hail the President of the United States for 
placing a veto on that bill. 

In conclusion, I respectfully submit that our industry, to its great 
credit, never engaged in lobbying, never engaged lobbyists, for that 
matter, we are too poor even to think i in terms of lobbyism or lobbyists. 

What price poverty! What price political ineffectiveness! What 
price lack of political influence! 

I hope that your committee will, in all fairness and justice, accord 
our case of discrimination and our plight of inequality the considera- 
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tion it merits for if the cry of the National Association of Manu- 
facturers in the United States and the United States Chamber of 
Commerce against the injustice of the excess-profits tax is ever to be 
given consideration, surely, the excess burden on our industry, the 
extreme hardships on our small-business men, small manufacturers, 
small tradesmen, and poor workers deserve the highest rating—first 
consideration and immediate relief. 

I thank you for your kind consideration. 

The Cuarrman. We thank you for your presentation and the views 
that you have given. 

Mr. Wauinsky. Thank you. 

(The following statements were submitted for the record on 
topic 40:) 


STATEMENT SUBMITTED BY SYDNEY S. FEINBERG, PRESIDENT, UNITED STATES TRUNK 
Co., INc., FALL River, Mass., ALSO PRESIDENT, LUGGAGE & LEATHER Goops 
MANUFACTURERS OF AMERICA, INC., RE Excise Tax ON LUGGAGE AND PERSONAL 
LEATHER Goops 


Mr. Chairman and gentlemen, my name is Sydney S. Feinberg. I make this 
statement as a manufacturer of luggage. My place of business is in Fall River, 
Mass. I also make this statement as the president of the Luggage & Leather 
Goods Manufacturers of America, Inc. 

Our association represents approximately 300 manufacturers of luggage and 
leather goods, whose total dollar volume aggregates about 98 percent of the total 
volume of luggage and leather goods produced in this country. 

On their behalf, and for myself, I seek repeal of the 20-percent excise tax on 
luggage and leather goods. 

Many arguments have been advanced and will be advanced by my colleagues 
in our industry, pointing up the devastating effect that this discriminatory tax 
is having on our industry. All of these arguments are valid and are substantial. 
I embrace them all. 

I propose to emphasize the businessman’s approach to this problem. As a 
businessman I am not alone concerned with the present status of my business, 
but I am also concerned about the future. 

I am constantly being reminded by customers that the 20-percent excise tax 
actually results in lost sales. Many of my customers report that sales are being 
lost because of consumer resistance to the tax ; that customers are more and more 
finding their way to the gift counters of the stores and are purchasing gift 
items which bear no tax. 

The peaks and valleys of my own sales figures bear out the deterrent to lug- 
gage sales that is occasioned by the 20-percent tax. My problem as a businessman 
is to try to convince the consumer that luggage is a product for purchase every 
month of the year, and not only at Christmastime. I am trying, and so is my 
association trying to do this kind of a job. Weare making the effort with at least 
one hand tied behind our backs by the 20-percent excise tax. Until I can use both 
my hands to tackle this problem, I will accomplish only half the job. Half is 
not good enough in these days of keen competition for the consumer dollar. 

Talking about competition, I now raise this additional point. I have tried to 
keep abreast of all economic forecasts of the future. I try to keep my hand on the 
pulse of business swings. But, just like any other businessman, I am preoccupied 
with my own small business. Therefore, I must give heed to those in Govern- 
ment office or in the public “know” who can predict what lies ahead with some 
degree of accuracy. I read the financial pages of my local newspapers with the 
avowed intent of learning what lies ahead. From all of these sources I seem to 
be coming to the conclusion that the days ahead are full of keen and deep com- 
petition with the possibility of some decline. 

I do not mind competition. It is the bulwark of our economy. But, I want to 
compete on equal terms. I want to compete starting from the same starting line. 
I want to compete with the same tax advantage or disadvantage as other pro- 
ducers, all bent on getting a share of the consumer dollar. That is fair competi- 
tion. But, how can I compete when before I even produce the product, I must ask 
for 20 cents of the consumer’s dollar before I give him anything? How can I 
expect the consumer to buy my product when an additional price burden is 
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placed on it? Why should she give or buy my product when she can give or buy 
another item just as useful and just as good for 20 cents less on every dollar 
that she wants to spend? 

I think the committee can see the logic of this situation without my belaboring 
the point with hundreds of examples. It suffices to say that the existence of the 
20-percent excise tax is a handicap not easy to overcome at any time and which 
becomes much worse when times get a little tougher. 

We, as an industry, are small. We must of necessity plead our own cause in 
our own way. We cannot afford the luxury of expensive presentations which 
are most convincing. We can only appeal on the basis of known facts conveyed in 
a manner such as this. While I am appreciative of the Government’s financial 
needs, I do not believe it is fair or equitable for one industry to bear the burden 
of those needs. The benefits of our country accrue to all in industry and out of 
industry. The financial burdens of our country should likewise be borne by 
all. To contine to do it otherwise is a degree of discrimination which rocks 
the very foundations of our existence. Ours is a country built on antidiscrimina- 
tion. It should not be permitted to continue to collect tax money based on a 
purely discriminatory system. 

lor myself and for my industry, I urge repeal of the 20-percent exice tax on 
luggage and leather goods. By repeal, our industry will be able to tap the 
tremendous potential which has been lying dormant because of the tax. It is 
within the power of this committee to right this grievous wrong. We urge that 
it be done. 


STATEMENT OF THE ELGIN, HAMILTON, AND WALTHAM WATCH Cos. REGARDING 
AMENDMENT OF THE Excise-Tax Laws 


This statement is made on behalf of the Elgin National Watch Co., of Elgin, 
Ill., the Hamilton Watch Co., of Lancaster, Pa., and the Waltham Watch Co., of 
Waltham, Mass., who, together with the Bulova Watch Co., of New York, N. Y., 
constitute the sole sources for jeweled watches wholly produced in the United 
States. This industry manufactures wholly within the United States high- 
precision jeweled watches containing 17 or more jewels which are sold through 
retail jewelry stores throughout the country. 

Representatives of the jewelry industry have appeared before this committee 
and effectively stated the arguments for the removal of the excise tax on jewelry. 
We endorse these statements and particularly recommend to you the analysis 
of Victor Paul, chairman, Retail Jewelers Tax Committee, Inc. In our opinion, 
the excise tax on jewelry and watches is discriminatory and unfair in its impact 
on the jewelry industry generally. This tax was not imposed primarily as a 
revenue-producing measure but was initially a wartime expedient to divert con- 
sumer spending and put a brake on the production and sale of certain items in 
order to conserve material and labor for the war effort. This reason for an 
excise tax on jewelry no longer exists. 

The whole picture of excise taxes imposed at varying rates and on selected 
commodities is discriminatory. Such discrimination seems to be inherent in any 
excise-tax system based on the premise that certain industries and certain prod- 
ucts may be selected to bear the impact of the tax. The only complete relief 
from such inequities lies in the outright repeal of the excise-tax law. Short of 
this, those inherent inequities can be alleviated through the adoption of a uniform 
excise tax which is broad based and nondiscriminatory. We wish to endorse 
this position which has been explained in detail by Mr. Paul and a host of other 
witnesses 

However, it is our intention through this statement to call attention to an 
inequity of the present excise tax that works particularly to the hardship of the 
American jeweled-watch industry. At the present time watches selling under 
$65 are taxed at a 10-percent rate and watches selling over that price are taxed 
at a 20-percent rate. At the same time the American jeweled watch industry, 
due to the increasing costs of labor in the United States, has been pushed into 
marketing an ever-increasing proportion of its watches in the higher-priced 
watch market. Because of the high cost of labor in the United. States a much 
higher percentage of the production of the American watch industry, as compared 
with the watches and watch movements imported into the United States from 
Switzerland, is sold at prices above $65. Therefore the increased tax on watches 
selling over $65 imposes a greater burden on the American manufacturers than 
it does on the importers of Swiss watches. 
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In June 1952 the United States Tariff Commission completed an exhaustive 
investigation of the watch industry under section 7 of the Trade Agreements 
Extension Act of 1951. The Tariff Commission found that the domestic jeweled 
watch industry was threatened with serious injury as a direct result of the 
importation in increased quantities of watches and watch movements having 17 
or less jewels Watches sold in the United States having more than 17 jewels 
are almost exclusively manufactured within the United States. In substantial 
part they are sold at prices over $65 at retail. It is the sale of these American- 
made watehes that is burdened with an excise tax double that on watches which 
are imported. 

Although then President Truman refused to put into effect the recommenda- 
tions concerning tariff increases made by the Tariff Commission, he directed the 
establishment of an interdepartmental committee, including representatives from 
the Departments of Labor, Commerce, and Defense, chaired by the Chairman of 
the National Security Resources Board, to study the problem of maintaining 
essential manpower skills in the watchmaking industry in America for reasons 
of national security. This committee reported to the President on January 16, 
1953. Although the report itself was confidential, some of the findings of the 
committee were released to the public and have been printed in the Congres- 
sional Record for March 4, 1953, at pages 1684-1685. The committee concluded 
that the continued manufacture within the United States of precision jeweled 
watch movements is essential to the security of the United States in wartime. 
Such watch movements are produced uniquely by the jeweled watch segment of 
the watch industry, and the skills and long training time required make it neces- 
sary to keep workers continuously producing these products. The committee 
recommended that production levels of the industry be kept under review and 
that the Government take action if production falls below the minimum require- 
ments for national security Which were not themselves made public. One of the 
important aspects of this report, however, from the point of view of the present 
hearings being conducted by this committee, was the recommendation that one 
of the alternate measures that might be considered to contribute to the main- 
tenance of production at the minimum level was the removal of the excise tax 
on jeweled watches. 

Since these findings were made by the Tariff Commission and by the interde- 
partmental committee, there has been a further decline in the proportion of the 
domestic market supplied by the American jeweled watch industry. Although 
employment and profits have been maintained through work on defense require- 
ments, that is merely temporary relief and will not in itself maintain that level 
of production in the industry essential to national defense. To maintain this 
industry watches must be produced in the United States. The difficulties of 
marketing these watches should not be increased by discriminatory excise taxes. 
An excise tax law should not be continued, the burden of which falls proportion- 
ately greater on American products. 

We repeat that we favor the complete elimination of the excise tax on watches 
and jewelry. Should the Congress find that excise taxes are absolutely impera- 
tive for revenue purposes, we urge that the excise tax law be overhauled com- 
pletely to broaden the base of products to which the tax applies and to eliminate 
discrimination in the application of the tax. In any event, we request that the 
present breakpoint in the excise tax on watches be eliminated without any delay 
or postponement to which the general tax revision program might be subjected, so 
that all watches will henceforth bear a uniform rate of tax (10 percent) so long 
as the excise tax remains. This is estimated to involve a revenue loss of $5 
million to $8 million a year. 


The Cuarrman. The committee stands adjourned. 
(Whereupon, at 10: 25 p. m., the committee recessed. ) 
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MONDAY, AUGUST 10, 1953 


Hovse or REPRESENTATIVES, 
CoMMITTEE ON Ways AND MEANs, 
Washington, dD, €. 


The committee met, pursuant to recess, at 7 p. m., in the Ways and 
Means Committee room, Hon. Daniel A. Reed (chairman) presiding. 

The Cuamman. The committee will come to order. 

The committee will continue hearing testimony on excise tax rates 
for thisevening. I notice there are 20 witnesses listed. In the interest 
of hearing each of those, it is requested that those persons testifying 
keep their presentation to a minimum. 

The first witness is Mr. T. F. McMains, vice president, the Western 
Union Telegraph Co. 


STATEMENT OF THOMAS F. McMAINS, VICE PRESIDENT AND 
ASSISTANT TO THE PRESIDENT, WESTERN UNION TELEGRAPH 
Co. 


Mr. McMains. I am Thomas F. McMains, vice president and assist- 
ant to the president of the Western Union Telegraph Co. 

The CuaikMan. Pardon me if I make a preliminary statement, for 
the benefit of those who are present. Of course, we would like to have 
the whole 25 members here, but many of them are necessarily engaged 
in activities elsewhere and some of us are staying on. Whatever you 
present here, however, will go into the permanent record. Each paper 
will be carefully examined by the experts and read by us. So even 
though there are only a few of us here, you are not going to be neg- 
lected and your work is not going to go unnoticed. 

You may proceed. 

Mr. McMarns. In order to conserve time, I will confine my oral 
testimony to the highlights, but if it is agreeable, I would like to have 
my statement filed. 

The CuarrMan. Without objection that will be made a part. of the 
record at the conclusion of your remarks. 

Mr. McMarns. I appreciate this opportunity to appear before the 
committee on a matter of vital importance to the Nation’s telegraph 
system. Telegraph excise taxes while representing less than one- 
quarter of 1 percent of the total excise taxes collected by the Federal 
Government places the Nation’s telegraph system at a serious com- 
petitive Gaate antage with the tax-free and Government-subsidized 
airmail service. 

This competitive inequity would be grave enough were it limited to 
the ironical fact that the telegraph company is c ompelle sd to aid in the 
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destruction of its own volume by exacting from telegraph users 
through the medium of an excise tax on telegrams, an amount equiv: 1 
lent to a substantial part of the airmail subsidy. 

Senate Report No. 53, presented on June 22, 1953, by the United 
States Senate Committee on Interstate and Foreign Commerce, re- 
viewed in detail the situation of the Nation’s telegraph system and 
declared : 

The domestic telegraph business must fight three powerful competitive serv- 
ices, one of which it has no hope of ever Meeting on equal economic terms through 
no fault of its own. That service is the domestic airmail, which is subsidized 
by the taxpayers of which Western Union is one, and which has made heavy 
inroads on long-haul message service. 

Progress by the Nation’s telegraph service, which is essential to the 
civilian economy and vital to the national security, is arrested by the 
steady attrition of telegraph volume. How serious this threat is may 
be judged by the fact that, as pointed out in Senate Report No. 53, 
pre viously mentioned, the number of public telegraph messages han- 

dled by Western Union declined from 194 million in 1945 to 130 million 
in 1952, a drop of 64 million or 33 percent. While there was a strike 
of telegraph employees in the spring of 1952, last-quarter figures for 
that year, when operations were norm: al, showed a a decline of 
nearly 7 percent compared with the same quarter of 1951, and a drop 
of near ly 11 percent against the last quarter of 1950. 

It should be noted that the continuing decline in telegraph volume, 
aside from its far-reaching and evermore serious consequence to the 
Nation’s telegraph sys stem, jh as already been a major factor in destroy- 
ing the jobs of more than 23,000 telegraph workers. 

The fact that the te om aph company provides the only service 
directly competitive with the tax-free and subsidized airmail cannot be 
overemphasized. In addition, other services in the regulated public 
utility field, such as gas, electricity, and water, bear no Federal excise 
tax, unlike the telegr raph service. In effect, Western Union users are 
providing a subsidy for one of the telegraph company’s major com- 
petitors—the airmail, while at the same time the telegraph company is 
expected to compete with the world’s largest corporation—the tele- 
phone company. 

In considering H. R. 4473, Revenue Act of 1951, which was enacted 
into law by the 82d Congress as Public Law 183, the report of the 
United States Senate Committee on Finance stated: 

Sinee World War II, telegraph service in the United States generally has been 
carried on at a deficit. In the forepart of this year, the service was operated 
at a profit, but wage adjustments which have recently been made have again 
placed telegraph service in a deficit position. By reducing this tax on a telegraph 
service, your committee anticipates that it will be possible to decrease the amount 
paid for telegraph messages, and that as a result the volume of business done will 
be increased and the profit position of the industry improved. Telegraph service 


not only is essential to the civilian economy but also is essential to national 
security * * *, 


Public Law 183, as indicated, accordingly contained a provision 

reducing the telegram tax from 25 percent to 15 percent on November 1, 
19: D1. 

While the telegraph company’s operations are presently producing 

a modest margin of profit, aided by the abnormal] level of general busi- 

ness arising from the national defense program, the company is not 

enjoying and has not enjoyed a fair rate of return, as measured by 
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regulatory concepts. Western Union, during 1952, earned a return of 

less than 2 percent on its estimated rate base. While in that year the 
telegraph company’s operating revenues were : adversely affected by the 
strike, during 1951, when there was no interference wit h regu ir Opera- 
tions, the telegraph company earned a return of only 314 percent. 

Western Union since World War II has spent over itd million ob- 
tained largely from the sales of its real estate and other assets, and 
from deprec iation allowances in an extensive mechanization and im- 
provement porgram, which has doubled the peak World War II 
capacity of the telegraph sy — But, despite every effort of man- 
agement to better serve the Nation by improved and inc reased tele- 
vraph facilities to meet all civilian and Government needs in any 
emergency, telegraph volume continues to decline. 

Senate Report No, 53, from which I have already quoted, stated, 
after examining volume, employment and other statistics covering 
the industry: 

These are the pertinent facts gathered by your subcommittee. They make 
clear, your subcommittee believes, that under a continuance of existing condi- 
tions this vitally important communications serrvice, important to the carrying 
op of American business and even more important to the national defense is 
rapidly drifting toward trouble in spite of temporary improvements brought 
about by various emergencies and economy measures taken by the company. 

The amount of telegraph excise tax collections, less than $22 million 
in 1952, and representing less than one-fourth of 1 percent of all 
Federal excise taxes, could have no substantial bearing on Govern- 
ment budget problems. But elimination of this volume-destroying 
tax would be a factor of major significance to the Nation’s telegraph 
system, stimulating greater volume which the ¢ ompany urgently needs 
and is prepared to ‘handle. 

The elimination of the 15 percent excise tax on telegrams would 
by no means represent an ee loss to the Treasury. Of the 
total of $21,736,000 paid in domestic telegram taxes by telegr: aph 
users 1n 1952, nearly 80 eae represented taxes on business tele- 
grams. Consequently $17 million of these excise taxes paid by tele- 
graph users in 1952 represented deductible costs of doing business 
reflected in the users’ income tax returns, Assuming these users had 
taxable income, and using the 52 percent tax rate applicable to cor- 
porations, and without considering excess profits taxes, nearly $9 
es would have been payable by these business telegraph users 
in additional Federal income taxes if telegram taxes had not been 
applicable. 

It is clear, too, that the prospect of larger Federal income tax 
payments by Western Union would be an important consideration 
with the improved volume likely to result from a reduction in the 
cost of telegraph service to the public. 

The Nation’s telegraph system has carried through an extensive 
nationwide mechanization program that has doubled its World War 
II capacity, to meet the requirements of the civilian economy and 
national defense in any emergency. 

But, while other regulated public utility services like gas, elec- 
tricity, and water are free from excise taxes, telegraph service bears 
a 15 percent Federal excise tax. This tax, by increasing the cost of 
the telegraph service to the public, drains off millions of dollars in 
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revenue urgently needed for the support of the national telegraph 
system. 

It is respectfully submitted that it is in the public interest that 
the volume-destroying excise tax on telegrams be eliminated, to carry 
out the intent of Congress, as expressed in the Revenue Act of 1951, 
to reduce the cost of telegraph service so that the volume of business 
done can be increased and the position of this vitally necessary public 
service improved. 

Western Union urges the complete elimination of the Federal excise 
tax on telegrams in the public interest, as well as the interest of 
12.000 telegraph employees, 4,800 pensioners, and 20,000 stockholders. 

Thank you, sir. 

The Cuarman. Thank you very much. 

Are there any questions? The Chair hears none. 

(Mr. McMains’ prepared statement follows :) 


STATEMENT OF THOMAS F. MCMAINS, Vick PRESIDENT AND ASSISTANT TO THE 
PRESIDENT OF THE WESTERN UNION TELEGRAPH Co., RE Topic 40, Excise TAxés 


My name is Thomas F. McMains. I am vice president and assistant to the 
president of the Western Union Telegraph Co. I appreciate this opportunity 
to appear before the committee on a matter that is of vital consequence to the 
Nation’s telegraph system. 

Telegraph excise taxes, while representing less than one-quarter of 1 percent 
of the total excise taxes collected by the Federal Government, place the Nation’s 
telezraph system at a serious competitive disadvantage with the tax-free and 
Government-subsidized airmail service. 

This competitive inequity would be grave enough were it limited to the ironical 
fact that the telegraph company is compelled to aid in the destruction of its 
own volume by exacting from telegraph users, through the medium of an excise 
tax on telegrams, an amount equivalent to a substantial part of the airmail 
subsidy. 

But that is not all. Western Union, the only company providing a nationwide 
telegraph service, in so doing maintains hundreds of deficit offices. Yet, at the 
same time, millions of dollars in telegraph revenues needed to support this 
nationwide telegraph system are being drained off by the Federal excise tax 
on an essential utility service, which discourages the use of telegrams by in- 
creasing their cost to the public. It should be pointed out, too, that in sharp 
contrast with the subsidized airmail service, Western Union, until 1947, was 
itself required to subsidize the Government by handling governmertal telegrams 
at discounts ranging from 20 to 60 percent of the rates charged the public. This 
subsidy amounted to $63 million over the years, an amount far greater than the 
company’s entire outstanding debt. 

Senate Report No. 53, presented on June 22, 1953, by the United States Senate 
Committee on Interstate and Foreign Commerce reviewed in detail the situation 
of the Nation’s telegraph system and declared: “‘The domestic telegraph business 
must fight 3 powerful competitive services, 1 of which it has no hope of ever 
meeting on equal economic terms through no fault of its own. That service is 
the domestic airmail, which is subsidized by the taxpayers of which Western 
Union is one, and which has made heavy inroads on long-haul message service.” 

On June 1, 1953, Secretary of the Treasury Humphrey stated before the House 
Ways and Means Committee: 

“The wide variety of existing excise rates makes little economic sense and 
leads to improper discrimination between industries and among consumers, 
Specific proposals for a modified system of excise taxation will be included in the 
recommendations for tax revisions that will be submitted to the Congress next 
January.” 

We respectfully submit that this grave competitive tax inequity between the 
Nation's telegraph service, on the one hand, and the airmail service, on the 
other, produces just such a situation of improper discrimination as Secretary 
Humphrey proposes to correct. It is not alone a question of an inequity be- 
tween two competing services and of only general concern to the public interest ; 
rather, the continuing decline in the volume of telegraph business poses a 
problem of critical importance involving a question of fundamental national 





GENERAL REVENUE REVISION 2647 


policy—the preservation of the Nation’s telegraph system under a competitively 
unfair tax policy. 
TELEGRAPH VOLUME CONTINUES TO DECLINE 


Progress by the Nation’s telegraph service, which is essential to the civilian 
economy and vital to the national security, is arrested by the steady attrition 
of telegraph volume. How serious this threat is may be judged by the fact 
that, as pointed out in Senate Report No. 53, previously mentioned, the number 
of public telegraph messages handled by Western Union declined from 194 million 
in 1945 to 130 million in 1952, a drop of 64 million, or 33 percent. While there 
was a strike of telegraph employees in the spring of 1952, last-quarter figures 
for that year, when operations were normal, showed a volume decline of nearly 
7 percent compared with the same quarter of 1951, and a drop of nearly 11 
percent as against the last quarter of 1950. 

Even in normal times, this decline in volume would be of major consequence, 
But these are not normal times. Since Korea, the requirements of national de- 
fense have kept the general level of production and business activity at an 
abnormally high mark. The continuing decline in telegraph volume, in a period 
of unprecedented ‘general business activity, raises problems of major concern 
as to the further effects on telegraph volume of any drop in the general level 
of the national economy. 

The Federal excise tax on telegrams is a factor contributing importantly to 
the declining telegraph volume, since it increases the cost of telegraph service 
to the public. This has long been recognized by the Federal Communications 
Commission, the Treasury Department, and by various congressional spokesmen. 

It should be noted that the continuing decline in telegraph volume, aside from 
its far-reaching and evermore serious consequence to the Nation’s telegraph 
system, has already been a major factor in destroying the jobs of more than 
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23,000 telegraph workers. 


OTHER REGULATED PUBLIC-UTILITY SERVICES BEAR NO FEDERAL EXCISE TAX 


The fact that the telegraph company provides the only service directly com- 
petitive with the tax-free and subsidized airmail cannot be overemphasized. 
In addition, other services in the regulated public-utility field, such as gas, 
electricity, and water, bear no Federal excise tax, unlike the telegraph service. 
In effect, Western Union users are providing a subsidy for one of the telegraph 
company’s major competitors—the airmail, while at the same time the tele- 
graph company is expected to compete with the world’s largest corporation— 
the telephone company. 


TELEPHONE COMPANY'S RECOGNITION OF NEED FOR TELEGRAPH TAX DIFFERENTIAL 


At hearings in 1947 before the House of Representatives Ways and Means 
Committee, the representative of the telephone system, while advocating the 
repeal of all communications taxes, expressed the preference, if complete elimi- 
nation were not possible, for primary relief in the local field. In discussing 
at that time the question of selective treatment for the telegraph business in the 
event overall elimination was not contemplated, the representative of the tele- 
phone company frankly recognized the problems of Western Union as warranting 
special consideration. 


CONGRESSIONAL CONSIDERATION OF TELEGRAM TAX PROBLEMS 


In considering H. R. 4478—Revenue Act of 1951—which was enacted into law 
by the 82d Congress as Public Law 183, the report of the United States Senate 
Committee on Finance stated: 

“Since World War II, telegraph service in the United States generally has 
been carried on at a deficit. In the forepart of this year, the service was operated 
at a profit, but wage adjustments which have recently been made have again 
placed telegraph service in a deficit position. By reducing this tax on telegraph 
service, your committee anticipates that it will be possible to decrease the 
amount paid for telegraph messages, and that as a result the volume of business 
done will be increased and the profit position of the industry improved. Tele- 
graph service not only is essential to the civilian economy but also is essential 
to national security * * *, 

“In a full year of operation it is anticipated that reducing the tax on domestic 
telegraph, cable, and radio messages from 25 to 15 percent of the charge will 
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reduce revenues by $14 million, as contrasted to a loss of $8 million if the rate 
were reduced to only 20 percent as provided by the House bill. In the long run, 
however, it is believed that much of the loss may be offset by an increased vol- 
ume of telegraph business.” 

Public Law 183, as indicated, accordingly contained a provision reducing the 
telegram tax from 25 to 15 percent on November 1, 1951 


THE 1952 TELEGRAPH STRIKE AND ITS CONSEQUENCES 


In line with the expressed congressional hope that, as a result of the Nevem- 
ber 1, 1951, tax reduction, the volume of business done could be increased, West- 
ern Union began to advertise extensively the reduced cost of telegraph service. 
Such a campaign requires a considerable time to reach the large number of 
telegraph users throughout the country. 

However, before the benefit of the telegram tax reduction could be fully pro 
moted, a 53-day strike by the Commercial Telegraphers’ Union (AFL) occurred 
in April and May 1952. The strike involved demands which, if granted, would 
have cost Western Union $50 million a year, a sum far in excess of what the 
company could earn. After 714 weeks, the strike was settled, involving added 
costs to the telegraph company. of nearly $10 million annually. To meet these 
and other increased costs, an increase in telegraph rates of nearly 10 percent 
was required. These increased rates became effective on September 1, 1952, inter- 
state, and on varying dates thereafter for intrastate messages 

As a result, the present cost of telegraph service to the public has unavoidably 
been restored to the level obtaining prior to November 1, 1951. Although these 
events operated to forestall the hoped-for increase in telegraph volume, it is 
nevertheless true that the cost of telegrams to the public is at the present time 
about 10 percent less than it would have been without excise-tax reduction and 
this fact has undoubtedly caused the decline in telegraph volume to be less than 
it would otherwise have been 


WESTERN UNION’S FINANCIAL POSITION 


While the telegraph company’s operations are presently producing a modest 
margin of profit, aided by the abnormal level of general business arising from 
the national-defense program, the company is not enjoying and has not enjoyed 
a fair rate of return, as measured by regulatory concepts. Western Union, dur- 
ing 1952, earned a return of less than 2 percent on its estimated rate base. 
While in that year the telegraph company’s operating revenues were adversely 
affected by the strike, during 1951, when there was no interference with regular 
operations, the telegraph company earned a return of only 314 percent. 

In an address before the American Iron and Steel Institute in New York on 
May 28, Secretary of Commerce Weeks said: 

“In regulating utilities and in managing other things, it is cheaper for the 
public in the long run to have those that serve it well fed and strong, rather 
than half starved and weak There are ways of getting good service out of 
the strong. No one can get it out of the weak. 

“The laws that Congress has passed for the regulation of railroads, inter- 
state power, gas transmission, and communications all are intended to keep 
those industries healthy and vigorous so that they can render the best service 
possible to the public at as low a cost as possible in the long run, * * * 

“We know and you know that unless the companies rendering service are 
financially strong, forward-looking management cannot put in all the cost-saving 
devices and improved equipment that will best service the public. The constant 
wise expenditure of money for new and improved equipment is the way to 
progress, and companies with small earnine¢s have neither the cash nor the courage 
to invest heavily in future improvements.” 

It should be emphasized that the considerations advanced by Secretary Weeks 
apply with particular force to the situation of Western Union, and that it is 
clearly in the public interest that the preservation and strengthening of the 
Nation's telegraph system, so vital to the economy and the national defense, 
should be encouraged and fostered by removal of the retrogressive tax which 
is progressively destroying telegraph volume. 





ELIMINATION OF FEDERAL EXCISE TAX ESSENTIAL TO PRODUCE INCREASED VOLUME 


To carry out the intent of Congress as expressed in the Revenue Act of 1951, 
of reducing the amount paid. by the public for telegraph messages, so that the 
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volume of business done will be increased and the profit position of the industry 
improved, repeal of the 15-percen telegraph tax is urgently needed. 

Western Union since World War II has spent over $100 million obtained 
largely from the sale of its real estate and other assets, and from depreciation 
allowances in an extensive mechanization and improvement program, which 
has doubled the peak World War II capacity of the telegraph system. But, 
despite every effort of management to better serve the Nation by improved 
and increased telegraph facilities to meet all civilian and Government needs 
in any emergency, telegraph volume continues to decline. In short, the con- 
tinued imposition of a Federal excise tax on telegrams is progressively affecting 
the company’s volume and seriously jeopardizing its ability to compete effectively 
with other communications services. 

Senate Report No. 53, fromm which i have already quoted, stated, after examin- 
ing volume, employment, and other statistics covering the industry 

“These are the pertinent facts gathered by your subcommittee. They make 
clear, your subcommittee believes, that under a continuance of existing con- 
ditions this vitally important communications service—important to the carrying 
on of American business and even more important to the national defense 
is rapidly drifting toward trouble in spite of temporary improvements brought 
about by various emergencies and economy measures taken by the company.” 

The amount of telegraph excise tax collections, less than $22 million in 1952, 
and representing less than one-quarter of 1 percent of all Federal excise taxes, 
could have no substantial bearing on Government budget problems. But elimi- 
nation of this volume-destroying tax would be a factor of major significance 
to the Nation’s telegraph system, stimulating greater volume which the company 
urgently needs and is prepared to handle. 


EFFECT ON THE TREASURY OF ELIMINATING THE TELEGRAM EXCISE TAX 


The elimination of the 15 percent excise tax on telegrams would by no means 
represent an equivalent loss to the Treasury. Of the total of $21,736,000 paid 
in domestic telegram taxes by telegraph users in 1952, nearly SO percent repre 
sented taxes on business telegrams. Consequently, $17 million of these excise 
taxes paid by telegraph users in 1952 represented deductible costs of doing busi- 
ness reflected in the users’ income-tax returns. Assuming these users had tax- 
able income, and using the 52 percent tax rate applicable to corporations (and 
without considering excess-profits taxes), nearly $9 million would have been 
payable by these business telegraph users in additional Federal income taxes if 
telegram taxes had not been applicable. 

it is clear, too, that the prospect of larger Federal income-tax payments by 
Western Union would be an important consideration with the improved volume 
likely to result from a reduction in the cost of telegraph service to the public. 

In this connection, the United States Senate Committee on Finance stated, in 
reporting on the telegraph tax reduction included in the Revenue Act of 1951: 

“In the long run, however, it is believed that much of the loss may be offset bs 
an improved volume of telegraph business.” 


SUMMARY 


The Nation’s telegraph system has carried through an extensive nationwide 
mechanization program that has doubled its World War II capacity, to meet the 
requirements of the civilian economy and national defense in any emergency. 

But, while other regulated public-utility services like gas, electricity, and 
water are free from excise taxes, telegraph service bears a 15 percent Federal tax. 
This tax, by increasing the cost of the telegraph service to the public, drains off 
millions of dollars in revenue urgently needed for the support of the national 
telegraph system. 

It is respectfully submitted that it is in the public interest that the volume- 
destroying excise tax on telegrams be eliminated, to carry out the intent of 
Congress, as expressed in the Revenue Act of 1951, to reduce the cost of telegraph 
service so that the volume of business done can be increased and the position of 
this vitally necessary public service improved. 

Western Union urges the complete elimination of the Federal excise tax on 
telegrams in the public interest, as well as in the interest of 42,000 telegraph 
employees, 4,800 pensioners, and 20,000 stockholders 


37746—53—pt. 432 
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The Cuamman. The next witness is Austin L. Roberts, Jr., acting 
general solicitor, National Association of Railroad and Utilities Com- 
missioners, and Mr. H. Lester Hooker, member, Virginia State Cor- 
poration Commission. 


STATEMENT OF H. LESTER HOOKER, MEMBER OF THE STATE 
CORPORATION COMMISSION OF VIRGINIA 


Mr. Hooxer. This is Mr. Hooker. I will proceed until Mr. Rob- 
erts gets here. 

The Cuarrman. You may proceed. 

Mr. Hooker. My name is i. Lester Hooker. I am a member of 
the State Corporation Commission of Virginia, and have been a mem- 
ber since November 1924. I am a past president of the National Asso- 
ciation of Railroad and Utilities Commissioners. I am a member of 
the executive committee and chairman of the legislative committee of 
the association. My appearance here today is in the latter capacity. 

The purpose of my statement is to briefly outline some of the rea- 
sons why our association, which represents all of the State commis- 
sions charged with the responsibility of regulating and supervising 
public utility operations in the 48 States and the District of Colum- 
bia, is strongly opposed to the continuance of the existing excise tax 
on the business of communication and transportation companies. 

As a result of the inflationary forces existing since the war the 
regulatory commissions have been confronted with the necessity >f 
increasing rates for service in order that the utilities providing serv- 
ice might be kept financially healthy and be able to adequately meet 
the public demands required of them by law. With the existence of 
the inordinately high excise tax together with the substantial increase 
in the Federal income tax the burden of these rate increases upon users 
of this service has been far greater than would otherwise have been 
the case. 

Rate increases granted today must be somewhat more than double 
the amount required by the companies in order that adequate pro- 
vision may be made for Federal taxes. 

In order to appreciate fully the impact of the excise tax on the 
users of communication service it must be borne in mind that the rates 
paid must make provision for the fact that the net income of the com- 
panies is subject to a 52 percent Federal income tax. In other words, 
in order to produc e a dollar of additional net earnings, revenues must 
be increased $2.08. 

On top of this the user of the service must pay an excise tax which 
is calculated as a percent of gross revenues. The dollar amount of 
excise taxes paid, therefore, is “substanti: lly greater because of the ef- 
fect of Federal income taxes upon the r: ites ch arged. 

All in all, it is perfectly plain that the compounding of Federal 
taxes in this manner results in loading on to the user far more than 
his just share of the expense of Government from which unjust ex- 
pense the user receives not the slightest benefit. 

[t is our understanding that these severe rates were put into effect 
as a wartime measure to restrict the use of essential services so that 
there would be no shortage of such services and to save critically short 
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supplies of strategic materials. The need for such a restrictive meas- 
ure has long since disappeared, and, since it was never visualized as 
a revenue-raising measure, it should be promptly repealed. 

In conclusion, may I also remind you of the heavy burden being 
borne by the patrons of transport: ition common carriers, both by rail 
and motor vehicles. It is common knowledge that many passenger 
trains are being operated at substantial loss. The re peal of this tax, 
it is believed, would increase passenger business by public transpor- 
tation. 

The part of the public that is having to carry the burden of this 
discriminatory tax has been very tolerant and patient in the past, but 
we are convinced from the complaints being received is now becoming 
most impatient. 

Because of the many recent rate increases, the public’s attention has 
been necessarily centered on the heavy burden of Federal taxes being 
paid by communications companies. For example, an increase in 
revenue to a telephone company of $1 million would require the tele- 
phone subscribers to pay in increased rates more than $2 million. 
Therefore, it is seen that the excise tax to be paid by the telephone user 
is increased more than 100 percent. 

This manifestly is unfair to the utility user that pays his fair share 
of all Federal taxes and, in addition, he must pay through rates 
charged for the service he receives all of the tax obligations of the 
utility. The utility user is required to make an extra contribution to 
the support of the Federal Government, once in taxes and again in 

rates. 

This inequity seems all the more unjust when it is recognized that 
the utility user receives no additional benefit whatsoever. 

It, therefore, appears to be plainly just and reasonable that appro- 
priate action of the Congress should be taken to remove this inequity. 

We respectfully but earnestly urge your favorable consideration of 
legislation that will remedy this discrimination. 

‘I thank you, sir. 

The Cnatrrman. Thank you, Mr. Hooker, for your contribution. 

Are there any questions? The Chair hears none. 

Thank you. 

Is Mr. Roberts here? 


STATEMENT OF AUSTIN L. ROBERTS, JR., ACTING GENERAL 
SOLICITOR OF THE NATIONAL ASSOCIATION OF RAILROAD AND 
UTILITIES COMMISSIONERS 


Mr. Rorerts. I am here, Mr. Chairman. 

The Cuatrman. You may proceed. Give your name and the ca- 
pacity in which you appear. 

Without objection, your statement will be filed as a part of the 
record, 

(The statement referred to is as follows:) 
STATEMENT OF AUSTIN I.. RoperTs, JR., ON DEHALF OF THE NATIONAL ASSOCIATION 


Or RAILROAD AND UTILITIES COMMISSIONERS, REGARDING REPEAL OF FEDERAL 
Excise TAXrg ON TRANSPORTATION AND COMMUNICATION SERVICES 


My name is Austin L. Roberts, Jr. I am acting general solicitor of the Na- 
tional Association of Railroad and Utilities Commissioners, with offices at 7413 
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New Post Office Building, Washington, D. C. I am appearing this evening on 
behalf of that association in support of the repeal of the Federal excise taxes on 
transportation and communication services. 

The national association is a voluntary organization embracing within its mem- 
bership the members of the regulatory commissions and boards of the several 
States of the United States, as well as the members of the Federal regulatory 
commissions—the Interstate Commerce Commission, the Federal Comimunica- 
tions Commission, the Federal Power Commission, and the Securities and Ex- 
change Commission. However, the association is supported by the State com- 
missions and on matters of legislation, the association purports only to speak 
on behalf of the States commissions generally. 

This association at its annual convention held in Little Rock, Ark., on Novem- 
ber 10-13, 1952, adopted the following resolution pertinent to these hearings: 


“RESOLUTION FAVORING REPEAL OF THE EXCISE TAXES ON TRANSPORTATION AND 
COMMUNICATION SERVICES 


“Whereas the special tax committee of the National Association of Railroad 
and Utilities Commissioners has been giving and is continuing to give study to 
the effect of the tax burden on utility services; and 

“Whereas Congress has recognized the special burden created by excise taxes 
on public-utility services by the recent elimination of such tax on electrical 
energy and reduction of the tax on telegraph communications; and 

“Whereas the excise tax paid by telephone customers in 1951, which is rightly 
considered by the customer as an integral part of the cost of teelphone service, 
amounted on the average to $1.27 per telephone per month; and 

“Whereas other comparable regulated public utilities generally are not cur- 
rently subject to a Federal excise levy of any kind; and 

“Whereas the telephone cannot be considered in the class of a luxury, yet it is 
taxed higher than most luxuries, thus discriminating against the use of tele- 
phone service; and 

“Whereas the Federal excise taxes on transportation were initially levied or 
greatly increased during World War II to help defray war costs and to discour- 
age unnecessary travel; and 

“Whereas there has been a substantial reduction to railroad passenger traffic, 
with resultant unprecedented deficits in passenger service operations, so that 
the public interest requires that travel be encouraged rather than discouraged ; 
and 

“Whereas all such taxes are discriminatory against the long-distance user of 
transportation and communication services, and against sections of the country 
far removed from centers of population, for the reason that the tax is calcu- 
ated as a percentage of the transportation or communication charge: Now, 
therefore, be it 

Resolved, That the National Association of Railroad and Utilities Commis- 
sioners is of the opinion that the present excise taxes on transportation and 
ummunication services are inimical to the maintenance of reasonably priced 
ind nondiscriminatory public transportation and communication services and 
that, accordingly, the excise taxes on transportation and communication services 
should be repealed or greatly reduced ; and 

“Resolved further, That the special tax committee, the committee on legislation, 
and the legal officers of the association are hereby authorized to appear on 
behalf of the National Association of Railroad and Utilities Commissicners at 
any hearing before any committee of Congress which may be held to consider 
any legislation looking toward revision of excise taxes on transportation and 
communication services, for the purposes of making a statement in support of 
the views herein expressed.” 

The particular taxes to which the above resolution has reference are the 
8-percent tax on transportation of property, the 15-percent tax on transportation 
of persons, the 15-percent tax on local telephone service and telegraph service, 


and the 25-percent tax on telephone-toll service. The revenues received from 


hese excises on utility services have been as follows: 
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Collections (fiscal year ending June 30) 


{In millions] 


Tax 1947 1948 194i 1950 1951 1942 
3-percent tax on transportation of preperty $275.7 $317.2 $337.0 $321.2 $387. 4 $401.6 
15-pereent tax on transportation of persons, ete 244. 0 246. 3 241. 4 228. 7 260. 0 285. 3 
15-percent tex on local telephone service 164.9 193. 5 224.5 217.3 296, 0 34R 
25-percent tax on telephone toll, telegraph,! etc 252. 7 275.3 311.4 312.3 374.3 413.4 

DOOR so 5.. ncincadaddcr.ccsusecescccece - -.| 987.3 | 1,082.3 | 1,124.3 | 1,100.5 | 1,317.7 | 1,448.3 
' Telegraph reduced to 15 percent effective Nov. 1, 1951 


The State commissions are vitally interested in this matter because of the 
effect of these taxes directly and indirectly upon the rates of operating utilities, 
the regulation of which is a responsibility of these commissions. Insofar as 
excise taxes on transportation and communication are concerned, the cost of 
the service in the eyes of the consumer is the composite of both the utility rate 
plus the excise tax, and results not only in higher cost but also as a deterrent 
and diverting influence to the use of such service. 

The excise-tax rate on transportation of property is 3 percent. In excise-tax 
hearings before this committee in 1950, then Secretary of the Treasury Snyder 
recommended the complete removal of this tax. Our association favored repeal 
of this tax then and so favors now. There are two basic inequities in this tax: 
First, since the tax is calculated as a percentage of the transportation charge, 
it is highly discriminatory against the long-distance user of the service. In 
other words, the disparity between transportation charges is compounded by 
the percentage application of the tax. Second, the tax is inequitable to the 
for-hire carriers in their competition with private carriers, since the tax is not 
applicable to the latter group. 

The present tax on transportation of persons is 15 percent. It is the considered 
view of this association that this tax on transportation of persons should be 
repealed in full. First of all, since this tax is computed on a percentage basis, 
it is discriminatory against the long-haul user of the service. Second, of great 
importance to rail carriers everywhere and to the commissions charged with 
the duty of regulating them, is the growing burden of passenger-traffic losses. 
The class I railroads of the United States in the years 1948 to 1951 have suffered 
passenger-train-operating losses as follows: 


PI, CIE ie co <peecsencsgien ee $559, 782, 000 | 1950 (deficit) $508, 508, 000 
1949 (deficit) __- _..-. 649,627, 000 | 1951 (deficit )_._~- 681, 352, 000 


It is grossly unfair to load a tax burden of 15 percent on the price of service 
rendered by a segment of business when that segment is operating at a loss. 
By the same token, it is inconceivable that such a tax be continued which would 
operate to perpetuate this loss. This tax on the transportation of persons clearly 
enhances the use of private vehicles for travel at a time when added induce- 
ment is sorely needed to improve the financial conditions of the passenger rail 
carriers. 

The great seriousness of the present problem confronting carriers of pas- 
sengers by rail is also a serious problem to the State commissions and to the 
public generally. Continuing losses on the operation of passenger-transportation 
service is resulting in an increasing number of applications to the State com- 
missions for the discontinuance by the carriers of passenger-train operations. 
After due deliberation at this association’s annual convention in 1949, a special 
committee was established to cooperate with the Interstate Commerce Com- 
mission, the rail carriers, and the five railroad brotherhoods to make a study 
of the railroad-passenger-deficit problem. One of the recommendations made 
by that committee in its report issued in November 1952, was that “the Federal 
excise tax on the transportation of persons be eliminated.” The association 
believes that the continuing imposition of the tax on transportation of persons 
operates to discourage the use of rail service and, therefore, presents a very 
serious difficulty in connection with this problem. 
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The problem confronting the rail carriers is of similar import to other carriers 
of persons, particularly to bus companies. From their wartime high, these 
companies have been confronted with continuing decline in volume of passenger 
traffic which must be met with inducements to travel rather than deterrents. 
Complete repeal of the transportation tax on persons would have such an effect. 

The present excise tax on long-distance telephone service is 25 percent. Since 
this tax is calculated on a percentage basis, it is likewise discriminatory, not 
only as between long long-distance callers as compared to short long-distance 
callers, but also as between intrastate long-distance callers as compared with 
interstate long-distance callers. The reason for the latter being, that in some in- 
stances intrastate toll rates are higher than interstate toll rates for comparable 
distances. 

It is possible that complete repeal of this tax would be such an inducement to 
the use of long-distance communication services that any loss in excise-tax rev- 
enues would be more than made up by increased income-tax revenues resulting 
from the additional use of these facilities. Such an outcome would also be highly 
beneficial in the general public interest. Any material increase in volume of 
toll traffic might easily result in a more favorable financial position of the com- 
panies with corresponding benefit to the level of telephone toll rates. 

This association, therefore, favors the full repeal of this tax on long-distance 
communication services. 

The present excise-tax rate on local exchange telephone service is 15 percent. 
In the opinion of this association, this excise tax should likewise be repealed in 
its entirety, along with the other excise taxes on transportation and communica- 
tion services. 

In modern everyday life, the telephone can no longer be considered a luxury, 
but becomes an absolute necessity in every home. This is made self-evident by 
the recent action of the Congress and the President of the United States in en- 
acting into law the recent Rural Telephone Act (Public law 423, 81st Cong.). 
The preamble to this law states that it is declared to be the policy of Congress 
“to assure the availability of adequate telephone service to the widest practicable 
number of rural users of such service.” 

The imposition of the present excise tax on local telephone service is a deter- 
rent to the fulfillment of this avowed congressional policy. 

Since the termination of World War II, the State commissions have been 
deluged with applications for telephone rate increases due to the great demand 
for telephone service, which has required great amounts of construction at a 
time when construction costs are at an unprecedented high and also at a time 
when the cost of labor has been on a continuing upswing. Since this excise tax 
is calculated as a percentage of the service charge, it presents a complex problem 
to the State commissions in passing upon these telephone-rate applications. It 
likewise compounds the cost of the service to the individual consumer. 

This excise tax was established during World War II as a deterrent to the 
user of telephone facilities in furtherance of the war effort. This consideration 
no longer exists. 

It is also grossly unfair to add an excise-tax burden on bills for exchange and 
toll telephone service paid out of family budgets when no such excise tax is 
added to bills for electric service, gas service, or water service. The telephone 
to many, especially those who earn their living by trade, is an absolutely essen- 
tial service and not one which the individual may elect to purchase or not to 
purchase such as a luxury item. 

In summary, it is the view of this association that all these Federal excise 
taxes on transportation and communication services should be repealed in full. 


Mr. Roperts. My name is Austin L. Roberts, Jr. I am acting 
general solicitor of the National Association of Railroad and Utilities 
Commissioners with offices at 7413 New Post Office Building, Wash- 
ington, D.C. I am appearing this evening on behalf of that associa- 
tion in support of the repeal of the Federal excise taxes on transporta- 
tion and communication services. 

The national association is a voluntary organization embracing 
within its membership the members of the regulatory commissions 
and boards of the several States of the United States, as well as mem- 
bers of the Federal regulatory commissions; the Interstate Commerce 
Commission, the Federal Communications Commission, the Federal 
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Power Commission, and the Securities and Exchange Commission. 
However, the association is supported by the State commissions and 
on matters of legislation, the association purports only to speak on 
behalf of the State commissions generally. 

This association at its annual convention held in Little Rock, Ark., 
on November 10-13, 1952, adopted the following resolution pertinent 
to these hearings—I will not read it, since it has been placed into the 
record. 

The Cuarrman. It has been placed into the record with your state- 
ment. 

Mr. Roserts. The particular taxes to which the above resolution 
has reference are the 3-percent tax on transportation of property, 
the 15-percent tax on transportation of persons, the 15-percent tax on 
local telephone service and telegraph service, and the 25-percent tax 
on telephone toll service. 

The revenues received from these excise taxes on utility services 
have been as follows—I will not read this table, as it also has been 
placed into the record. 

The CHarrman. Yes, it has already been placed into the record. 

Mr. Roserts. The state commissions are vitally interested in this 
matter because of the effect of these taxes directly and indirectly upon 
the rates of operating utilities, the regulation of which is a respon- 
sibility of these commissions. Insofar as excise taxes on transporta- 
tion and communication are concerned, the cost of the service in the 
eyes of the consumer is the composite of both the utility rate plus the 
excise tax, and results not only in higher cost, but also as a deterrent 
and diverting influence to the use of such service. 

The excise-tax rate on transportation of property is 3 percent. In 
excise-tax hearings before this committee in 1950, then Secretary of 
the Treasury Snyder recommended the complete removal of this tax. 
Our association favored repeal of this tax then and so favors now. 

There are two basic inequities in this tax. First, since the tax is 
calculated as a percentage of the the transportation charge, it is 
highly discriminatory against the long-distance user of the service. 
In other words ,the disparity between transportation charges is com- 
pounded by the percentage application of the tax. Second, the tax 
is inequitable to the for- hire carriers in their competition with private 
carriers, since the tax is not applicable to the latter group. 

The present tax on transportation of persons is 15 percent. It is 
the considered view of this association that this tax on transportation 
of persons should be repealed in full. First of all, since this tax is 
computed on a percentage basis, it is discriminatory against the long- 
haul user of the service. 

Second, of great importance to rail carriers everywhere and to 
the commissions charged with the duty of regulating them, is the 
growing burden of passenger traflic losses. 

The class I railroads of the United States in the years 1948 to 1951 
have suffered passenger train operating losses as follows: 

1948, deficiency ...--.-_- $559, 782, 000 11950, deficiency _._._----_ 508, 598, 000 
1949, deficiency __...___- 649, 627, 000 | 1951, deficiency __.--____ 631, 332, 000 

It is grossly unfair to load a tax burden of 15 percent on the price 
of service rendered by a segment of business when that segment is 
operating at a loss. By the same token, it is inconceivable that such 
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a tax be continued which would operate to perpetuate this loss. This 
tax on the transportation of persons clearly enhances the use of private 
vehicles for travel at a time when added inducement is sorely needed 
to improve the financial condition of the passenger rail carriers. 

The great seriousness of the present problem confronting carriers 
of passengers by rail is also a serious problem to the State commis- 
sions and to the public generally. 

Continuing losses on the operation of passenger transportation 
service is resulting in an increasing number of applications to the 
State commissions for the discontinuance by the carriers of passenger 
train operations. 

After due deliberation at this association’s annual convention in 
1949, a special committee was established to cooperate with the Inter- 
state Commerce Commission, the rail carriers, and the five railroad 
brotherhoods to make a study of the railroad passenger deficit prob- 
lem. One of the recommendations made by that committee in its 
report issued in November 1952, was that “the Federal excise tax on 
the transportation of persons be eliminated.” 

The association believes that the continuing imposition of the tax 
on transportation of persons operates to discourage the use of rail 
service and, therefore, presents a very serious difficulty in connec- 
tion with this problem. 

The problem confronting the rail carriers is of similar import to 
other carriers of persons, particularly to bus companies. From their 
wartime high, these companies have been confronted with continuing 
decline in volume of passenger traffic which must be met with induce- 
ments to travel rather than deterrents. Complete repeal of the trans- 
portation tax on persons would have such an effect. 

The “ohare excise tax on long-distance telephone service is 25 per- 
cent. Since this tax is calculated on a percentage basis, it is likewise 
discriminatory, not only as between long long-distance callers as 
compared to short long-distance callers, but also as between intrastate 
long-distance callers as compared with interstate long-distance callers. 
The reason for the latter being that in some instances intrastate toll 
rates are higher than interstate toll rates for comparable distances. 

It is possible that complete repeal of this tax would be such an 
inducement to the use of long-distance communication services that 
any loss in excise-tax revenues would be more than made up by in- 
creased income-tax revenues resulting from the additional use of these 
facilities. Such an outcome would also be highly beneficial in the 
general public interest. Any material increase in volume of toll traffic 
might easily result in a more favorable financial position of the com- 
panies with corresponding benefit to the level of telephone toll rates. 

This association, therefore, favors the full repeal of this tax on 
long-distance communication services. 

The present excise-tax rate on local-exchange telephone service is 
15 percent. In the opinion of this association, this excise tax should 
likewise be repealed in its entirety, along with the other excise taxes 
on transportation and communication services. 

In modern everyday life, the telephone can no longer be considered 
a luxury, but becomes an absolute necessity in every home. This is 
made self-evident by the recent action of the Congress and the Presi- 
dent of the United States in enacting into law the recent Rural Tele- 
phone Act, Public Law No. 423, 81st Congress. The preamble to this 
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law states that it is declared to be the policy of Congress “to assure 
the availability of adequate telephone service to the widest practicable 
number of rural users of such service.” 

The imposition of the present excise tax on local telephone service 
is a deterrent to the fulfillment of this avowed congressional policy. 

Since the termination of World War II, the State commissions have 
been deluged with ave ations for telephone rate increases due to the 
great demand for telephone service, which has required great amounts 
of construction at a time when construction costs are at an unprece- 
dented high and also at a time when the cost of labor has been on a 
continuing upswing. 

Since this excise tax is calculated as a percentage of the service 
charge, it presents a complex problem to the State commissions in 
passing upon these telephone rate applications. It likewise com- 
pounds the cost of the service to the individual consumer. 

This excise tax was established during World War II as a deterrent 
to the user of telephone facilities in furtherance of the war effort. 
This consideration no longer exists. 

It is also grossly unfair to add an excise-tax burden on bills for 
exchange : and toll telephone service paid out of family budgets, when 
no such excise tax is added to bills for electric service, gas service, or 
water service. 

The telephone to many, especially those who earn their living by 
trade, is an absolutely essential service and not one which the indi- 
vidual may elect to purchase or not to purchase such as a luxury item. 

In summary, it is the view of this association that all these Federal 
excise taxes on transportation and communication services should be 
repealed in full. 

I thank you very much, Mr. Chairman. 

The CuarrmMan. We certainly thank you for your very fine state- 
ment with reference to the problem that confronts the telephone and 
transport: ation involved. 

Are there any questions? The Chair hears none. 

We the nk you very much. 

The next witness is Mr. Mark R. Sullivan, president, the Pacific 
Telephone & Telegraph Co. 


STATEMENT OF MARK R. SULLIVAN, PRESIDENT, THE PACIFIC 
TELEPHONE & TELEGRAPH CO. 


Mr. Sutiivan. I am Mark R. Sullivan. I am president of the 
Pacific Telephone & Telegraph Co. I am speaking for the entire Bell 
system. I shall try to brief my statements, but I wish to ask that the 
whole statement be included in the record. 

The CuarrmMan. Without objection it is so ordered. 

(The statement referred to follows :) 


STATEMENT OF MARK R. SULLIVAN, PRESIDENT, THE PActIFIc TELEPHONE & TELE- 
GRAPH Co., IN RE Excise TAXES ON TELEPHONE COMMUNICATIONS 


My name is Mark R. Sullivan. I am president of the Pacific Telephone & 
Telegraph Co. and of Bell Telephone Co. of Nevada, a wholly owned subsidiary. 
These companies, operating in the States of California, Washington, Oregon, 
Nevada and part of Idaho, are 2 of the 22 operating telephone companies as- 
sociated with American Telephone & Telegraph Co. This group, known col- 
lectively as the Bell System, furnishes a nationwide communications service 
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through exchanges located in every State. In appearing before you today on the 
subject of excise taxes I have been requested to speak for the entire Bell System. 
I appreciate this opportunity you are giving me. 

We in the telephone industry find great satisfaction in the announced intention 
of this committee to reexamine the present excise tax structure. It was enacted 
in the main under the stress and strain of war conditions and includes many 
inequalities as applied to present-day conditions. Early action to adjust in- 
equities in existing excise rates will be in the public interest. It is a knotty prob- 
lem and your action in taking this constructive approach is timely and com- 
mendable. 

The telephone companies are genuinely concerned because the price which 
our customers are required to pay for telephone service is considerably increased 
by the heavy Federal excise taxes on telephone service. 

I should like to make it clear at the outset that, since the tax is paid by 
the telephone customers, any reduction made would accrue directly and im- 
mediately to the telephone users, not to the telephone companies. The com- 
pany acts only in the capacity of the Government’s collecting agent. No part 
of the tax saving could be retained by the telephone companies. The reduction 
would affect millions of people because, as you know, the telephone is used by 
nearly everyone. We are appearing before you today because we strongly feel 
that we have an obligation to our customers to present the facts to you. 

We submit that telephone service is a necessity and yet it is subjected to 
unreasonably high and burdensome excise tax rates; that the present telephone 
excise taxes are discriminatory; that the conditions which prevailed at the time 
they were first applied have long since changed; that State regulatory bodies 
are concerned about the high excise tax rates; and that the public has expressed 
a strong dislike for such a tax on something it feels it has to have and this 
dislike is becoming more pronounced. 

Excises are selective taxes. Particular products and services are selected 
to bear a tax; others are not. The tax rates also are selective, some higher, 
some lower. This selective procedure is a distinguishing feature of the excise 
tax. The public recognizes the importance of this selective feature. I like 
the way it was expressed by the Opinion Research Corp. of Princeton, N. J. This 
is their expression: 

“When it comes to reducing excises, the public distinguishes between so-called 
necessities and luxuries. 

“In a nutshell they say, ‘Lower the tax on things we have to have, and can’t 
get out of buying.’ ” 

TELEPHONE SERVICE IS A NECESSITY 


Telephone service is a service that practically everyone must have, in one form 
or another, in modern-day living in the United States. The telephone is a “must” 
for every business. Few if any businesses can survive without a telephone. The 
telephone is also a “must” for householders’ purposes. Most householders have 
telephone service of their own, and those who do not rely on the use of tele- 
phones in the homes of neighbors or in nearby stores or public places. Aside 
from the normal usage in everyday living, telephones are depended upon for 
police protection, fire protection, calling the doctor, the hospital, and on like 
occasions when even life itself may be at stake. In brief, telephone service is 
essential to national defense, to commerce, and to the general welfare of the 
Nation. 

Telephone service, being a necessity like the other household utilities—water, 
gas, and electricity—is a service the general public must have. Yet it bears 
an unreasonably high and burdensome excise tax. 


TELEPHONE EXCISE TAXES ARE UNREASONABLY HIGH AND DISCRIMINATORY? 


The principal Federal excise tax on rates on telephone service are: Percent 


Long-distance calls over 24 cents and leased wire facilities._._....._._______ 25 
Local service and out-of-town calls of 24 cents or less__________________ 15 


These present tax rates are not only at an unreasonably high.level, but they 
are discriminatory in their relation to others. If you will turn to exhibit 1 
with me for a moment, you will note a comparison of some of the excise tax 
rates in effect at the present time. This chart shows clearly the extent to which 





1A historical development of the telephone excise taxes is shown as exhibit 8. 
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telephone service is being discriminated against in relation to other commodi- 
ties and services. 

First, a very significant comparison is shown at the top of the chart. There 
is no Federal excise tax on the three other essential household utility services— 
electricity, gas, and water. 

Not only is telephone service the only essential household utility which is 
taxed, but the discrimination against the telephone user is acutely revealed when 
compared with luxury items. Glancing down the list you will note that the tax 
rate applied is higher than for such luxury items as jewelry, cabaret charges, 
furs, and other items. Wagers such as betting on races are taxed only 10 per- 
cent. 

A comparison with transportation taxes also shows discrimination against 
telephone services. Long-haul passenger taransportation is taxed at 15 percent; 
the tax on long-haul telephone calls is 25 percent. Short-haul passenger trans- 
portation, including commutation tickets (not shown on the chart) bears no 
excise tax. Short-haul toll calls and local telephone service are taxed at 15 
percent. 

On exhibit 2 you will note some additional comparisons. The discriminatory 
nature is again revealed, particularly when compared with the rates on non- 
essential or luxury goods and services. Note that only liquor and tobacco appear 
above the telephone. 


THE CONDITIONS UNDER WHICH THESE TAXES WERE IMPOSED NO LONGER EXIST 


The present high excise taxes are the outgrowth of conditions prevailing in 
the defense preparation period prior to World War II and during that war. 
Previously, excise taxes had been imposed, as emergency measures, in World 
War I and in the depression of the 1930's, but in both instances the tax rates 
were comparatively nominal. In World War I the excise tax as a percentage 
of local and toll revenues amounted to only about 2 percent, and during the 
depression to about 1% percent. Under the current rates, the excise taxes 
amount to about 16 percent of total local and toll revenues. I might add that 
the World War I excise tax was removed in 1924, 5 years after the end of hos- 
tilities, and in taking that action the Committee on Ways and Means said: “This 
tax was not only a burden upon business, but was a tax upon a public utility 
so widely used as to be a necessity.” 

If communication services were a necessity in 1924 because of their wide use, 
they are certainly more so today. Since 1924 Bell System telephones in service 
increased from 11 million to 40 million and telephone conversations increased 
from 47 million daily to 150 million daily. 

When the communication tax rates were increased to their present level in 
1943, World War II was at its height. The then existing telephone facilities 
were greatly overloaded by war-induced traffic. To clear the way for Army, 
Navy, and other vital wartime needs, various steps were taken to discourage 
civilian telephone usage, and under the then existing circumstances high excise 
taxes were not seriously opposed. The conditions today are quite different. 
Additional facilities have been provided to serve both defense and civilian needs 
and the job is continuing from day to day. 

It may be of interest to mention that an excise tax imposed by the Dominion 
of Canada on long-distance calls was repealed in March 1949. Such calls had 
been taxed at a 15-percent rate with a maximum of 75 cents per call. There had 
been no tax on local service. 


PUBLIC DISSATISFACTION WITH THE TELEPHONE EXCISE TAX 


The telephone-using public has expressed dissatisfaction with the high excise 
tax in a number of ways. 

Many newspaper editorials have come to our attention reflecting disapproval 
of the discriminatory nature of the tax. 

A public poll taken in 1950 by the American Institute of Public Opinion placed 
the telephone tax second only to the tax on baby oil and baby powder in a list 
of the taxes most disliked by the public, and these were followed by cosmetics, 
railroad tickets, movie tickets, women’s purses, jewelry, and furs, in that order. 
You will find this illustrated in exhibit 3. The tax on baby oil and powder has 
been removed, so now telephone service is at the top. 

Still another poll, shown in exhibit 4, made by the Opinion Research Corp., 
placed local telephone service first and long distance calls second in a list of 








2660 GENERAL REVENUE REVISION 


services and commodities which the public thought should not be taxed at all or 
on which the tax should be lowered. This list included railroad tickets, gasoline, 
automobiles, and radios, all of which are taxed at a lower rate than telephone 
service 

While polls may or may not be accepted as wholly conclusive, we do know 
from frequent discussions hetween telephone employees and the telephone users 
that, as the public becomes increasingly aware of this telephone tax, a strong 
feeling of dislike for its discriminatory features, and disapproval of them, is 
expressed. 


REGULATORY AUTHORITIES HAVE TAKEN A STRONG STAND AGAINST THE TELEPHONE TAX 


The State regulatory commissions, which are naturally more aware of the ele- 
ments that go into the making of telephone rates than are the telephone customers 
themselves, have taken a strong stand against the telephone excise tax. The 
National Association of Railroad and Utilities Commissioners have made known 
their objection to this tax by a formal resolution adopted at their November 1952 
convention at Little Rock, Ark. 

The telephone companies undertake to keep their rates as low as possible con- 
sistent with financial safety. Where, however, it becomes necessary to increase 
the net income of the company, telephone charges to the subscriber must be in- 
creased as much as $2.60 in order for the company to retain $1 as net income. 
This is because provision must be made for Federal income taxes and on top of 
that the excise taxes must be added. Exhibit 5 shows how the calculation works 
out. 

The regulatory commissions, which must see that the rates are fair and reason- 
able, have expressed their disapproval of the excise tax in many other cases. 
Let me quote briefly, for example, from a resolution introduced by the Honorable 
Justus F. Craemer of the California Public Utilities Commission and passed by 
the Mountain-Pacific States Conference of Public Service Commissions in June 
1952 at Santa Fe, N. Mex.: 

“The Mountain-Pacific States Conference of Public Service Commissions is of 
the opinion that the present excise taxes on telephone communication service are 
inimical to the maintenance of a reasonably priced and nondiscriminatory com- 
munication service and, accordingly, the excise tax on telephone communication 
service should be revised to the level of at least no higher than the tax rate ap- 
plied to other nonluxury services.” 

The full text of this resolution is shown as exhibit 6. In addition, exhibit 7 
contains brief excerpts from rate orders written by commissions in Bell System 
cases in States as far apart as Maine, Washington, Michigan, and New York. 


SUMMATION 


In summation, may I again emphasize that 

1. Telephone service is a necessity to our modern way of life, yet it bears an 
unreasonably high and burdensome Federal excise tax. 

2. Of the four essential household utility services—water, gas, electricity, and 
telephone—only telephone service is subject to any Federal excise tax. 

3. The objectionable discriminatory aspects of telephone excises are more 
sharply revealed in light of the fact that they are at a higher rate even than 
those imposed on most luxuries 

4. The present Federal excise tax rates were enacted under conditions which 
no longer prevail and under present conditions should not be continued. 

5. Any reduction in telephone excise taxes would accrue immediately and di- 
rectly to the customers—no part of the tax saving could be retained by the tele- 
phone companies. 

It is our sincere hope that this problem, with which such a large part of the 
population of this country is vitally concerned, will have the sympathetic con- 
sideration of the committee. We are confident the committee’s review of excise 
taxes will result in a readjustment of the tax structure in a manner that will be 
fair to the telephone users and all others who must share in meeting the cost of 
government, 
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ExureirT 1 


COMPARISON oF VARIOUS Excise TAx Ratss, 1953 
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ExHiBitT 2 


Comparison of various excise tax rates, 1953 Rate 
(percent) 
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‘Cannot be stated as a flat percentage. However, the liquor and tobacco taxes collected 
in the fiscal year 52 were greater than the miscellaneous internal-revenue taxes collected 
from any other ir stry In 1950 the percentage of taxes (including excises) to sales was 
67.4 percent for distilling and 52.4 percent for tobacco, as opposed to 26.6 percent for the 
Bell System, which was the next highest industry group. The latter was 7.7 percentage 
points higher than the next highest group 

No tax 
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rom A Pott TAKEN BY THE AMERICAN INSTITUTE OF PUBLIC OPINION PUBLISHED 
Marcn 1, 1950 
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ExnHrsit 4 


A Report OF OPINION RESEARCH CorpP., PRINCETON, N. J., APRIL 1950 


When it comes to reducing excises, the public distinguishes between so-called 
necessities and luxuries. 

In a nutshell they say, “Lower the tax on things we have to have, and can’t get 
out of buying.” 

It is clear from the testimony that people are not asking indiscriminate re- 
moval of excises. As the table below shows, large numbers are saying there 
should be no tax at all on local and long-distance telephone service and railroad 
tickets. Other large groups say these taxes should be lowered. 

Even in the “luxury” category of jewelry and furs, a third feel taxes are 
currently too high. 


“No tax at all” “Should be lowered” 
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UNbDER PRESENT FrepERAL TAx RATES, THE CUSTOMER Must Pay Up To $2.60 To 
PROVIDE THE COMPANY WITH $1 oF ADDITIONAL NET EARNINGS 













Federal 
Income Excise 
Year TaxRate TaxRate 0 $.50 $1.00 $1.50 $2.00 $2.50 
Net Earnings Federal Income 
After Taxes Taxes 
1953 52% 15% 


25% Ms oo 


Telephone rates must be increased a minimum of $2.08 in order 
for the company to retain $1.00 after Federal income taxes. This 
increment is inescapable because 52% (or $1.08) of the $2.08 
goes to the Federal Government as income taxes. Then the cus- 
tomer must be charged excise taxes on the entire $2.08. Thus, 
where the 15% excise tax rate applies to the $2.08, the addi- 
tional excise tax is 31¢; and where the 25% rate applies, it is 52¢. 
The end result is that the customer must pay from $2.39 to $2.60 
in order for the company to retain $1.00 as additional earnings. 





Copy OF RESOLUTION ON ExcIse TAXES ADOPTED BY THE MOUNTAIN-PACTFIC STATES 
CONFERENCE OF PuBLIC SERVICE COMMISSIONS MEETING, SANTA Fr, N. MEx., 
JUNE 11-14, 1952 


RESOLUTION 


Whereas the Special Tax Committee of the NARUC has been and is continuing 
to give study to the effect of the tax burden on utility services ; and 

Whereas Congress has recognized the special burden created by excise taxes 
on public-utility services by the recent elimination of such tax on electrical 
energy and reduction of the tax on telegraph communications ; and 

Whereas the excise tax paid by telephone customers in 1951, which is rightly 
considered by the customer as an integral part of the cost of telephone service, 
amounted on the average to $1.27 per telephone per month; and 

Whereas other comparable regulated public utilities generally are not cur- 
rently subject to a Federal excise levy of any kind; and 

Whereas the telephone cannot be considered in the class of a luxury and is 
taxed higher than most luxuries, thus discriminating against the use of telephone 
service: Now, therefore, be it 

Resolved, That the Mountain-Pacifiec States Conference of Public Service Com- 
missions is of the opinion that the present excise taxes on telephone-communi- 
cations service are inimical to the maintenance of a reasonably priced and non- 
discriminatory communication service and that, accordingly, the excise tax on 
telephone-communication service should be revised to the level of at least no 
higher than the tax rate applied to other nonluxury services ; and 

Resolved further, That the special tax committee and the committee on legis- 
lation be requested to appear on behalf of the NARUC at any hearing before any 
committee of Congress which may be held to consider any legislation looking 
toward revision of excise taxes on telephone-communication service, for the pur- 
pose of making a statement in support of the views herein expressed. 
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Resolved further, That copies of this resolution be transmitted to the chairman 
of congressional committees considering this matter, to each United States Sena- 
tor and Representative in the Mountain-Pacific States, and to the president and 
general solicitor of NARUC. 


Excerpts RELATING TO Excise TAXES From Various STATE Pusiic UTILITY 
COMMISSION ORDERS IN BELL SYSTEM COMPANIES’ RATE CASES 


Maine, F. C. No. 1316, September 14, 1949 (p. 47) : 

“* * * we are not unmindful of the fact that an increase in rates automatically 
entails an increase in the Federal excise tax on communications, which is billed 
to the customer as an item additional to the amount of his telephone bill. One’s 
local telephone bill is subject to a Federal excise tax of 15 percent; on long- 
distance calls the tax is 25 percent. These wartime taxes are burdensome and 
increase substantially the cost of telephone service to the customer.” 

Washington, cause No. U-8207, December 9, 1949 (pp. 28-29) : 

“The telephone and telegraph business is still burdened with wartime excise 
taxes. * * * These taxes were imposed during the Second World War principally 
for their inhibiting effect upon the services involved. Their broad purpose was 
in aid of the war effort. They have served their usefulness and should be re- 
pealed. Since they are applied as a percentage to rates charged for the services 
referred to, every increase of those rates automatically increases the amount of 
the tax. * * * The commission feels that subscribers to telephone service should 
appreciate that a sizable amount of the total charges for services paid by them 
is, in truth, a tax collected by the Federal Government.” 

Michigan, T-252-50.6, June 19, 1950 (p. 34): 

“We are mindful of the impact of the prevailing discriminatory and excessive 
Federal excise tax upon telephone customers, which tax will increase the cus- 
tomer’s costs for telephone service, due to this rate increase, about $1,230,000 
a year.” 

New York, Case No. 14131, May 10, 1950 (p. 48) : 

“* * * the company collects, as agent for the United States Government, an 
excise tax of 15 percent on subscribers’ rates, and on tool call costing less than 
25 cents. On toll calls costing more than that, the tax is 25 percent. These taxes 
are all added to the bill which the subscribers pay, the excise tax being a direct 
tax on the customers—not on the company. The total excise tax collected in 
the current year from users of telephones in this State will approximate $75 


million under the rates established in 1944 as a war measure. The amount of 
these excise taxes far exceeds the increase granted here. Even with the in- 
crease which we feel the company is entitled to under the law, if these excise 
taxes were repealed there would be a reduction of many millions of dollars in 
the bills paid by customers in this State.” 
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Mr. Kine. Mr. Chairman, the witness has stated that he is speak- 
ing for the entire system. I ‘would like to remind the members of the 
committee that he is the president of the Pacific Telephone & Tele- 
graph Co., which takes in my State, and I believe eve ry member of this 
committee is aware of the impact of oe great popul: ition exodus to 
our State upon facilities and utilities such as Mr. Sullivan heads. 

I welcome you here tonight, Mr. Sullivan. I am sure that the com 
mittee will be very inte wrested in your statement. 

Mr. Suuuivan. Thank you, Mr. King. 

The Ciatrman, I just want to say, Mr. Sullivan, that you are very 
well and ably represented by Mr. King, whom we value very highly 
on this committe e. 

Mr. Sutiivan. Thank you. 

We from the telep hone industry find great satisfaction in this re- 
view the committee is making in excise taxes. We think it is timely 
and proper because there are many inequities. The telephone com- 
pany, of course, is very greatly concerned, since the amount we bill 
our subscribers is so greatly increased because of the excise tax. 

We should like to make it clear that if any reduction is made, the 
saving goes completely and directly to the customers because we act 
only as a collecting agency. We could not retain any of the money 
ourselves. Our customers run into the millions because there are mil- 
lions of telephone users. 

We submit that telephone service is a necessity and yet it is subjected 
to unreasonably high and burdensome excise-tax rates; that the 
present telephone excise taxes are discriminatory; that the condi- 
tions which prevailed at the time they were first applied have long 
since changed; that State regulatory bodies are concerned about the 
high excise-tax rates; and that the public has expressed a strong dis- 
like for such a tax on something it feels it has to have and this dis- 
like is becoming more pronounced. 

Excises are selective taxes. Particular products and services are 
selected to bear a tax; others are not. The tax rates also are selective, 
some higher, some lower. ‘This selective procedure is a distinguishing 
feature of the excise tax. The public recognizes the importance of 
this selective feature. I like the way it was expressed by the Opinion 
Research Corp., of Princeton, N. J. This is their expression : 

When it comes to reducing excises, the public distinguishes between so-called 
necessities and luxuries, 

In a nutshell they say, “Lower the tax on things we have to have, and can’t 
get out of buying.” 

Telephone service is a necessity. Telephone service is a service that 
practically everyone must have, in one form or another, in modern- 
day living in the United States. The telephone is a must for every 
business. Few, if any, businesses can survive without a telephone. 
The telephone i is also a must for householders’ purposes. Most house- 
holders have telephone service of their own, and those who do not 
rely on the use of telephones in the homes of neighbors or in nearby 
stores or public places. Aside from the normal usage in everyday 
living, telephones are dependent upon for police protection, fire protec- 
tion, -alling the doctor, the hospital, and on like occasion when even 
life itself may be at stake. 








2668 GENERAL REVENUE REVISION 


Telephone service, being a necessity like the other household utili- 
ties—water, gas, and electricity—is a service the general public must 
have. Yet, it bears an unreasonably high and burdensome excise tax. 

Telephone excise taxes are unre sasonab ly high and discriminatory. 
(A historical development of the telephone excise taxes is shown 
as exhibit 8.) 

The principal Federal excise tax rates on telephone services are: 
Long distance calls over 24 cents and leased- wire facilities, 25 percent ; 
and local service and out-of-town calls of 25 cents or less, 15 percent. 

A comparison with transportation taxes a shows discrimination 
against telephone services. Long-haul passenger transportation is 
taxed at 15 percent; the tax on long haul telephone calls is 25 percent. 
Short-haul passenger transportation including communication tickets 
(not shown on the ch: ut) bears no excise tax. Short-haul toll calls 
and local telephone service are taxed at 15 perc ent. 

If you will turn to exhibit 1, you will see a comparison. It shows 
that while telephone service is subject to high excise tax rates, there 
are no excise taxes on electricity, gas, and water. Then if you will 
look down the page, you will find that even as compared to luxuries, 
jewelry, cabarets, fishing equipment, television sets, et cetera, tele- 
phone service is taxed higher. 

If you will look at transportation, long-distance passenger trans- 
portation is taxed at 15 percent, and our long- haul, long distance calls 
are taxed 25 percent. Short-haul passenger transportation is taxed 
not at all, and our short-haul and local service is taxed at 15 percent. 

We have another exhibit, exhibit 2, which gives a tabular statement 
of some of the excise taxes. You will see there that the tax on tele- 
phone-toll messages on leased wires is higher than any other tax, with 
the exception of liquor and tobacco, and very much higher than some 
obviously luxury goods and services. We think those statements show 
very clearly that the rates are high and discriminatory. 

Conditions today are quite different than when the tax rates were 
first applied in 1953. There have been taxes on telephones before. 
There was an excise tax during World War I and during the de- 
pression. Each time the tax was enacted, it was for an emergency 
situation and it was expected the tax would be repealed after the emer- 
gency. But in World War II and in the depression, the rates were 
very nominal, comparatively. During World War I, the excise tax 
amounted to only 2 percent of our local internal revenues. During the 
depression they amount to only about 114 percent. The excise taxes 
today amount to 16 percent. 

After World War I the excise tax was repealed. It was repealed in 
1924, 5 years after the end of that war. In repealing that tax, the 
Committee on Ways and Means said this: 

This tax was not only a burden upon business but was a tax upon a public 
utility so widely used as to be a necessity. 

If communication services were a necessity in 1924 because of their 
wide use, they are certainly more so today. Since 1924 Bell System 
telephones in service increased from 11 million to 40 million, and 
telephone conversations increased from 47 million daily to 150 million 
daily. 

When the communication tax rates were increased to their present 
level in 1953, World War II was at its height. The then existing tele- 
phone facilities were greatly overloaded by war-induced traffic. To 
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clear the way for Army, Navy, and other vital wartime needs, various 
steps were taken to discourage civilian telephone usage, and under the 
then existing circumstances high excise taxes were not seriously op- 
posed. The “conditions tod: ay are quite different. Additional facili- 
ties have been provided to serve both defense and civilian needs and 
the job is continuing from day to day. 

It may be of interest to mention that an excise tax imposed by 
the Dominion of Canada on long-distance 7 was repealed in 
March 1949. Such calls had been taxed at a 15-percent rate with 
a maximum of 75 cents per call. There had been no tax on local 
service. 

Public dissatisfaction with the telephone-excise tax—the telephone- 
using public has expressed dissatisfaction with the high excise tax 
in a number of ways. 

Many newspaper editorials have come to our attention reflecting 
disapproval of the discriminatory nature of the tax. 

A public poll taken in 1950 by the American Institute of Public 
Opinion placed the telephone tax second only to the tax on baby 
oil and baby powder in a list of the taxes most disliked by the public, 
and these were followed by cosmetics, railroad tickets, movie tickets, 
women’s purses, jewelry, and furs, in that order. You will find this 
illustrated in exhibit No. 3. The tax on baby oil and powder has 
been removed, so now telephone service is at the top. 

Still another poll, April 1950, shown in exhibit 4, made by the 
Opinion Research Corp., placed local telephone service first and 
long-distance calls second on a list of services and commodities 
which the Gable thought should not be taxed at all or on which 
the tax should be lowered. This list included railroad tickets, gaso- 
line, automobiles, and radios, all of which are taxed at a lower rate 
than telephone service. 

While polls may or may not be accepted as wholly conclusive, 
we do know from frequent discussions between telephone employees 
and the telephone users that as the public becomes increasingly aware 
of this telephone tax, a strong feeling of dislike for its discriminatory 
features, and disapproval of them, is expressed. 

Regulatory authorities have taken a strong stand against the tele- 
phone tax. The State regulatory commissions, which are naturally 
more aware of the elements that go into the making of telephone 
rates than are the telephone customers themselves, have taken a 
strong stand against the telephone excise tax. The National Asso- 
ciation of Railroad and Utilities Commissioners have made known 
their objection to this tax by a formal resolution adopted at their 
November 1952 convention at Little Rock, Ark. 

You have heard from Mr. Hooker and Mr. Roberts, and they have 
made their objections known in many ways. 

The telephone companies undertake to keep their rates as low as 
possible, consistent with financial safety. Where, however, it becomes 
nescessary to increase the net income of the company, telephone charges 
to the subscriber must be increased as much as $2.60 in order for 
the company to retain $1 as net income. This is because provision 
must be made for Federal income taxes, and on top of that the excise 
taxes must be added. Exhibit 5 shows how the calculation works 
out. 
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I could quote many statements from the State commissioners 
stating their dissatisfaction with this State. Coming from Cali- 
fornia, I will quote the Honorable Justus F. Craemer, of the Cali- 
fornia Public Utilities Commission, and passed by the Mountain- 
Pacific Conference of Public Service Commissions in June 1952 at 
Santa Fe, N. Mex 

The Mountain-Pacifie States Conference of Public Service Commissions is of 
the opinion that the present excise taxes on telephone-communication service 
are inimical to the maintenance of a reasonably priced and nondiscriminatory 
communication service, and, accordingly, the excise tax on telephone-communica- 
tion service should be revised to the level of at least no higher than the tax 
rate applied to other nonluxury services. 

The full text of this resolution is shown as exhibit 6. In addition, 
exhibit 7 contains brief excerpts from the rate orders written by Com- 
missions in Bell System cases in States as far apart as Maine, Wash- 
ington, Michigan, and New York. 

In summation, may I again emphasize that: 

(1) Telephone service is a necessity to our modern way of life, yet 
it bears an unreasonably high and burdensome Federal excise tax. 

(2) Of the four essential household utility services—water, gas, 
electricity, and telephone—only telephone service is subject to any 
Federal excise tax. 

(3) The objectionable discriminatory aspects of telephone excises 
are more sharply revealed in light of the fact that they are at a higher 
rate even than those imposed on most luxuries. 

(4) The present Federal excise tax rates were enacted under con- 
ditions which no longer prevail and under present conditions should 
not be continued. 

(5) Any reduction in telephone excise taxes would accrue immedi- 
ately and directly to the customers. No part of the tax saving could 
be retained by the telephone companies. 

It is our sincere hope that this problem, with which such a large 
part of the population of this country is vitally concerned, will have 
the sympathetic consideration of the committee. We are confident 
the committee’s review of excise taxes will result in a readjustment 
of the tax structure in a manner that will be fair to the telephone users 
and al] others who must share in meeting the cost of Government. 

Thank you. 

The Cuarrman. We certainly thank you very much for your pre- 
sentation, Mr. Sullivan. It will be very helpful to us in the revision 
of the code. 

Are there any questions? 

Mr. Sadlak will inquire. 

Mr. Sapiak. Mr. Sullivan, in your exhibits, exhibit 3 and exhibit 
4, I notice that both of them are concerned with opinion sampling as 
of March and April 1950. What would be the variance in your opin- 
ion if such a survey were taken today ? 

Mr. Sutuivan. I think a survey taken today would show that there 
was even greater disapproval of this tax on the part of the public. I 
say that because we have had a growing number of complaints in our 
business offices regarding the excise tax ‘and its discri iminatory feature 
on telephone service. 

Mr. SapLak. No doubt you have more subscribers in the meantime, 
too? 
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Mr. Sutiivan. That is correct, but the number of complaints has 
increased far out of proportion to the increased in subscribers. 

Mr. Saptax. Thank you. 

The Cuarrman. We thank you very much, Mr. Sullivan, for your 
appearance here. 

(The following letter was submitted for the record :) 


AMERICAN CABLE & Rapio Corp., 
AMERICAN CABLE & RApIoO SYSTEM, 
New York, N. Y., August 17, 1953. 
Hon. DANtEL A. REED, 
Chairman, Committee on Ways and Means, 
House of Representatives, Washington, D. C. 

Dear Sir: I regret that I was not informed of your committee’s hearing on 
the problem of excise taxes until the very day of the hearing, August 10. If I 
had known of this opportunity to be heard I would have appeared to testify 
as to the excise tax as it relates to the international telegraph business. How- 
ever, your office has kindly permitted me to file this letter as a part of the record 
in the proceeding. 

I am president of the American Cable & Radio Corp. and its operating sub- 
sidiaries, All America Cables & Radio, Inc., the Commercial Cable Co., and 
Mackay Radio & Telegraph Co., which companies handle public and Government 
international telegraph traffic between the United States and practically all 
places in the world. 

Representatives of the Western Union Telegraph Co. and the Bell System 
companies have testified as to the effects of the excise tax on the domestic 
telegraph business and the domestic telephone business, respectively. I do not 
believe that their testimony covered the problem with regard to the interna- 
tional communications business. It is with regard to the international telegraph 
field of communications to which I wish to refer in my testimony. 

The arguments presented by the Western Union and Bell System witnesses 
apply equally to the international telegraph business as to domestic communcia- 
tions, and I will not burden the record by repeating those arguments here. 
However, in addition to the ill effects of the excise tax upon the users and the 
carriers, I would like to point out that in the international field the excise 
tax is a burden upon international trade and commerce which certain of our 
governmental agencies are trying so hard to sustain. 

In considering this problem of the excise tax on international telegruph 
messages, I hope the committee will consider the unfair situation which it 
presents in comparison to the situation with the Government-subsidized airmail. 
In recent years the speed of airplanes has made airmail service a most serious 
competitor of international telegraph service. Overnight airmail service is 
available between the United States and many of the most important countries 
of the world. Naturally, customers use airmail service to many foreign coun- 
tries at the much lower rate unless a fast telegraph service is necessary. The 
following comparison of airmail rates and international telegraph letter rates 
shows strikingly the penalizing effect of the excise tax: 


Ave ( to public of letter 
} el yh messa 
Cost t 
public of 
I I 
Telegraph tat : 
x 
Great Britair 6 ounce $0.15 $9 09 $0. 21 $2. 30 
Continental Europe do 15 2. 53 2 2 88 
Africa, Near I t, and Far East (except British point 
do 2. f 
Australia and Hong Kong do oF 2.5 oF 9 88 
Latin America (except Cuba and Puerto Rico lo 10 9 O7 0 , OF 
uerto Rico and Hawaii 1 ounce 6 2. 09 l 2.40 
Cuba do OS 2 09 ] 2. 30 
15 percent 


It is submitted that the international telegraph industry is closely connected 


with the economy and security of the United States. In order to give this 
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essential industry a fair break against the Government-subsidized airmail 
service, the tax on international telegraph messages should be removed. The 
tax was initiated as a war measure to prevent unnecessary traffic from cluttering 
the cables and radiotelegraph circuits so as to keep them free for uses connected 
with the prosecution of the war. This unfair and burdensome tax should now 
be removed to encourage rather than hinder the use of public telegraph services. 

I thank the committee for receiving this letter as a part of the record in this 

proceeding 
Sincerely, 
ELLERY W. STONE. 

The Carman. The next witness is Mr. Sam F. Nixon, Chautauqua 
& Erie Telephone Co., Westfield, N. Y., on behalf of the United States 
Independent Telephone Association. 

I want to say to my colle: — s here that I am very proud to have 
my good Cornell friend, Mr. Nixon, here with us tonight, and I want 
to say further that he is one of the outstanding citizens of Westfield, 
N. Y., in my congressional district, and a great civic leader. He !s 
just the type of man that makes it a good community. 

We will be glad to hear you. Will you give your name and capa‘ 
ity in which you appear / 


STATEMENT OF SAMUEL F. NIXON, PRESIDENT OF THE CHAU- 
TAUQUA & ERIE TELEPHONE CORP., OF WESTFIELD, N. Y. 


Mr. Nixon. My name is Samuel F. Nixon. I am president of the 
Chautauqua & Erie Telephone Corp. of Westfield, N. Y. 

I am appearing today before this committee in my own behalf and 
that of the U nited States Indepe ndent Telephone Association. I am 
a member of that organization’s tax committee. 

The independent telephone industry serves approximately two- 
thirds of the geographical area of the United States through about 
5.800 independent, non-Bell, telephone companies, Those companies 
as of December 31, 1952, had approximately 8,642,000 telephones and 
operated in 11,000 cities and towns, principally the smaller ones. 

An unusual tax is presented to these people monthly. I would like 
to discuss with you today the discrimination occasioned by the excise 
taxes on telep hone service and ask for their complete removal, both 
local and long distance. 

The excise tax on telephone service is paid for by the telephone 
subse1 ibers and that tax 1S collected, cost free to the Government, by 
the tele phone companies a as part of the telephone bill. Subscribers 
do not, generally spe: sling. differentiate between the charge for tele 
phone service and the charge for excise taxes but merely look upon 
the bill for both the tele ‘phone service chs arge and the excise tax there 
on as “the telephone bill.” 

Many witnesses did not know the composition of the bill but knew 
only the amount of the total monthly charge for both telephone serv- 
ice and excise taxes. Those witnesses were ‘obje cting to rate increases. 
In their opinion the telephone bill was already high enough. They 
apparently did not realize that all of the money called for by the tele- 
phone | ill did not be long to the telephone company. 

I have attached a chart to my statement for the purpose of illus- 
trating the severity of the tax load carried by the telephone industry. 

(Charts referred to are as follows:) 
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CyHauTauque ¢ Ens Teaprode Conporanion 
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1951 #29 656 #19, 04 
1952 33,291 19,862 


¥ 62, 947 #38, 908 
TOTAL 





The Federal income-tax Toad of each industry has been listed as a 
percentage of its sales. You will see that the telephone industry car- 
ries a greater load than other industry, and superimposed on this 
load is an excise tax at top levels—estimated at 22 percent of the cost 
of telephone service. The imposition of a tax load at top rates on a 
service of an essential industry which is already taxed more heavily 
than many others is clearly a gross injustice and outright diserimina- 
tion. 

During the years of World War II, because of critical material 
shortages and priorities, the telephone industry, as many other indus- 
tries did, curtailed their construction program to give only essential 
and necessary service. After the war the pent-up demand for tele- 
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phone service was unleashed and telephone companies found them- 
selves in the position of being unable to install telephones as fast as 
requested. 

During the first 2 or 3 years after World War IT in order to obtain 
funds to complete replacements and renewals for equipment which 
had not been replaced during war years, telephone companies, be- 
cause of the limited supply of equity capital, were required to sell 
bonds, and greatly extend their debt capital during this period. 

It was not until some time in 1948 or 1949 that telephone c omp: nies 
were able to finance constructed additions through sale of equity capi- 
tal and thus finance their business on a sounder basis. During this 
period the industry sold securities comprised of bonds, preferred and 
common stock, and, as pointed out previously, constructed plants with 
the proceeds from those securities. 

The excise tax during that period had little or no effect on the 
growth of the telephone industry because of the public’s insistence 
on having telephone service as a necessary attribute of the American 
way of life, like running hot and cold water, gas, and electricity. As 
a matter of fact it is my opinion that only because of the essential 
nature of the telephone industry has it been able to bear the extremely 
heavy load of Sate, local, and Federal income taxes and the superim- 
posed excise-tax load at top rates. 

However, we have now come to the point where this pent-up demand 
is lessening and the full impact of the excise tax will manifest itself. 
As this begins to take place the gross severity of the inequity of tax- 
ing telephone service at higher rates than nonessentials will progres- 
sively depress the normal expansion of our business and hamper us in 
obtaining capital for construction and continued improvement of 
telephone service. 

You see, a utility like a telephone company has to compete in the 
money market with oil, manufacturing, and other utilities companies, 
and all others requiring capital. The excise tax tends to dry up the 

capital market by subtracting from the customer's spendable dollar 
amounts which might otherwise be saved and invested in new capital, 
and also raises doubts in the minds of some investors as to whether 
an industry so very heavily taxed is truly a good investment. 

It should be quite apparent that if the excise tax were removed the 
consumer would have an increase in spendable and savable income by 
that amount. 

It has been pointed out to this committee in previous hearings that 
the Government recoups a great portion of this tax in other forms and 
would probably suffer no great loss of revenue from their repeal. The 
additional business generated from additional spendable income will 
produce additional income, and some portion of that additional in- 
come is recouped through income taxes. 

Therefore, the Government would not lose all of the revenue now 
produced by the excise taxes on telephone service but would recoup a 
great portion of it through the income tax. It is hard for me to 
believe that local service should be taxed at the same high rate as 
cigar, cigarette, and pipe lighters. 

And it is also difficult to conceive that long-distance calls in excess 
of 24 cents should be taxed higher than such luxury items as cos- 
metics, toilet preparations, and jewelry 
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When a commodity or service becomes an accepted household and 
business convenience it is not a luxury. Some of the very essential 
uses of the telephone are so commonplace that the necessity escapes 
our attention, such as the making of emergency calls in the case of 
sickness, fire, or accident. 

Many persons who are employed in jobs which are essential to our 
community life and who are required to report for duty on short 
notice are highly dependent on the telephone. These include, among 
others, police, fire, and utility employees. Not only in our everyday 
life is a telephone essential but a good businessman would not think 
of being without it. Commerce by telephone has become a major 
industry. 

Often when I look at television, I notice that merchandise is offered 
for sale and demonstrated. The viewers are asked to call a telephone 
number to place their orders. This method of merchandising brings 
the retail seller’s merchandise into the viewer’s living room where he 
may inspect the merchandise in the comforts of his own home. He 
may buy the merchandise by merely picking up the telephone and 
placing ‘his order even though it may be long after the normal closing 
hours of retail stores. 

I believe an examination of tax history since the round of the cen- 
tury will show that in each instance in which excise taxes on communi- 
cations have been imposed such action has been taken purely as an 
emergency measure. There has always, up to this time, been recogni 
tion that telephone-excise taxes constitute no part of a peacetime tax 
structure. 

The excise taxes imposed during the period commencing in 1940 
were restrictive taxes designed to reduce the use of the product or 
services taxed, so that critical materials used in the manufacture of 
the product or in providing service might be diverted to purposes of 
war. 

Today there is no need for any restriction. As a matter of fact 
every endeavor of the country is to expand production, consumption, 
and use. The excise taxes on communication services are the only 
taxes levied upon regulated public utility services, except transporta- 
tion. And even in the case of transportation, there is no tax levied 
upon short haul commutation. There is no excise tax on gas, elec- 
tricity, water, sewage, or heating service. We think it is a discrimina- 
tion of the rankest sort to impose an excise tax upon telephone service. 

In the independent branch of the telephone industry, about 80 per- 
cent of our subscribers are residence subscribers, and in our branch of 
the business, operating in the small towns and rural areas as we do, 
the small cash income of many people is such as to make an excise tax 
on their necessary communication service one of great severity. 

The attached map describes an area occupied by six small towns in 
upstate New York; during the years 1951 and 1952 those folks paid 
into the United States Treasury the sum of $10,855 in excise tax on 
telephone service. 

I know that a dollar is hard to come by in these small communities, 
and I wonder how it came about that these taxes have become so high, 
and how long these people can bear the tax load without serious 
protest. 
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In the farming and rural areas such as these, the telephone is an 
indispensible medium to obtain market quotations, summon the doctor 
and veterinarian, and call for help in case of fire. 

I would not like to imply that there is an emergency in every tele- 
phone call, but it can hardly be denied that in every emergency the 
telephone plays a most important part. 

Surely I am on sound ground in emphasizing as strongly as I can 
that the telephone serves a fundamental] need in our society. Surely 
you should agree that the telephone service is not a luxury but is a 
business and social necessity to the people of the United States. 

In the interest of justice and the removal of discrimination, we ask 
that the excise taxes in their entirety be removed from telephone serv- 
ice, both local and long distance. 

The CuarrMan. I have noticed, and of course, this is my own coun- 
try here, that you serve so many of these small rural communities 
where they have to stretch a good deal of wire to reach many of the 
farmers; is that not right? 

Mr. Nixon. That is right. 

The CuHatrmMan. And has the cost of your materials gone up, with 
labor VFoIng up? 

Mr. Nixon. Yes, 3 or 4 times. 

The CHateman. And yet your rates are regulated by the Public 
Service Commission ¢ 

Mr. Nixon. Yes. The company which operates in that territory, 
which, of course, is our c Mpany, has had one increase in rates in the 
last 30 years. 

The CuHarrman. It is remarkable, I think, that you have been able 
to give such a fine service that your company has given under the cir- 
cumstances. 

We certainly thank you very much for your appearance. 

Your statement, in its entire ty, will be made a part of the record. 

(Statement referred to is as follows:) 


STATEMENT ON BEHALF OF UNITED STATES INDEPENDENT TELEPHONE ASSOCIATION 


BY SAMUEL F. NIXON, PRESIDENT, CHAUTAUQUA & ERIE TELEPHONE CoRrP., 
WESTFIELD, N. Y. 


My name is Samuel F. Nixon. I am president of the Chautauqua & Erie 
Telephone Corp., of Westfield, N. ¥ Il am appearing today before this com- 
mittee in my own behalf and that of the United States Independent Telephone 
Association I am a member of that organization’s tax committee. The in- 
dependent telephone industry serves approximately two-thirds of the geograph- 
ical area of the United States through about 5,300 independent (non-Bell) tele- 
phone companies. Those companies as of December 31, 1952, had approxi- 
mately 8,642,000 telephones and operated in 11,000 cities and towns, principally 
the smaller ones. 

I would like to discuss with you today the discrimination occasioned by the 
excise taxes on telephone service and ask for their complete removal, both local 
and long distance. 

The excise tax on telephone service is paid for by the telephone subscribers and 
that tax is collected, cost free to the Government, by the telephone companies 
as part of the telephone bill. Subscribers do not, generally speaking, differen- 
tiate between the charge for telephone service and the charge for excise taxes 
but merely look upon the bill for both the telephone service charge and the 
excise tax thereon as “the telephone bill.” 

Not long ago a prominent-rate-case attorney told me that many times he had 
asked witnesses to state the nature and extent of their telephone bill and what 
portion represented excise taxes and what portion the charge for telephone serv- 
ice. Many witnesses did not know the composition of the bill but knew only 
the amount of the total monthly charge for both telephone service and excise 
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taxes. Those witnesses were objecting to rate increases. In their opinion the 
telephone bill was already high enough. They apparently did not realize that 
all of the money called for by the telephone bill did not belong to the telephone 
company. 

In a regulated industry such as the telephone industry the regulatory bodies 
fix the amount which may be charged for service. The consumer is concerned 
primarily with the total cost to him of obtaining service—that is the cost of the 
service plus tax, if any. 

The magnitude of the taxload of industry may be fairly determined by meas 
uring the amount of taxes—that is, State, local, Federal income and excise taxes, 
which the consumer is required to pay to enjoy the product or service. 

I have attached a chart to my statement for the purpose of illustrating the 
severity of the taxload carried by the telephone industry. The Federal income 
taxload of each industry has been listed as a percentage of its sales. You will 
see that the telephone industry carries a greater load than other industry, and 
snenprimposed on this load is an excise tax at top levels, estimated at 22 percent 
of the cost of telephone service. The imposition of a taxload at top rates on a 
service of an essential industry which is already taxed more heavily than many 
others is clearly a gross injustice and outright discrimination. 

The telephone industry is very closely regulated and the amount which may 
be charged subscribers for service is fixed by regulatory bodies who determine 
what is a fair charge for services. In determining this fair charge among the 
many factors which are considered, probably the most important critcria are 
(a) a fair charge to the subscribers for telephone service; and (0) a fair rate of 
return to the shareholders. 

These two factors are, to a great extent, interdependent. On the one hand 
the Commission must allow the company to earn a sufficient amount to accumu- 
late the capital necessary to meet the demands for increased telephone installa- 
tions and, on the other hand, must not charge the subscribers more than a rea- 
sonable amount for services rendered. 

During the years of World War II, because of critical material shortages and 
priorities, the telephone industry, as many other industries did, curtailed their 
construction program to give only essential and necessary service. After the 
war the pent-up demand for telephone service was unleashed and telephone 
companies found themselves in the position of being unable to install telephones 
as fast as requested. 

During the first 2 or 3 years after World War II, in order to obtain funds to 
complete replacements and renewals for equipment which had not been replaced 
during war years, telephone companies, because of the limited supply of equity 
capital, were required to sell bonds, and greatly extend their debt capital during 
this period. It was not until sometime in 1948 or 1949 that telephone companies 
were able to finance constructed additions through sale of equity capital and 
thus finance their business on a sounder basis. During this period the industry 
sold securities comprised of bonds, preferred and common stock, and, as pointed 
out previously, constructed plant with the proceeds from those securities. 

The excise tax during that period had little or no effect on the growth of the 
telephone industry because of the public’s insistence on having telephone service 
as a necessary attribute of the American way of life, like running hot and cold 
water, gas, and electricity. Asa matter of fact it is my opinion that only because 
of the essential nature of the telephone industry has it been able to bear the 
extremely heavy load of State, local, and Federal income taxes and the super- 
imposed excise taxload at top rates. 

However, we have now come to the point where this pent-up demand is lessen- 
ing and the full impact of the excise tax will manifest itself. As this begins to 
take place the gross severity of the inequity of taxing telephone service at higher 
rates than nonessentials will progressively depress the normal expansion of our 
business and hamper us in obtaining capital for construction and continued 
improvement of telephone service. 

You see, a utility like a telephone company has to compete in the money mar- 
ket with oil, manufacturing, and other utilities companies, and all others requir- 
ing capital. The excise tax tends to dry up the capital market by subtracting 
from the customer's spendable dollar, amounts which might otherwise be saved 
and invested in new capital, and also raises doubts in the minds of some in- 
vestors as to whether an industry so very heavily taxed is truly a good 
investment. 

It should be quite apparent that if the excise tax were removed the consumér 
would have an increase in spendable and savable income by that amount. It 
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has been pointed out to this committee in previous hearings that the Govern- 
ment recoups a great portion of this tax in other forms and would probably 
suffer no great loss of revenue from their repeal. The additional business 
generated from additional spendable income will produce additional income, 
and some portion of that additional income is recouped through income taxes. 

Therefore the Government would not lose all of the revenue now produced 
by the excise taxes on telephone service but would recoup a great portion of 
it through the income tax. It is hard for me to believe that local service 
should be taxed at the same high rate as cigars, cigarettes, and pipe lighters. 
And it is also more difficult to conceive that long-distance calls in excess of 
24 cents should be taxed higher than cosmetics, toilet preparations, and jewelry. 
When a commodity or service becomes an accepted household and business con- 
venience it is not a luxury. Some of the very essential uses of the telephone 
are so commonplace that the necessity escapes our attention, such as the making 
of emergency calls in the case of sickness, fire, or accident. 

Many persons who are employed in jobs which are essential to our community 
life and who are required to report for duty on short notice are highly dependent 
on the telephone. These include police, fire, and utility employees. Not only 
in our everyday life is a telephone essential but a good businessman would not 
think of being without it. Commerce by telephone has become a major industry. 
Often when I look at television, particularly when in the New York area, I notice 
that merchandise is offered for sale and demonstrated. The viewers are asked 
to call a telephone number to place their orders. This method of merchandising 
brings the retail seller’s merchandise into the viewer's living room where he 
may inspect the merchandise in the comforts of his own home. He may buy 
the merchandise by merely picking up the telephone and placing his order 
even though it may be long after the normal closing hours of retail stores. 

I believe an examination of tax history since the round of the century will 
show that in each instance in which excise taxes on communications have been 
imposed such action has been taken purely as an emergency measure and the 
taxes have always been repealed when the emergency was over. There has 
always, up to this time, been recognition that telephone excise taxes constitute 
no part of the peacetime tax structure. 

The excise taxes imposed during the period commencing in 1940 were restric- 
tive taxes desicned to reduce the nse of the nroduct or services taxed, so that 
critical materials used in the manufacture of the product or in providing service 
might be diverted to purposes of war. 

Today there is no need for any restriction. Asa matter of fact. every endeavor 
of the country is to expand production, consumption, and use. The excise taxes 
on communication services are the only taxes levied upon regulated public- 
utility services, except transportation; and, even in the case of transportation, 
there is no tax levied upon short-haul commutation. There is no excise tax 
on gas, electricity, water, sewage, or heating service. We think it is a dis- 
crimination of the rankest sort to impose an excise tax upon telephone service. 

In the independent branch of the telephone industry. about 80 percent of our 
subscribers are residence subscribers, and in our branch of the business, operating 
in the small towns and rural areas as we do, the small cash income of many 
people is such as to make an excise tax on their necessary communication 
service one of great severity. In the farming and rural areas the telephone 
is an indispensable medium to obtain market quotations, to summon the doctor 
or veterinarian, and to reach the fire department. 

In the interest of justice and the removal of a discrimination, we ask that 
the excise taxes in their entirety be removed from telephone service both local 
and long distance. 


The Crrarrman. The next witness is Mrs. Sylvia B. Gottlieb, direc- 
tor, research department, Communications Workers of America. 
We are glad to have you here, Mrs. Gottlieb. 


STATEMENT OF SYLVIA GOTTLIEB, DIRECTOR, RESEARCH DEPART- 
MENT, COMMUNICATIONS WORKERS OF AMERICA 


Mrs. Gorrtres. I will do as the previous speakers have done, merely 
highlight the statement. With me is Mr. William Dunn, assistant 
to the president of the Communications Workers of America. 
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My name is Sylvia Gottlieb. I am and have been for the last 8 
years research director for the Communications Workers of America, 
C IO, an organization that represents over 500,000 communications 
workers throughout the United States, the 3 provinces of Canada, and 
the Territory of Hawaii. 

This is the first time since introduction of Federal telephone excise 
taxes that CWA seeks to go on record as favoring their elimination. 
Our testimony here today will be directed primarily to the interest 
we have in these taxes as workers in the telephone industry. 

We are concerned about present and future effects of these taxes 
on use of telephone facilities and hence upon employment possibili- 
ties in the industry. It is not mere coincidence that CWA did not 
choose to testify on telephone excise taxes until this year, although 
taxes on toll calls date back to 1932, and taxes on local calls to 1941. 
We have kept in close touch with the situation in recent years, par- 
ticularly during postwar years, and have not felt any necessity until 
this year to object to what are becoming unwarr anted and economi- 

cally unsound deterrents to telephone use not only by residential users 
of the telephone, but by business organizations as well. 

In the atmosphere of total war, during which time current rates of 
taxes on telephones were introduced, when not only were revenues 
sorely needed but an almost equal necessity existed for discour: aging 
use of already crowded telephone circuits, telephone workers and, in 
fact almost everyone, understood and accepted the need for substan- 
tial telephone excise-tax rates. We were beginning to be concerned 
with the failure of Congress to reduce or remove the taxes in 1948 
and began to consider speaking about against that at that time. Be- 
ginning that year we witnessed serious decreases in telephone em- 
ployment and even actual layoffs in the industry for the first time 
since the 1932 depression. However, subsequent events leading to the 
Korean war renewed the need for substantial taxes and even, to some 
extent, the need to discourage use of telephone circuits. Moreover, 
between 1948 and 1950 there seemed more pressing need for reduced 
taxation in other areas. These, as well as additional overall general 
economic conside1 witless influenced our decision not to take a position 
against telephone excise taxes at that time. 

Previous speakers have gone into them at an earlier time. We will 
not repeat them at this time. 

We might add, however, = at we think it noteworthy that telephone 
calls are taxed at a luxury rate although many State governments and 
the Federal Government seme these same calls as public service 
and necessities where their continuance is threatened by economic 
activity on the part of telephone workers through their trade unions. 

While we agree with most of the above four well-known arguments 
against telephone taxes and find much wisdom in them, we feel they 
do not get to the heart of the problem; namely, they fail to examine 
the basic question of whether or not telephone excise taxes, in them- 
selves, are good taxes. That is, are they socially and economically 
desirable and necessary ? 

In our opinion it is not adequate that a source of taxes merely be a 
lucrative one to justify it. Revenues lost through elimination of tele- 
phone taxes could be made up in many different ways. 

The telephone sales tax, and we could properly label it a sales tax, 
in our opinion does not currently meet any of the above-described 
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standards of a good tax. It is a bad tax because it is a sales tax on a 
necessitous commodity. However, its most serious deficiency is 
couched in the effect it has had and will have on telephone usage and 
hence telephone employment during the periods when it is desirable 
to increase general business activity and employment opportunities. 

[t is our considered judgment that the next few years will be critical 
ones in the telephone industry from an employment standpoint. Local 
and toll-dial mechanization programs as well as the ultimate leveling 
off in telephone service demand must, of necessity, it appears to us, 
have profound and widespread effects upon employment in the tele- 
phone industry. 

It is not possible to show statistically that high telephone excise 
taxes discourage so many calls or the installation of so many tele- 
phones per year. It is not possible to determine precisely why people 
don’t make telephone calls or why people don’t install an extension 
phone or even the first phone. 

However, we ask the committee to take into consideration that be- 
tween 1948 and 1949 there was a substantial decrease in telephone- 
industry employment. In Bell system telephone operating company 
subsidiaries alone there was a decrease of over 30,000 and in its 
Western Electric subsidiary there was a similar decrease. This over- 
all 60,000 decrease in employment took place during a period of peak 
telephone usage. The 60,000 decrease in employment, a decrease of 
around 10 percent, took place during a year when the number of tele- 
phones increased from 31.4 million to 33.4 million when average daily 
telephone conversations increased from 125.3 million to 132 million. 
During the same year over a million people were waiting for telephone 
service and over 214 million were waiting for better service; that is, 
waiting to go from party to individual lines. A period, in short, of 
good tele .phone business. However, the rate of increase in business 
began to level off as the general economy began to level off. 

This factor coupled with intensified local and toll-dial conversion 
programs of the Bell System and other telephone companies de- 
creased employment opportunities in the industry. We think also 
that the high cost of telephone service—that is, basic rates plus Fed- 
eral excise taxes—must have had some effect on the amount of tele- 
phone business and hence telephone jobs. While it is not possible to 
prove statistically, it seems only common sense to come to the con- 
clusion that if certain types of telephone service were cheaper, par- 
ticularly toll calls, many of us would use the telephone more often. 

Frankly, and we think this is important, CWA does not think that 
telephone excise taxes alone are the difference between good or bad 
employment opportunities in the telephone industry or in the econ- 
omy asa whole. Attention will have to be paid to the problem simul- 
taneously at many other levels of activity; however, we think this 
committee will want to take a look at any taxes which might have 
adverse employment effects on such an important and widespread 
industry. 

It is for this reason we make our appearance here today. We hope 
to alert you to the realization that the telephone excise tax is not 
currently a just or economically sound tax. We hope you will agree 
with our point of view and will further agree with our conclusion 
that this seems like a very good time to discontinue telephone excise 
taxes. 
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Thank you, Mr. Chairman. 

The Cuatrman. We thank you, Mrs. Gottlieb, for your very fine 
presentation. It is an excellent paper. 

Are there any questions? The Chair hears none. 

(Mrs. Gottlieb’s prepared statement follows :) 


STATEMENT OF SytviaA B. GorrTiren, Researcn Drrector, COMMUNICATIONS 
WorKERS OF AMERICA, CIO, IN Re FepERAL TELEPHONE EXcIseE TAXES 


My name is Sylvia Gottlieb and I am, and have been for almost 8 years, re 
search director of the Communications Workers of America, CIO, an organiza 
tion which represents over 300,000 communications workers throughout the 
United States, 3 provinces of Canada and the Territory of Hawaii. CWA-CIO 
is the largest union in the telephone industry; a substantial majority of its 
membership is employed by Bell System telephone operating companies and 
some 67 so-called independent non-Bell, operating telephone companies. 

This is the first time since introduction of Federal telephone excise taxes 
that CWA seeks to go on record as favoring their elimination. Over 300,000 
communication workers represented by CWA have a direct interest in telephone 
excise taxes not only from the point of view of workers, but also from the point 
of view of consumers, that is as users of telephone service. However, our testi- 
mony here today will be directed primarily to the interest we have in these 
taxes as workers in the telephone industry. We are concerned about present 
and future effects of these taxes on use of telephone facilities and hence upon 
employment possibilities in the industry. 

It is not mere coincidence that CWA did not choose to testify on telephone 
excise taxes until this year, although taxes on toll calls date back to 1982, 
and taxes on local calls to 1941. We have kept in close touch with the situation 
in recent years, particularly during the postwar years, and have not felt any 
necessity until this year to object to what are becoming unwarranted and eco 
nomically unsound deterrents to telephone use not only by residential users of 
the telephone but by business organizations as well. 

In the atmosphere of total war, during which time current rates of taxes on 
telephones were introduced, when not only were revenues sorely needed but 
an almost equal necessity existed for discouraging use of already crowded tele- 
phone circuits, telephone workers and, in fact, almost everyone, understood 
and accepted the need for substantial telephone excise-tax rates. We were 
beginning to be concerned with the failure of Congress to reduce or remove 
the taxes in 1948 and began to consider speaking out against them at that time. 
Beginning that year we witnessed serious decreases in telephone employment 
and even actual layoffs in the industry for the first time since the 1932 depression 
However, subsequent events leading to the Korean war renewed the need for 
substantial taxes and even, to some extent, the need to discourage use of tele 
phone circuits. Moreover, between 1948 and 1950 there seemed more pressing 
need for reduced taxation in other areas. These, as well as additional overall 
general economic considerations, influenced our decision not to take a position 
against telephone excise taxes at that time. 

We might add that we think it noteworthy that telephone calls are taxed at 
a luxury rate although many State governments and the Federal Government 
regard these same calls as “public service” and “necessities” where their con- 
tinuance is threatened by economic activity on the part of the telephone workers 
through their trade unions. 

While we agree with most of the above four well-known arguments against 
telephone taxes and find much wisdom in them, we feel they do not get to the 
heart of the problem ; namely, they fail to examine the basic question of whether 
or not telephone excise taxes, in themselves, are good taxes. That is, are they 
socially and economically desirable and necessary. 

In our opinion, it is not adequate that a source of taxes merely be a lucrative 
one to justify it. Revenues lost through elimination of telephone taxes could 
be made up in many different ways. 

The telephone sales tax—and we could properly label it a sales tax—in our 
opinion does not currently meet any of the above-described standards of a good 
tax. It is a bad tax, because it is a sales tax on a necessitous commodity. How- 
ever, its most serious deficiency is couched in the effect it has had and will 
have on telephone usage, and hence telephone employment during periods 
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when it is desirable to increase general-business activity and employment 
opportunities. 

It is our considered judgment that the next few years will be critical ones 
in the telephone industry from an employment standpoint. Local and toll 
dial mechanization programs as well as the ultimate leveling off in telephone 
service demand must, of necessity, it appears to us, have profound and wide- 
spread effects upon employment in the telephone industry. 

It is not possible to show statistically that high telephone excise taxes dis- 
courage so many calls or the installation of so many telephones per year. It 
is not possible to determine precisely why people don’t make telephone calls or 
why people don’t install an extension phone or even the first phone. 

However, we ask the committee to take into consideration that between 1948 
and 1949 there was a substantial decrease in telephone industry employment. 
In Bell System telephone operating company subsidiaries alone there was a de- 
crease of over 30,000, and in its Western Electric subsidiary there was a similar 
decrease, This overall 60,000 decrease in employment took place during a period 
of peak telephone usage. The 60,000 decrease in employment, a decrease of 
around 10 percent, took place during a year when the number of telephones in- 
creased from 31.4 million to 33.4 million, when average daily telephone con- 
versations increased from 125.3 million to 132 million. During the same )ear 
over a million people were waiting for telephone service and over 2% million 
were waiting for better service; that is, waiting to go from party to individual 
lines. <A period, in short, of good telephone business. However, the rate of 
increase in business began to level off as the general economy began to level off. 

This factor coupled with intensified local and toll dial conversion programs of 
the Bell System and other telephone Companies decreased employment oppor- 
tunities in the industry. We think also that the high cost of telephone service— 
that is, basic rates plus Federal excise taxes—must have had some effect on 
the amount of telephone business and hence telephone jobs. While it is not 
possible to prove statistically, it seems only common sense to come to the con- 
clusion that if certain types of telephone service were cheaper, particularily toll 
calls, many of us would use the telephone more often. 

Frankly, and we think this is important, CWA does not think that telephone 
excise taxes alone are the difference between good or bad employment cppor- 
tunities in the telephone industry or in the economy as a whole. Attention will 
have to be paid to the problem simultaneously at many other levels of activity; 
however, we think this committee will want to take a look at any taxes which 
might have adverse employment effects on such an important and widespread 
industry. 

It is for this reason we make our appearance here today, We hope to alert 
you to the realization that the telephone excise tux is not currently a just or 
economically sound tax, We hope you will agree with our point of view and 
will further agree with our conclusion that this seems like a very good time to 
discontinue telephone excise taxes. 


The Cuairman. We now come to the consideration of transporta- 
tion excises. At this point, without objection, the following state- 
ments will be incorporated into the record in lieu of appearances: 

The Honorable Hubert B. Scudder of California on behalf of his 
bills H. R. 91 and H. R. 92; Hon. James C. Auchincloss of New Jersey ; 
Hon. Howard W. Smith of Virginia; Hon. Edward A. Garmatz of 
Maryland; Hon. E. L. Bartlett, the Delegate from Alaska; Hon. J. R 
Farrington, the Delegate from Hawaii; Hon. William Lantaff of 
Florida; and Hon. A. Fernds-Isern, Resident Commissioner of 
Puerto Rico. 

Without objection they will be made a part of the record. 

(The statements above referred to follows :) 


STATEMENT OF Hon. Husert B. Scupper, Me:msBer or Conoress, BeroreE Hovse 
COMMITTEE ON WAYS AND MEANS, AuGustT 10, 1953, IN Re TRANSPORTATION Tax 
ON Py RSONS 


Mr. Chairman and members of the committee, I invite your attention to H. R. 
91, a bill I introduced to repeal subchapter C of chapter 30 of the Internal Revenue 
Code—the chapter of the code under which the 15 percent excise tax is iuiposed 
upon the tranportation of persons. 
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Actually, this a wartime “hangover” tax. It was instituted largely as a means 
to discourage public travel during a time when our transportation system was 
overburdened by the impact of war. 

That situation is now a thing of the past. The United States has the most 
marvelous transportation system in the world. Our airplaines, our streamlined 
trains, our sleek buses and other transport vehicles are capable of carrying mil 
lions of people on trips both short and long. 

But we are faced with a paradox. Many people wanting to go places—to get a 
change of scenery and enjoy America’s recreational facilities—are often re- 
turded from doing so because of the increase to transportation costs as reflected 
in the 15 percent tax. 

Just for example, take a figure of $300 as an average basic cost of a ticket 
from here to the Pacific cost. The tax alone will increase the cost by another 
$45—just for one ticket. Think what that means to a family of 3 or 4. It 
amounts to enough to discourage the taking of such a trip 

The percentage by which a trip in a public carrier for a shorter distance is 
increased by this tax, is equally discouraging. 

We in California have famed scenic advantages which have been built up as 
tourist attractions. The rugged and inspirational Redwood Empire and Feather 
River regions to the north, and the enticing beaches and glamour of the southern 
part of our State. We welcome tourists and, by the same token, tourists are 
equally as welcome to view the attractions of the great States of the East, the 
Nation's Capital and elsewhere within our borders. 

It must also be recognized that many thousands of persons are employed by the 
transportation companies. Thousands of others have invested their savings in 
those companies, and their welfare is dependent upon widespread use of public 
ecurriers. There are many others whose sole income is derived from recreational 
facilities, as well as those who must travel to make a living. 

I sincerely feel that a carryover tax, no longer needed to accomplish the 
purpose for which it was originally intended, has a tendency to retard rather 
than encourage a normal and healthy business expansion. 





RESOLUTION 


Whereas the Federal Government to discourage wartime commercial travel 
and preserve much needed transportation equipment instituted a tax of 15 per 
cent on all forms of commercial transportation, and 

Whereas the war is now over and this tax was designated as a wartime 
measure, and 

Whereas this transportation tax is discouraging to tourist travel, and 

Whereas the tax has heen removed on travel overseas; therefore be it 

Resolved: That the East Michigan Tourist Association go on record in favor 
of the repeal of this tax and that copies of this resolution be sent to Michigan 
delegates in Congress, the Michigan Tourist Council, and Officers of the Na 
tional Association of Travel Officials. 

Passed unanimously by the executive committee of the East Michigan Taurist 
Association, December 7, 1948. 

FRANK DAvis, Secretary-Manager. 


RESOLUTION 


Whereas the 15 percent Federal travel tax was originally imposed as a war 
time measure to discourage travel; and 

Whereas the tax is highly discriminatory both as to taxing travel in some 
areas and exempting others, and as to its personal application to those who must 
travel to earn a living, as well as those who travel for pleasure; and 

Whercas the tax seriously impairs the Nation’s economy, decreases prosperity 
and lowers the moral of the people; and 

Whereas removal of the tax would stimulate all business and produce higher 
incomes and greater tax paying ability; and 

Whereas the public carriers would be strengthened by removal of the tax, 
tc the benefit of both national defense and general business; therefore be it 

Resolved, That the California Mission Trails Association requests the Con 
gress of the United States to pass legislation repealing this tax. 

[SEAL] 


JULY 21, 1953. 


s3EN A. BARNARD, Secretary. 
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VIRGINIA TRAVEL COUNCIL, 
Richmond, Va., July 30, 1953. 


Representative Husert B. ScuppeEr, 
House of Representatives, Washington, D. C. 

Dear Mr. Scupper: The Virginia Travel Council would like to commend you 
for your authorship and sponsorship of House bill No. 91, calling for the repeal 
of the transportation tax on persons. 

For your information and any other use you may care to make of same, a copy 
of a resolution from the directorate of the VTC is herewith enclosed. 

Very truly yours, 
Rosert F. NELSON, Managing Director. 


RESOLUTIONS ADOPTED AT THE ANNUAL MEETING OF THE VIRGINIA TRAVEL COUNCIL 
OcToBER 18, 1949, ar RICHMOND, Va. 


Whereas the travel industry as represented by the Virginia Travel Council is 
saddled with taxes designed for the purpose of discouraging travel; and 

Whereas these taxes were designed to meet a condition in our national emer- 
gency that no longer exists; and 

Whereas our transportation agencies in particular and our accommodations 
and facilities for travel built in good faith in locations dependent on transporta- 
tion companies now suffering from unfair competition with untaxed foreign 
travel and motor travel; and 

Whereas air, rail, boat, and bus companies as a result are unable to make even 
operating expenses in many instances and often must curtail service as a result, 
while our accommodations dependent on them are likewise damaged, therefore, 
the members of the Virginia Travel Council, in the annual meeting assembled, 
do request the Congress of the United States to eliminate transportation taxes 
on persons, admissions taxes on theaters, attractions of other types, and on 
luggage and similar goods bearing special Federal taxation designed to dis- 
courage travel, as unfair and demoralizing and unjust and tending to destroy 
essential parts of the Virginia transportation and economic structure. 





MAINE DEVELOPMENT COMMISSION, 
Augusta, Maine, July 29, 1958. 
Hon. Hvusert B. Scupper, 
House Office Building, Washington, D. C. 

Dear Str: I understand that you have introduced a bill, H. R. 91, which would 
repeal the travel tax. 

The State of Maine, a big vacation-travel State, is very interested in having 
this bill repealed. This tax was imposed originally to discourage traveling 
during the days of the war. The necessity for this type of tax is long past. 
It is too bad that the travel business has been discriminated against for so long 
a period. 

I trust the bill will receive favorable consideration. 

Very truly yours, 
Everett F.. GREATON, 
Executive Director. 


Repwoop EMPIRE ASSOCIATION, 
San Francisco, Calif., July 30,1953. 
Hon. Husert B. Scupper, 
United States Congressman, Washington, D. C. 

Dear Hupert: As you know, by authorization of supervisor’s unit, Redwood 
Empire Association has consistently urged the repeal of the discriminatory and 
onerous 15-percent Federal transportation tax against persons, for the follow- 
ing reasons, among others: 

(a) This tax was originally levied as a “police measure”’—to stop the general 
public from traveling during World War II, to expedite movements of military 
personnel, gear, and supplies. 

World War II ended over 7 years ago—and this police tax is still with us. 

(b) Also now with us, largely as a result of this tax, are empty seats and 
pullman space on trains; empty space on other public carriers. This is not a 
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healthy condition for transportation companies nor is it good for the Nation’s 
general economy, its continuing defense requirements. 

Long ago, the Canadian Government repealed its wartime 15-percent trans- 
portation tax. 

The tax is extremely discriminatory—particularly to those who have to travel 
while earning a living; those who must travel as a result of family deaths or 
illnesses. 

(c) It is also highly discriminatory against domestic trade—because the Con- 
gress removed this 15-percent transportation tax on tickets to certain foreign 
countries. 

(d) The removal of the tax would step up travel within the United States, 
which would in turn enhance employment, step up sales of all types of goods 
and services, important to the economic health of the Nation. 

There are many other reasons, familiar to you, justifying repeal. You are 
authorized to present this letter for the record. 

With kindest personal regards, I am, 

Sincerely yours, 
CLYDE EDMONDSON, 
Clyde Edmondson, General Manager. 





MINNESOTA STATE AUTOMOBILE ASSOCIATION, 
Vinnea polis, tugqust 3, 1958 
Hon. Husert B. Scupprr, 
House Office Building, Washington 25, D.C 

DeAR CONGRESSMAN Scupper: The directors of the Minnesota State Automo- 
bile Association, an organization of over 87,000 motoring families in Minnesota, 
are heartily in support of H. R. 91 to repeal the travel tax 

In the modern way of American life, travel and vacations have become a 
well-established institution. In fact, travel does so much to create good will 
among the people of the various States and particularly with people in the 
countries beyond our borders, that it seems the 15 percent tax on the trans- 
portation of persons could well be set aside in the interests of peace and inter- 
national relations for many years to come. 

There is a further aspect to this travel picture, in that it lends itself to a 
healthy economy in many, many States. It will always be true that the travel 
dollar finds its Way into every channel of trade and commerce. We are of the 
opinion that travel must be encouraged, rather than saddled with a tax which 
will tend to discourage it for many Americans. 

Our organization, therefore, heartily endorses your bill, H. R. 91, and hopes 
that the House Ways and Means Committee will support it fully. 

With best wishes for success in this very important piece of legislation, we 
remain, 

Sincerely yours, 
HueH M. Crate, 
Erecutive Secretary. 


THe CHESAPEAKE & OHIO RAILWAY EMPLOYEES BETTER SERVICE CONFERENCE, 
Richmond, Va., Mareh 8, 1958. 
Mr. and Mrs. C. & O. EMPLOYEE: 

GREETINGS: The following resolution was adopted unanimously by your better 
service conference at a meeting held in the Hotel Jefferson, Richmond, Va., 
February 17, 1953: 

“Whereas a bill is pending before the Committee on Ways and Means of the 
House of Representatives of the United States, H. R. 91, having for its object 
the repealing of subchapter C of chapter 30 of the Internal Revenue Code (re- 
lating to taxes imposed with respect to the transportation of persons), and 

“Whereas the said subchapter C of chapter 30, of the Internal Revenue Code, 
provides, among other things for a surtax of 15 percent on railroad passenger 
fares; and 

“Whereas the said surtax serves as a deterrent on railroad passenger travel 
and is believed to be otherwise inequitable and unjust : Now, therefore, be it 

“Resolved by the Chesapeake & Ohio Railway Employees’ Better Service Con- 
ference of Richmond, Va., as follows: 

“(1) That the conference go on record as favoring the enactment of H. R. 91, 
aforesaid. 
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(2) That copies of this resolution be forwarded to Members of the House of 
Representatives and Senate of the United States, and that they severally be urged 
to vote for and advocate the enactment of H. R. 91. 

“(3) That copies of this resolution be forwarded to employees’ better service 
conference in Virginia, West Virginia, Kentucky, Ohio, Indiana, Illinois, and 
Michigan.” 

This surtax was placed on the sale of tickets during World War II to dis- 

courage public traveling in order to reduce the overcrowding of trains used 
by men and women of the Armed Forces. We believe you will agree that this 
is no longer necessary and that the surtax is an unjustifiable burden on the rail- 
roads at this time and should be removed. 
This matter is now in the hands of the Ways and Means Committee of the 
louse of Representatives, which committee is headed by Congressman Daniel A. 
teed, chairman. A personal letter from you to Congressman Reed or Hon. J. 
aughan Gary, House Office Building, Washington, D. C., would be very effective 
in having this burdensome surtax removed. 

We hope that you will take the time to write a brief note to either or both 
Congressmen Reed and Gary requesting that this surtax of 15 percent on rail- 
road passenger fares be removed 
Yours for better service, 





I 
I 
\ 


ARCHER A. PAGE, 
Chairman, Legislative Committee. 


RESOLUTION 


Whereas the United States levies a 15-percent tax on passenger transportation 
to and from the United States and the Central American and Caribbean coun- 
tries and possessions; and 

Whereas that tax is not applied to passenger transportation between the 
United States and Europe or the South American Continent; and 

Whereas that discrimination serves to discourage travel from the United 
States to the Central American and Caribbean countries and possessions: There- 
fore be it 

Resolved, That the Chamber of Commerce of the Americas shall make repre- 
sentation to the United States Congress and Government requesting that pas- 
senger transportation between the United States and the Caribbean and Central 
American countries and possessions be exempted from the payment of taxes not 
applied to passenger transportation between the United States, Europe, and the 
South American Continent. 


The foregoing resolution was unanimously approved by the second annual 
meeting of the Chamber of Commerce of the Americas at the fifth business ses- 
ion on August 22, 1952, at Miami, Fla., and signed by the following delegates: 
Juan Fernandez Morua, of San Jose, Costa Rica; Humberto Leignadier, of 
Colon, Panama; M. G. M. McIntosh, of Montego Bay, Jamacia; Harry Vendryes, 
of Kingston, Jamaica: Robert Suero, of Habana, Cuba; Pablo Abad, of Panama 
City, Panama; Leandro Cabello Lopez, of Barranquilla, Colombia; Francisco 
Bango, of Camaguey, Cuba; Joseph J. Orr, of Miami, Fla. 


NOT! Written to each member of the Florida congressional delegation] 


FLoRIDA STATE CHAMBER OF COMMERCE, 
Jacksonville, Fla., January 13, 19538. 

DEAR : The Florida State Chamber of Commerce membership at the 
annual meeting, November 19, 1952, unanimously adopted a resolution recom- 
mending to the Congress “that the wartime excise taxes be removed entirely 
or materially reduced in order that business may return to its normal flow with- 
out the penalty of restrictive excise taxes placed in effect during wartime to 
permit of the removal of these handicaps which impede the continued progress 
of business in general.” 

The excise law works a hardship on transportation, communications, and 
amusement interests nationally, and seriously affects the Florida economy in 
its position as a recreation State largely dependent on its tourist trade. It is, 
therefore, respectfully requested that application of the excise-tax law in these 
eategories, at least, be removed or substantially relieved. 
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It is specifically asked that the application of the excise tax on transportation 
to Central and South American countries be immediately removed to conform 
with the lifting of such restrictions on European travel, which discrimination is 
obviously unfair and inequitable and harmful to the “good neighbor” policy 
among Western Hemisphere nations. 

With every good wish, believe me 

Sincerely yours, 
HaAroLp CoLer, 
Executive Vice President 





RESOLUTION 


Whereas recreational travel is of utmost importance to the State of Wyoming, 
being its third largest industry ; and 

Whereas the dude-ranch industry was originated in Wyoming and produces 
thousands of vacationists each year who are using the common-carrier method 
of transportation in ever-increasing numbers; and 

Whereas all such persons are subject to a nuisance tax of 15 percent on 
the total cost of such transportation in traveling to Wyoming as well as to any 
other point in the United States; and 

Whereas such tax does not apply to travel to any other point in the world, 
outside the United States, which is discriminatory, unfair, and unwarranted; 
and 

Whereas such tax was originated as a war measure to curtail civilian travel 
during the last war and was never intended to be a revenue-producing measure: 
Now, therefore be it 

Resolved by the Wyoming Commerce and Industry Commission, That this 
tax be condemned and that it use every effort and method at its command to 
the end that this tax be abolished, thereby putting the desire to travel within 
the United States on an equal cost basis with travel outside this country; and 
be it further 

Resolved, That the commission actively solicit the support of other States 
and agencies in accomplishing the repeal of this tax. 





Tourist INDUSTRIES CoUNCIL OF NEW Mexico, 
Taos, N. Mez., July 25, 1958. 
WAYS AND MEANS COMMITTEE, 
Congress of the United States, Washington, D.C. 

HONORABLE GENTLEMEN: At a special meeting of the Tourist Industries Council 
of New Mexico the following resolution was adopted, which is herewith trans- 
mitted to your committee for your consideration. It is requested that your com- 
mittee do everything possible to relieve the situation involved. 


RESOLUTION 


Whereas domestic travel and the increased purchasing power occasioned by 
same contribute greatly to the economy of New Mexico; and 

Whereas the State of New Mexico ranks the contribution from travel as first 
in its economic structure; and 

Whereas the membership of this council, which is composed of the owners 
and operators of enterprises throughout the State catering to and serving the 
traveling and vacationing public, feel that the existing tax on domestic travel 
is discriminating against the travel industry and is serving to inhibit the free 
flow of travel and its helpful exchange of purchasing power between our com- 
munities: Be it therefore 

Resolved, That the Tourist Industries Council of New Mexico, with all its 
affiliate bodies, does hereby declare itself as in favor of bill H. R. 91, and 
respectfully requests the Ways and Means Committee of the Congress to do 
all in its power to eliminate the present tax on domestic travel which tends 
to limit the big factor which travel is in the economy of the State of New Mexico 
and the country at large. 

Respectfully submitted. 

ARTHUR H. Erzotp, Chairman. 
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STATEMENT OF Hon. Hupert B. ScuppeR, MEMBER OF CONGRESS, IN RE TRANSPORTA- 
TION TAX ON PROPERTY 


Mr. Chairman and members of the committee, this committee is performing a 
great public service in continuing to hold hearings in order that those wishing 
to be heard on various tax matters may have their say. 

I appreciate the time allotted to me and this opportunity to express my vjews 
on the Federal excise tax of 3 percent that is levied on all bills for shipment of 
freight via railroads, trucks, air cargo lines, and other forms of transportation. 
States situated on the perimeter of the United States. The addition of the 
3-percent tax on total freight bills becomes a tremendous item that is passed on 
to consumers and is reflected in the prices they must pay for manufactured 
items or agricultural products that have been transported over any great 
distance. 

I know from personal knowledge that agricultural producers, manufacturers, 
and distributors in California pay taxes on freight shipments that are extremely 
high in relationship to some parts of the country. 

Our consumers also suffer and this situation is true in all States of the Pacific 
coast. It is also true in varying degrees to States of the South and of the 
entire vast area west of the Mississippi River. 

All of us have read or heard advertisements listing prices on some manufac- 
tured item or another. Invariably the statement—prices higher in the South 
and West—will be added. 

I would favor outright repeal of the present tax, as geographical factors make 
it discriminatory. I realize that such a repeal is not likely, at least at this time. 

Therefore, I have introduced a bill, H. R. 92, as a compromise measure which 
might be acceptable as it will be more equitable than the present tax and still 
return a substantial portion of the income derived from this source. 

My bill would set up a sliding scale of tax rates and thus equalize the tax 
burden 

It provides for a tax rate of 3 percent on the first $100 of a freight bill; 2 
percent on the second $100; and 1 percent on all over $200. 

When this committee undertakes the tremendous task of revising the Inter- 


nal Revenue Code, I respectfully urge that full consideration be given H. R. 92. 
It would remove an unfair tax burden on people who, by geographical chance, 


are placed in an unfair competitive situation. 





CONGRESS OF THE UNITED STATES, 
House or REPRESENTATIVES, 
Washington, D. C., August 7, 1958. 
COMMITTEE ON WAYS AND MEANS, 
House of Representatives, Washington, D. C. 

GENTLEMEN: I enclose resolution passed by the Board of Chosen Freeholders 
of Ocean County, N. J., at a meeting held on August 5, 1953, and signed by the 
members of the board, as well as the clerk, in protest against the 15-percent tax 
levy against travel in the United States. 

I request that this resolution be made a part of the hearings which I under- 
stand your committee is holding on the revision of taxes, and I appreciate your 
courtesy 

With kind regards, I am 

Sincerely yours, 
JAMES C. AUCHINCLOSsS, M. C. 


\ RESOLUTION OF THE BOARD OF CHOSEN FREEHOLDERS, OCEAN CouNTy, ToMs 
River, N. J., FoR PRESENTATION AT FREEHOLDERS MEETING oF AvuGusT 5, 1953 


Whereas the collection of a 15 percent tax assessed against travel in the United 
States by the Federal Government is a deterrent to the free and easy access of 
tourists to recreation and resort areas; and 

Whereas this tax was first assessed during World War II purely for the pur- 
pose of discouraging travel and to conserve the resources of public carriers for 
military usage and victory: Now, therefore, be it 

Resolved by the Board of Chosen Freeholders of the County of Ocean, meeting 
in regular session, August 5, 1953, That we do hereby protest the continuation 
if this discriminatory tax, and petition the Congress of the United States and 
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its Ways and Means Committee to remove and abolish it henceforth. A copy 
shall be transmitted to our Representative, James C, Auchincloss, 
Respectfully, 
[SEAL] A. W. Brown, Jr., Director. 
Attest: 
Jas. K. ALLARDICE, Clerk 
HAROLD CHAFFEY. 
A. PAUL KING. 


CONGRESS OF THE UNITED STATES, 
House OF REPRESENTATIVES, 
Washington, D. C., July 29, 1958 
Hon, DANTeL A. REED, 
Chairman, Ways and Means Committee, 
House of Representatives, Washington, D. C. 

My Dear Mr. CHAIRMAN: I enclose herewith a letter from the Virginia Travel 
Council with respect to discriminatory admission tax as between publicly owned 
and privately owned places of historic interest. 

I hope you will bring it to the attention of your committee during the general 
consideration of the revenue act. 

With best wishes, I am 

Sincerely yours, 
Howarp W. SMITH 


VIRGINIA TRAVEL CoUNCIL, 
Richmond 19, Va., July 28, 1953 
Representative Howarp W. SMITH, 
House Office Building, Washington, D. C. 

DeEAR REPRESENTATIVE SMITH: Some time ago the Federal Government re- 
moved the tax on admissions to nonprofit attractions in Virginia, including a 
great many of our historic shrines. But the tax was retained on a few places 
that are privately owned and, therefore, in theory are profit ventures. 

These places are constantly harassed by the public who go to see them and 
do not find it plausible to believe that a place like Monticello, home of Thomas 
Jefferson, is tax free, when just down the road 2 miles is Ash Lawn, bome of 
James Monroe, that must collect a Federal tax on each admission. It isn’t the 
money half as much as the constant nuisance of having a continual explanation 
to make, time after time. 

Among the always open places that are privately owned are five historic homes 
and gardens on the James River between Richmond and Williamsburg, the 
Zirkle Museum at Luray, and a very few others. None of these are operated for 
profit, although by theory they could make a profit. The public demands to see 
historic places and no matter how much the owner may desire to keep them pri- 
vate, there are always those who ignore signs and demand to see these places 
on the theory that if great events happened here or great people were born or 
lived in these places, the public has a right to see them. 

The council knows that most of the historic attractions that are privately 
owned operate at a loss. The council knows that the cost of keeping them open 
seldom meets the cost of labor to maintain and show and police these places. 
For instance, the Zirkle family is proud of its fine collection and shows it to the 
public at a loss of several hundred dollars a year. The cost of maintaining the 
famous gardens at Brandon, Westover, etc., is greater than the income paid by 
the public. But if they are not open to the public, then the public comes anyway 
and the owner cannot afford to keep a private staff without any remuneration 
to police and maintain these places. I believe this explanation is clear. 

The revenue to Uncle Sam from admissions on privately owned historic attrac- 
tions is not great and now that the Government is considering the removal of 
admission tax from theaters, surely it is logical for the Virginia Travel Council 
to request the Virginia delegation to act on behalf of these few places and to 
get them also relieved of this tax-collection burden and the constant requirement 
of having to explain that there is no tax at Williamsburg, but right next door the 
tax exists. 

The council requests you to aid us in this matter and would appreciate your 
comment on this request. 

Very truly yours, 
VirGINnitA TRAVEL COUNCIL, 
Rosert F. Netson, Managing Director. 
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CONGRESS OF THE UNITED STATES, 
HOUSE OF REPRESENTATIVES, 
Washington, D. C., July 24, 19538. 
Hon. DANTEL A. REED, 
Chairman, House Committee on Ways and Means, 
The Capitol, Washington, D.C. 

DeaR Mr. Reep: I have received several letters from firms in my district, not 
transportation companies, urging repeal of the 15-percent excise tax on trans- 
portation. 

In their opinion the tax was justified as a wartime measure to discourage 
unnecessary traveling, but since that is no longer necessary, and since much of 
the traveling now done is for business purposes, they believe the tax should be 
repealed. 

I understand that your committee will consider the subject of excise tax 
within a few weeks, and I would appreciate your bringing these views to their 
attention at that time. 

Sincerely, 





EpwaArb A, GARMATz, M. C. 





CONGRESS OF THE UNITED STATES, 
Houser or REPRESENTATIVES, 
Washington, D. C., July 22, 1958. 
Hon. DAntet A. REED, 
Chairman, Committee on Ways and Means, 
House of Representatives, Washington, D. C. 

Dear Mr. Reep: This is written to express my wholehearted agreement with 
the views expressed in support of H. R. 6121 by F. A. Zeusler, executive assistant 
to the president, Alaska Steamship Co., pier 42, Seattle, Wash., in his letter to you 
of July 17. 

It is my desire to associate myself with the persuasive arguments recorded 
in his communication and to state my belief that the continuation of the trans- 
portation and freight taxes of 15 percent and 3 percent, respectively, imposes 
an unfair hardship on American transportation companies serving Alaska in 
competition with Canadian companies. As Admiral Zeusler points out, the 
Canadian Government has eliminated similar taxes, which has placed that com- 
petition in an advantageous position on the side of the Canadian companies. 

Sincerely yours, 
EK. L. BARTLETT. 





CONGRESS OF THE UNITED STATES, 
HOUSE OF REPRESENTATIVES, 
Washington, D. C., June 23, 1958. 
Hon. DANTEL A. REED, 
Chairman, Committee on Ways and Means, 
House of Representatives, Washington, D. C. 

DEAR Mr. CHAIRMAN: The Legislature of the Territory of Hawaii in its 27th 
biennial session that has just been concluded adopted House Concurrent Reso- 
lution No. 10, requesting repeal of the Federal taxes on transportation of persons 
and property in interisland transportation and on transportation between Hawaii 
and the mainland United States. 

I am enclosing a copy of the resolution and will appreciate careful considera- 
tion of this resolution by your committee. 

Yours sincerely, 
J. R. Farrineton, Delegate from Hawaii. 


H. C. R. No. 10.—CoNCURRENT RESOLUTION OF THE LEGISLATURE OF THE TERRITORY 
OF HAWAII REQUESTING THE CONGRESS OF THE UNITED States To REPEAL THE 
FEDERAL TAXES ON THE TRANSPORTATION OF PERSONS AND PROPERTY AS EACH 
AFFECTS INTERISLAND TRANSPORTATION IN HAWAII AND TRANSPORTATION BgE- 
TWEEN HAWAII AND THE MAINLAND UNITED STATES 


Whereas the United States now levies a tax of 15 per centum of the amount 
paid for the transportation of persons, and a similar tax of 3 per centum on the 
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amount paid for the transportation of property between the Territory and the 
mainland United States, and between the several islands of the Territory of 
Hawaii; and 

Whereas these taxes were imposed as wartime excises to discourage unneces- 
sary transportation of persons and property, which reason is no longer sufficient 
to justify continuing their levy ; and 

Whereas, due to the geographic makeup of the Territory, virtually all inter- 
island shipments of food and other goods as well as transportation of persons 
must be accomplished by commercial means and are therefore subject to the 
payment of these taxes, a condition not true on the mainland with regard to 
either intrastate or interstate transportation ; and 

Whereas these taxes materially increase the cost of transportation of persons 
and property both from the mainland to the Territory and within the Terri- 
tory, thus directly contributing to the high cost of living in the Territory and 
working great hardship on the people of the Territory who must pay inflated 
prices for food and other necessities because of these taxes; and 

Whereas the cost to the carriers of collecting these taxes substantially in- 
creases the cost of transportation, which cost is ultimately paid by the users 
of such transportation facilities and results, therefore, in an additional and 
unnecessary charge upon the public; and 

Whereas these taxes put Hawaii in a very unfavorable position in its com- 
petition with Europe, South and Central America, the Caribbean area, and 
other southern trade areas for tourist business, which is Hawaii’s third ranking 
industry and is rapidly increasing in importance, as well as in Hawaii’s bid for 
a place in the import-export business of the world, inasmuch as transportation 
to and from the aforesaid-mentioned areas are not subject to these taxes: and 

Whereas these taxes definitely discourage passenger travel and shipping ac- 
tivities via commercial means at a time when transportation systems generally 
are hard-pressed financially, which is particularly detrimental to the low-income 
groups in the Territory who cannot afford the resultant higher travel costs in 
the Territory; and 

Whereas the Twenty-sixth Legislature of the Territory of Hawaii also re- 
quested the Congress of the United States to repeal said taxes: Now, therefore, 
be it 

Resolved by the House of Representatives of the Twenty-seventh Legislature 
of the Territory, the Senate concurring, That the Congress of the United States 
be, and it is hereby, respectfully requested to repeal the Federal tax on the 
transportation of persons and the tax on the transportation of property as each 
applies to travel and shipping within the Territory of Hawaii, and as each ap- 
plies to travel and shipping between the mainland United States and the Ter- 
ritory of Hawaii; and be it further 

Resolved, That duly certified copies of this concurrent resolution be trans- 
mitted to the President of the United States, to the President of the Senate, and 
to the Speaker of the House of Representatives of the Congress of the United 
States, to the Secretary of the Interior, and to the Delegate to Congress from 
Hawaii. 

THE HOUSE OF REPRESENTATIVES OF THE TERRITORY OF HAWAII, 
Honolulu, T. H., May 19, 1953. 


We hereby certify that the foregoing concurrent resolution was adopted by 
the House of Representatives of the Territory of Hawaii on March 3, 1953. 
Hrram L. FONG, 
Speaker, House of Representatives. 
WaALter G. CHUCK, 
Clerk, House of Representatives. 


THE SENATE OF THE TERRITORY OF HAWATI, 

Honolulu, T. H., May 19, 1958. 

We hereby certify that the foregoing concurrent resolution was adopted by 
the Senate of the Territory of Hawaii on May 19, 1953. 

Witrrep C. TSuKIYAMA, 

President of the Senate. 

ELLEN D. SMYTHE, 
Clerk of the Senate. 
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STATEMENT BY HaroLp B. WAHL, GENERAL ATTORNEY, THE PENINSULAR & 
OCCIDENTAL STEAMSHIP Co,., JACKSONVILLE, FLA, 


The Peninsular & Occidental Steamship Co., commonly called P. & O., is now 
in its 54th year of rendering service between Florida and Caribbean ports. We 
are down to our last ship, the steamship Florida, operating between Miami and 
Habana. 

One of the principal deterrents and handicaps in continuing this operation— 
which is 1 or 2 short American-flag steamship operations on the entire east 
ccast still operating—is the 15-percent Federal transportation tax which applies 
to our transportation to Cuba and yet does not apply to competing tourist-trans- 
portation attractions to South America, Europe, Africa, etc. 

The 15-percent Federal transportation tax was inaugurated for the purpose 
of discouraging travel and is continuing to accomplish this purpose, even though 
the need and desire to discourage travel has long since ceased to exist. 

Our regular round-trip fare for the overnight trip between Miami and Habana 
is $49.50, including transportation, room, dinner, and breakfast each way. The 
15-percent Federal transportation tax of $748 added to this makes a total of 
$56.93. This difference (in the case of a man and his wife amounts to $14.86) 
keeps a good many people from making the trip. In addition, the airline fare 
round trip is $36 (the airline rate does not include room and meals). The trans- 
portation tax in the case of the P. & O. applies not only to transportation but 
also to Stateroom and meals and further increases the differential between water 
and air transportation. 

To show what we are up against, we resumed operations with the SS Florida 
in January 1947, when the WSA returned her to us, after we had first put the 
* vessel in first class condition, freshly renovated throughout. During 1947 we 
handled 73,376 passengers between Miami and Habana. During 1948 the nurm- 
ber fell to 64,028, in 1949 it fell to 61,473, in 1950 to 61,339 and in 1951 it de- 
creased still further to 60,120. The bulk of our business comes from people 
who are in Florida for the winter, discover that Cuba is only a short distance 
away, and while here decide to take the trip. There is no particular hurry about 
the trip and there has been so much talk about repealing the transportation tax 
that many of these people decide to wait until this tax has been repealed. In 
addition, when there is a family group, the transportation tax, multiplied by 
the number in the group, frequently causes the abandonment of the trip or the 
party to travel by air because of the saving in costs. This is so even though they 
prefer the overnight boat trip with dancing aboard ship and all of the other at- 
tractions included in the trip by sea. The end result is that many people who 
would prefer the overnight boat trip are forced to travel by air because of the 
differential, and many others are unable to go at all, either by air or water. 

We have made a check both among passengers and the travel agencies and are 
convinced that there is so much resentment against this transportation tax, that 
it is a primary deterrent in our business. Moreover, most people are totally 
unable to understand why if they go all the way to South America they pay no 
transportation tax, whereas, if they merely go to Cuba 15 percent is added to 
their bill. 

Recently IT had occasion to make a trip to Port of Spain, Trinidad. I found 
that if I went direct to Trinidad I had to add 15 percent to my fare to cover 
the transportation tax, but if I went by way of Venezuela, 15 miles further, at 
a very small additional transportation cost, I would not have to pay the 15 per- 
cent transportation tax. Needless to say I went by way of Venezuela. This sit- 
uation certainly illustrates vividly the inequity of the present tax law. 

We earnestly hope that this tax will be repealed. The P. & O. is one of the 
few companies under American registry which is still operating in the ecoast- 
wise or nearly Caribbean territory, and we are struggling valiantly to keep 
our heads above water. 
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STATEMENT SUBMITTED BY BILL LANTAFF, MEMBER OF CONGRESS, IN BEHALF OF 
H. R. 38638—To AMEND SEcTION 3469 oF THE INTERNAL REVENUE CODE To 
Exempt From TAX THE TRANSPORTATION OF PERSONS TO AND FROM MEXICO, 
TO AND From CENTRAL AMERICA, AND TO AND FROM THE WEsT INDIES 


Mr. Chairman and members of the committee, I appreciate the opportunity of 
submitting my testimony in support of H. R. 3638 which I introduced on March 3 
of this year. The purpose of this legislation is to amend section 3469 of the 
Internal Revenue Code to exempt from tax the transportation of persons to and 
from Mexico, to and from Central America, and to and from the West Indies. 

The tax originally in effect, beginning October 10, 1941, to November 1, 1942, 
was at the rate of 5 percent and applied to domestic and international travel. 
The rate was increased to 10 percent by the 1952 act. The present rate of 
15 percent under code section 1650, has been applicable since April 1, 1944. Sub- 
sequent amendments to the original law have excluded from the payment of 
the tax all countries in South America. 

Exhibit 1, attached hereto, is illustrative of the situation as it exists today. 
It can be readily seen how the fiscal policy of the United States is discriminating 
against the countries of Mexico, Central America, and the West Indies. If I 
purchase a ticket in the United States for transportation to Soviet Russia or any 
country behind the Iron Curtain, no tax is collected; however, if I purchase 
transportation to such friendly countries as Cuba, Nicaragua, the Dominican 
Republic, or Haiti, I have to pay a 15 percent transportation tax. 

Another peculiar situation that exists is that I am charged no tax if I purchase 
a ticket from New York to Caracas, Venezuela; but if I proceed from Miami to 
Trinidad, a few miles to the east, a 15 percent tax is collected. 

There is attached hereto as exhibit 2, a letter from Mr. Gelston Judah, a travel 
agent in California, which illustrates the situation which exists in that State and 
which points up the inequities inherent in the present law. 

Exhibit 3, attached hereto, from the Under Secretary of the Treasury, shows 
that very little revenue is realized from this tax which is so discriminatory to 
our friends in the Caribbean area. 

For a great many exporters, the Central America and Caribbean countries 
and possessions constitute a most desirable marketing area. With relatively 
few exceptions, their import restrictions are not severe. Moreover, as they 
ure not highly industrialized countries, they import almost every type of manu 
factured product and all have enough dollar exchange to pay promptly for their 
overseas purchases. There are no backlogs of deferred commercial debt to 
plague suppliers of this area. With consistent cultivation, these markets offer 
substantial immediate business opportunities. They will surely grow in impor- 
tance as outlets for American products. In turn, they are a most dependable 
source for many of our most needed imports. For the tourist, they offer many 
interesting attractions. Recognizing their present and potential value, exporters 
from Europe and Japan have stepped up their activities in all these markets and, 
on many items, United States suppliers are hard put to meet this competition. 

All this being so, it is most desirable that we encourage more trade and travel 
with the Caribbean area. Yet, in effect, Uncle Sam now discriminates against 
business with Central America and the Caribbean through the 15 percent levy on 
American passenger travel to and from these countries. This 15 percent impost 
does not apply to travel to other parts of the South American Continent or to 
Europe. Not only is this unfair to our own commercial interests, but it also puts 
an unnecessary burden on tourist travel with a resulting curtailment in dollar 
income to these nearby countries. 

I trust that this distinguished committee will give favorable consideration to 
H. R. 3638 so that this discriminatory tax can be removed in the early days of the 
next session. 











2694 GENERAL REVENUE REVISION 


ARCTIC OCEAN 


















































U.S. TRANSPORTATION TAX AREA MAP 


— 
Between a | And a point 





Status | point within| within 
| area— | ares 
CNN, oh instars: cisinieiel aditndiir a aikainedi tee mmnig ceeatite dikes iia didddabindatena | 1 | 1 
Do os sca id ace oie ein eanheas niin hl skate Mea 1 2 
Gully Gbtmettin Sortie tHBSUNS .. .. -.conecncocecoccnndee snuctedcsccncecesns 7 1 | 3 
Re ANNE eon esos E ee ol oe SN De i oe ee a os a oe 2 | 2 
On sraeennpaeeden ues thaknnsianphedibbayinamhehs bhkdre bab pits apiedeagen 2 | 3 
ld Haidanéurdanecitethdadbdenaddebinetbneiions dincidsrticeiontndinne denduunatiinind 3 3 


EXHIBIT 2 
Marcu 25, 1953. 
Senator WILLIAM F. KNOWLAND, 
Care of Oakland Tribune Tower, 
Oakland Tribune Tower Building, Oakland, Calif. 

Dear SENATOR KNOWLAND: As you know the 15 percent excise tax on trans- 
portation tickets has never been repealed. 

We are sure that you do know that both Canada and Mexico have abolished 
their transportation taxes. 

This office is constantly plagued with requests from clients to arrange for the 
purchase of transportation tickets which originate in Canada and Mexico, usu- 
ally for use entirely within those countries; or, which start in those countries 
and then proceed into other countries. 
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Individuals know from long usage that they can cross the border and save 
the 15 percent tax and purchase such tickets. 

This means a total loss of dollars left in this country. 

For instance, at present we Can issue a ticket on any air, steamer line from 
New York to Europe, South America, ete., absolutely tax free due to the 
wording of the present laws. The point here, is that, the dollars are paid into 
the agents of the transportation lines on this side of the border and we at least 
have a few days, weeks and months use of the moneys until the foreign lines 
call upon us to cover passage. 

In addition to the dollars jumping the borders, we as agents of all the lines 
in question cannot even collect a cent or we become a party to a violation of the 
tax laws; and as an incident to this we do not earn a single cent of commission ; 
much more hold the dollars in the United States. 

Perhaps you do not realize what a tremendous item of loss this is to all of us 
concerned. For many months, in fact for over a year the Mexican Air Lines have 
been operating from Ti Juana to Mexico D. F. Every day as follows: 


CMA DC-4—66 passengers at $124.50 each____-_------------ cisciincvceile Qe ener ee 
CMA DC4—66 passengers at $124.50 each—-_ ie ainsi 8, 217. 00 
CMA DC-3—21 passengers at $124.50 each in 2, 614. 00 
Reforma DC-—3—21 passengers at $123.00 each___--_- shail ee 2, 583. 00 
Reforma DC-3—21 passengers at $123.00 each___-_ eccbel oe 2,583, 00 
I 


amsa DC-3—21 passengers at $123.00 each___.____--_-_----_--__ 2, 583. 00 





Total amount of possible dollars to Mexico, per day_- 26, T97. OO 


Total amount of possible dollars to Mexico, per year____________ 9, 780, 905. 00 
, . 


CMA operates an additional DC—6 from Los Angeles every night and you can 
always obtain a seat on this plane even after the above six are sold out. A 
passenger pays $176.40 (after April 1) plus $26.46 tax; total $202.88. You can 
see why they drive to the border. American airlines recently discontinued their 
flight from Los Angeles to Mexico due to lack of business. 

As this is not an association complaining, but an individual, and one who has 
been in the transportation business for 37 years—it is my thought that the law 
should be changed “so that tickets purchased for use in wholly tax-free areas, 
should be purchasable here in the United States at the national rate going in 
the foreign areas without imposing a purely United States tax. 

Only this last month we had two of our clients drive down to Mexico D. F. 
and they then flew from Mexico D. F. to Guatemala and back. If we had sold 
these clients tickets on prepaid orders here, we would have had to collect 
United States excise tax on same. 

Our clients have to carry travelers checks, or certified checks, or cashiers 
checks to cover these purchases below the border. Pan American World Air- 
ways will not hold seats on planes from Mexico D. F. to any point on their line 
unless picked up at least 1 day prior to departure—many times clients do not 
arrive in time. They will not permit an agent of the client (for instance my 
Mexico D. F. office) to go in ahead of time and pick up these seats. 

In the interim, for changes in laws take many months, would you be so kind 
as to ask the proper officials in Washington, D. C. (for local authorities only 
refer these matters to Washington and no answer ever comes), whether it is 
proper for this company to issue drafts in pesos (or any foreign exchange) on 
banks in foreign countries for the amounts to cover the above type of tickets. 

We are a branch of the foreign exchange department of the American Trust 
Co. of San Francisco and issue drafts for payments of foreign exchange all 
over the world on all of their correspondents and under their protection. 
Considering that our clients at present have to go out of this office where we 
have arranged their hotels, motors, transfer, meals, as well as transportation, 
and purchase such a draft or have their checks certified * * * we are anxious 
to know whether we would be violating the law in providing a service which we 
already have within our own doors? 

Of course, I most sincerely wish to see the 15 percent tax on transportation 
canceled completely; secondly, the law changed as suggested above. 

Yours sincerely, 
(Signed) GELsTon JupAnH. 
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THE UNDER SECRETARY OF THE TREASURY, 
Washington, March 26, 1953. 
Hon. Britt LANTAFF, 
House of Representatives, 
125 House Office Building, Washington, D. C. 

Dear Mr. Lantarr: Reference is made to your letter of January 23, 1953, 
which was acknowledged on January 28, relative to the tax on transportation of 
persons. You requested data for the last 3 years on collections under the tax 
on transportation to ports outside the United States. You also requested an 
estimate of the revenue loss from exempting travel to Central American and 
Caribbean countries. 

Since transportation agencies are not required to indicate in their tax returns 
the area in which taxable transportation is performed, the Treasury Department 
does not receive data on the amount of tax collected on transportation to areas 
outside the United States. However, it is estimated that the tax on such 
transportation is about $16 million, and is divided between major areas as follows: 
Canada, $4 million; Mexico, $8 million; Central American and Caribbean coun- 
tries, $9 million. It should be pointed out that the Internal Revenue Code defines 
the term “United States” in a geographic sense to include Alaska and Hawaii, 
and that this estimate, therefore, does not include travel to these areas as being 
outside the United States. 

We are glad to have had this opportunity to be of service to you and hope that 
this information is sufficient for your purposes. 

Sincerely yours, 
Marion B,. Forsom, 
Under Secretary of the Treasury. 





STATEMENT OF Dr. FERNGS-ISERN, RESIDENT COMMISSIONER OF PUERTO RICO, ON 
REPEAL OF 15 PERCENT TRANSPORTATION Tax, H. R. 91 


My name is Dr. A. Fernés-Isern. I am the Resident Commissioner of the 
Commonwealth of Puerto Rico. I wish to support the provisions of H. R. 91 
which would repeal the tax on transportation of persons. This tax was imposed 
during the war to ease the burden of transportation facilities at that time when 
practically all equipment was needed for the war effort. This situation does 
not exist today, and inasmuch as this tax was not intended as a revenue-raising 
measure, I believe it should be repealed. 

However, I address myself to the effects of the application of this tax on 
Puerto Rico which I have the honor to represent in Congress. Puerto Rico 
depends on commercial transportation to an extent much greater than any com- 
munity in the mainland. We are surrounded by water there, and the only way 
we can get out is to use commercial boat or airplane. There is no such thing as 
leaving Puerto Rico or going there in the family automobile or small pleasure 
craft. 

Puerto Rico is located about 1,800 miles southeast of Washington. It lies about 
1,000 miles east by southeast of Miami. Puerto Rico is 100 miles long and 35 
miles wide and has one of the most heavily concentrated populations of any area, 
that being 640 persons per square mile. The only resources are sunshine, soil, 
and manpower. There is little else, except the will to work. Puerto Rico, con- 
sequently, is making a great effort to industrialize in order to raise the standards 
of living. Industrialization, in turn, means a great deal of transportation to 
and from the mainland. 

Puerto Rico is also rapidly becoming one of the most favorite vacation spots 
under the American flag. Last fiscal year, for example, 108,000 persons visited 
the island from the mainland. They spent $18,000,000 in Puerto Rico. This 
tourist trade is an important source of income to the people who, year after 
year, must import many millions of dollars more in goods than they export. 

United States internal-revenue laws are not applicable to Puerto Rico. Conse- 
quently, a person purchasing transportation in Puerto Rico to come to United 
States is not required to pay the 15-percent tax. A person purchasing transporta- 
tion from United States to Puerto Rico pays the tax. This is true although the 
route covered is the same, only in opposite directions, and the persons carried are 
American citizens whether they be from the mainland or from Puerto Rico. 
Even if it be a round-trip ticket the contrast holds. It is one of the quirks in 
the law which has been discussed here rather fully by previous witnesses ap- 
pearing to testify on this problem. 
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A great deal of the tourist trade which might otherwise be Puerto Rico’s is 
going to South America, because those tickets are exempt from the tax and the 
tourist can travel farther for the same amount of money, or even less. The 
exemption from this tax on transportation is quite an inducement to the tourist 
trade, and it is felt by the experts who deal with this problem that Puerto Rico’s 
tourist trade would undergo a considerable boom if the tax were removed. This, 
in turn, would be an important aid to the economic development of Puerto Rico. 
lt is my hope that the committee will see fit to report H. R. 91 favorably. 


The Cuarrman. The first witness on this subject is Mr. George W. 
Morgan, president, Association of American Ship Owners, New York. 


STATEMENT OF GEORGE W. MORGAN, PRESIDENT, ASSOCIATION 
OF AMERICAN SHIP OWNERS, NEW YORK, N. Y. 


Mr. Morcan. My name is George W. Morgan. I am an attorney 
at law and president of the American Association of Ship Owners. 
Our association is composed of some of the oldest and best estab- 
lished companies operating American-flag ships. 

I would like to emphasize in this statement the manner in which 
the tax on transportation of persons operates to discourage travel on 
American-flag ships. 

But before discussing this particular problem, I should like gen- 
erally to record our opposition to the taxes on transportation both of 
persons and property and to rest my general case for their repeal on 
a few observations as to their inequitable and discriminatory effect 
that were noted in a Treasury Department study entitled “Federal 
Excise Taxes on Transportation,” released at the end of 1947. I shall 
not read all of these observations, but would appreciate it if they were 
included at this point in my statement. 

The CuatrmMan. Your statement will be included in the record in 
full without objection. 

(The prepared statement follows :) 


STATEMENT OF GEORGE W. MORGAN, PRESIDENT, ASSOCIATION OF AMERICAN SHIP 
OWNERS IN RE Topic 40, Excise Taxes (TRANSPORTATION OF PERSONS AND 
PROPERTY ) 


My name is George W. Morgan. I am an attorney at law and am president 
of the Association of American Ship Owners, which has offices at 90 Broad 
Street, New York, N. Y., and 1718 K Street NW., Washington, D.C. Our associa- 
tion is composed of some of the oldest and best-established companies operating 
American-flag ships. None of them has received any subsidy under the Merchant 
Marine Act, 1936. They are engaged in both the foreign and domestic trades. 

Our association appreciates very much this opportunity to express our views 
on excise taxes that are: levied under the Internal Revenue Code on the 
transporation of persons and property. 

I would like to emphasize in this statement the manner in which the tax on 
transportation of persons operates to discourage travel on American-flag ships. 

But before discussing this particular problem, I should like generally to 
record our opposition to the taxes on transportation both of persons and property 
and to rest my general case for their repeal on a few observations as to their 
inequitable and discriminatory effect that were noted in a Treasury Depart- 
ment study entitled “Federal Excise Taxes on Transportation,” released at the 
end of 1947. 

These observations of the Treasury are as follows: 


1. Transportation of persons 


(a) “The possible substitution of travel by automobile is a factor in the 
demand for the various forms of public transportation.” 

(b) “* * * to the extent that there are differences in business use, the tax 
discriminates against those making most use of the service.” 
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(c) “* * * where competing businesses are located at different distances from 
the points to which their representatives must travel, the tax serves to increase 
the difference in expenditures for transportation service.” 

(d) “The tax also tends to create competitive inequities among the trans- 
portation agencies providing different types of service. Where the price charged 
for the service differs, the tax serves to increase the differential and thus tends 
to produce a shift in travel from the higher priced to the lower priced service.” 

(e) “The tax tends to discriminate against all transportation agencies oper- 
ating for hire where private travel facilities may be used, as in the case of the 
automobile and airplane.” 

(f) “As a result of the amendment effective April 1, 1947, generally exempting 
travel outside the northern portion of the Western Hemisphere, the tax dis- 
criminates to some extent against transportation companies and proprietors of 
resorts serving the area in which the tax is still applicable.” 

(g) “The existence of the two areas results in discrimination against travel 
within the taxable area comprising generally the United States, Canada, Mex- 
ico, and Central America and favors travel to European, Asiatic, African, and 
South American points.” 

(i) “There are two types of discrimination, first, between domestic and cer- 
tain types of foreign travel and second, between foreign travel to different 
areas 


) 


Transportation of property 

(a) “An inerease in rates tends to limit the market area.” 

b) “A more important effect of a rate increase on public transportation may 
be the possible loss in traffic to privately owned carriers and shifts from one type 
of carrier to another.” 

(c) “The tax tends to increase business costs generally but not uniformly.” 

(d) “* * * since it applies to shipments of raw materials as well as fin- 
ished goods there is considerable opportunity for pyramiding of the tax, as goods 
flow through the various stages of production and distribution.” 

(e) “Since the impact of the tax is very unequal on different segments of the 
economy it tends to stimulate changes which interfere with a balanced expansion 
of production and employment.” 

= * * it tends to raise the price and discourage the use of physical 
plant and equipment compared with the use of labor.” 

(7g) “Since it tends to limit the market area for a commodity the tax retards 
the exploitation of resources and may stimulate uneconomical relocation of 
industry.” 

(hk) “The tax introduces competitive problems between producers of the same 
commodity selling in a common market since it increases the freight differential 
against the producers having the highest rate.” 

(i) “In such cases as steel products, for example, the tax operates in much 
the same way as a turnover tax and is subject to some of the objections usually 
raised to this form of tax.” 

(J) “A mine which must ship its ore by public transportation is placed at a 
disadvantage compared with one which can process the ore before shipment.” 

(k) “The competitive effects will be very uneven for business because of the 
wide variations in the importance of transportation costs by industries and in 
the location of different firms selling in a common market.” 

(1) “If there is a significant difference in rates between carriers, the tax will 
widen the difference in favor of the lower priced carriers.” 

m) “Since transportation by private carriers is not taxable, some inducement 
s offered producers to expand their own shipping facilities up to the point where 
such private transportation about equals the cost of taxed public transpori:tion. 
Motor and air carriers are likely to be most affected by this type of competition 
for while producers can acquire trucks or planes they cannot readily build rail- 
ways or waterways.” 





(n) * the tax probably tends to increaes the price of goods more than 


(0) “In addition, pyramiding of the tax is more likely than in the case of a 
tax levied directly on consumer expenditures.” 

The particular situation that I want to stress is the effect on American-flag 
passenger ships of the tax on transportation of persons. Transportation of per 
sons on such ships is subject to the tax within the northern portion of the Western 
Hemisphere but the definition of the area in which the tax applies specifically ex- 
cludes “any country of South America”’. 
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This exemption gives rise to one inequitable and discriminatory situation. It 
places American-flag passenger services to the West Indies, including Puerto 
Rico, at a serious competitive disadvantage. Many persons book passage to that 
area on a “cruise” rather than for business purposes. Passage on competing 
foreign-flag cruise vessels whose itinerary, in addition to a stop at a port such 
as San Juan, includes merely one stop at a South American port, is exempt from 
the tax. Such foreign-flag cruises may well be more attractive than a cruise 
on an American ship merely because of the tax saving. 

Our problem really goes deeper, however, than competition with foreign-flag 
cruise ships. Even where there is no such competition, the tax on the trans- 
portation of persons discourages the operation of American-flag passenger ships. 
It therefore tends to obstruct accomplishment of an important objective of our 
national maritime policy that seeks a strong, well-rounded merchant marine for 
purposes of defense. Passenger ships adaptable as troopers are necessary for 
national security. 

Two passenger ships owned by members of our association are now in lay-up 
and the Government is collecting no transportation taxes on their account. 
Eventually they may have to be sold for scrap because they cannot be operated 
at a profit under present conditions. 

Present conditions that make the operation of unsubsidized American-flag 
passenger ships unprofitable include the spectacular rises that have taken place 
since the war in operating costs, particularly in crew wages. For example, even 
before recent increases became effective, the following situation existed: 

“1. Unlicensed seamen’s earnings have increased nearly two-and-one-half-fold 
since 1945. They have increased nearly twice as much as the earnings of shore- 
side workers, and nearly three times as much as the cost of living. (See chart A 
and chart B, appended. ) 

“2. Over the past year and a half seamen’s earnings have increased by 35 per- 
cent—more than 3 times as much as shoreside workers’ earnings, and 10 times as 
much as the cost of living (chart C, appended). 

“3. The current average of seamen’s earnings—approximately $465 per month 
is higher than that of workers in any other industry. For example, it is 34 
percent higher than the overall average compensation of production workers in 
nanufacturing industries, and about 20 percent higher than that of workers in 
such high-wage industries as steel, automobiles, and building construction. <A 
comparison of earnings in individual shipboard ratings with comparable shore- 
side occupations shows that seamen receive at least 50 percent more take-home 
pay per month than workers ashore performing similar work.” 

The foregoing conclusions are from a digest of a report on industrial relations 
in the ocean-shipping industry prepared by Industrial Relations Counselors, Inc., 
of New York. With your permission, I will file for the record the full text of 
the digest with accompanying charts. 

Please bear in mind that none of the results summarized in the digest includes 
the most recent wage increases that have been granted. 

While wage costs have risen in what appears to be a completely irrational 
manner, there is, of course, a limit on the amount that the American public will 
pay to travel on passenger ships. That limit necessarily includes both the fare 
and the tax. It has been reached and passed when empty space results from the 
public decision to use cheaper forms of transportation, such as private automo- 
hiles, the use of which is exempt from the tax. 

Repeal of the tax would enable the owners of unsubsidized passenger ships to 
take another look at their cost-revenue situation. Repeal would reduce the total 
cost of passenger-ship travel and thus make possible upward rate adjustments 
that in some situations might be sufficient to cover costs, produce a profit, and 
thereby encourage the attainment of our national maritime policy. We urge 
repeal of both taxes and particularly the tax on transportation of persons. 


Mr. Morcan. I want to stress the effect of the tax on American-flag 
passenger ships. ‘Transportation of persons on such ships is subject 
to the tax within the northern portion of the Western Hemisphere 
but the definition of the area in which the tax applies specifically 
excludes “any country of South America.” 

This exemption gives rise to one inequitable and discriminatory 
situation. It places American-flag passenger services to the West 
Indies, including Puerto Rico, at a serious competitive disadvantage. 
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Many persons took passage to that area on a “cruise” rather than 
for business purposes. Passage on competing foreign-flag cruise 
vessels whose itinerary, in addition to a stop at a port such as San 
Juan, includes merely one stop at a South American port, is exempt 
from the tax. Such foreign-flag cruises may well be more attractive 

than a cruise on an American ship merely because of tax saving. 

Our problem really goes deeper, however, than competition with 
foreign-flag cruise ships. Even where there is no such competition, 
the tax on the transportation of persons discourages the operation of 
American-flag passenger ships. It therefore tends to obstruct accom- 
plishment of an important objective of our national maritime policy 
that seeks a strong, well-rounded merchant marine for purposes of 
defense. Passenger ships adaptable as troopers are necessary for 
national security. 

ve passenger ships owned by members of our association are 
now in lay-up and the Government is collecting no transportation 
catee on their account. Eventually they may have to be sold for 
scrap because they cannot be operated at a profit under present 
conditions. 

Present conditions that make the operation of unsubsidized 
American-flag passenger ships unprofitable include the spectacular 
rises that have taken place since the war in operating costs, particu- 
larly in crew wages. For example, even before recent increases 
became effective, the following situation existed : 

1. Unlicensed seamen’s earnings have increased nearly two and one-half fold 
ince 1945. They have increased nearly twice as much as the earnings of 
shoreside workers and nearly three times as much as the cost of living. 

2. Over the past year and a half seamen’s earnings have increased by 35 
percent—more than 3 times as much as shoreside workers’ earnings and 10 
imes as much as the cost o1 living. 

3. The current average of seamen’s earnings—approximately $465 per month— 
is higher than that of workers in any other industry. For example, it is 34 
percent higher than the overall average compensation of production workers 
n manufacturing industries and about 20 percent higher than that of workers 
in such high-wage industries as steel, automobiles, and building construction. 
A comparison of earnings in individual shipboard ratings with comparable 
shoreside occupations shows that seamen receive at least 50 percent more 

ke-home pay per month than workers ashore performing similar work. 

he foregoing conclusions are from a digest of a report on indus- 
trial relations in the ocean-shipping industry prepared by Industrial 
Relations Couns selors, Inc., of New York. WwW ith your permission, I 
will file for the record the full text of the digest with accompanying 
charts 

Please bear in mind that none of the results summarized in the 
digest includes the most recent wage increases that have been granted. 
While wage costs have risen in what appears to be a completely 
irrational manner, there is of course a limit on the amount that the 
American public will pay to travel on passenger ships. That limit 
necessarily includes both the fare and the tax. It has been reached 
and passed when empty space results from the public decision to use 
cheaper forms of transportation, such as private automobiles, the use 
of wile h is exempt from the tax. 

Repeal of the tax would enable the owners of unsubsidized passenger 
ships to take another look at their cost-revenue situation. Repeal 
would reduce the total cost of passenger-ship travel and thus make 
possible upward rate adjustments that in some situations might be 


ne 
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sufficient. to cover costs, produce a profit and thereby encourage the 
attainment of our national maritime policy. We urge repeal of both 
taxes and particularly the tax on transportation of persons. 

The Cuatrrman. We certainly thank you very much for your presen- 
tation on the subject. 

Mr. Eberharter will inquire. 

Mr. Esernarrer. Mr. Morgan, I am personally very much sur- 
prised over what you tell us of the take-home pay of seamen. Can 
you give us a reason for that? Why can they command such high 
wages ¢ 

Mr. Morean. Well, 1thinkI can, sir. I believe that the spectacular 
rise that has taken place lies in provisions of the Merchant Marine 
Act of 1936. The unsubsidized American-ship owner is obliged to 
pay the same wages that are paid on subsidized ships. The Merchant 
Marine Act provides that the Government pays the difference between 
foreign cost and American cost. So for the subsidized companies 
there is no economic incentive to resist unreasonable wage demands. I 
think that on that account our wage situation has gotten all out of 
proportion, at least out of proportion with our ability to pay. 

Mr. Eseruarrer. The Government foots the bill for the difference 
between what the foreign ships pay their seamen so they have no in- 
centive to keep the wages down, and that causes them to go beyond 
reason ¢ 

Mr. Morean. I don’t for a minute think they are trying to give 
away Government money, but I think there should be some incentive 
to resist unreasonable demands. It hits us particularly hard. 

Mr. Eeveruarrer. It doesn’t make any difference to them what wages 
are paid. The difference is made up by Government subsidy ? 

Mr. Morcan. That is right. 

The Cuatrman. When you speak of this monthly wage, which, of 
course, is large, they also have their meals free, do they not, on the 
ships ? 

Mr. Morean. Yes. And the meals are not included in the figures 
I gave. The value of their subsistence is not included in the figures 
that I gave and that I am furnishing in more detail for the record. 

The Cuatrrman. Thank you very much, Mr. Morgan. 

The next witness is Mr. Alexander Purdon, secretary-treasurer, 
National Federation of American Shipping. 


STATEMENT OF ALEXANDER PURDON, SECRETARY-TREASURER, 
NATIONAL FEDERATION OF AMERICAN SHIPPING 


Mr. Purpon. Mr. Chairman and gentlemen, my name is Alexander 
Purdon. I am secretary-treasurer of the National Federation of 
American Shipping, of Washington, D. C., which, through its member 
associations, represents the pre ponde rance of the oceangoing Ameri- 

van-flag steamship lines. By “preponderance,” sir, I mean in the 
neighborhood of 75 percent. 

We appear before you to urge early consideration of the advisability 
of repealing taxes on transportation of persons and property. 

There are before you a number of bills designed to achieve either 
or both of these objectives. We shall not comment on the specific 
bills, but rather on the principles involved and the inequities or out- 
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right discriminations resulting from the existing statutes and regu- 
lations implementing these statutes. 

We recognize fully the necessity of balancing the budget, but we 
respectfully submit that, desirable as this objective is, it should not 
be accomplished by the continuation of taxes imposed originally in 
part for the purpose of raising revenue and partly for the purpose 
of discouraging travel during World War i While the necessity 
for revenue is always present, we submit that such revenue could and 
should be raised without imposing undue inequitable burdens upon 
the transportation industry. Certainly, the sblective of restricting 
travel is no longer desirable. On the contrary, we find that persons 
are being encouraged to travel to foreign countries. 

The tax on transportation of property is in essence a Federal sales 
tax. It would be improper and premature for us to comment on the 
wisdom or practicability of a Federal sales tax. It seems entirely 
justified, however, to point out that there is no equity or justice in 
Imposing a tax upon the transportation of property when Congress 
has not oa determined the wisdom or necessity for a Federal sales 
tax. Yet this industry, engaged in the selling of transportation, is 
subjected to taxation upon its product; namely, transportation. 

While not ee Pe to pose as tax experts, we suspect that on 
occasions the basis for some forms of taxation is the ease of collection 
rather than the justification. We do not contend that this was the 
only basis for the imposition of taxes on the transportation of persons 
or property, but it may well have been a factor, and, to the extent it 
was an expedient consideration, it bears no relation at all to the justice 
or desirability of such taxation. 

We respectfully urge that your committee look with favor upon 
those bills which would repeal the taxes upon the transportation of 
persons or property. 

Aside from our basic objection to these taxes, we would like to point 
out some of the inequities and discriminations which result from their 
interpretation and application, 

We shall not attempt-to illustrate these points fully, but merely to 
prove that inequity and discrimination does result with the hope that 
we may be permitted to consult further with the staff of this com- 
mittee on means whereby these situations may be corrected. 

The tax on the transportation of persons was, we believe, originally 
intended to apply to domestic transportation, but this was specified 
as the “northern portion of the Western Hemisphere” which was fur- 
ther defined as being the area lying west of the 30th meridian west of 
Greenwich, east of the international date line, and north of the 
Equator, but not including any country of South America. This, of 
course, brines under the tax areas outside of the continental limits of 
the United States, including both foreign countries and noncontiguous 
territories such as Hawaii and Alasks 

This is a discrimination against travel to friendly countries in the 
Caribbean area and a deterrent against travel to our island possessions 
and territories. 

Frankly, it is difficult to see any justice in a tax which applies to 
travel to a friendly foreign territory or nation in the Caribbean, but 
not to travel to a foreign nation in Europe or Asia. 

We are informed that our Government, through diplomatic chan- 
nels, has received official protests against the continued imposition of 
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these taxes. These representations have cou..e from all of our friendly 
neighbors from Canada to Panama on the North American Continent 
and from the Caribbean Commission representing the farflung chain 
of islands reaching southward to Trinidad. 

Similarly, there is little justification for a tax which treats travel to 
Hawaii or Alaska in the same manner as travel between States. 

As the result of an amendment to section 3469 (a) of the Internal 
Revenue Code by section 494 of the Revenue Act of 1951 (Public Law 
183, 83d Cong.), transportation by vessels making intermediate stops 
at ports in the United States, Canada, or Mexico on voyages between 
the United States and a port outside of the northern portion of the 
Western Hemisphere is not subject to the tax if the vessels are not 
authorized both to discharge and to take on passengers. 

This amendment has resulted in an unintended discrimination 
against certain American-flag steamship lines in favor of their foreign 
competitors. For example, a foreign-flag steamship line engaged in a 
round-the-world service from New York may sell a ticket to the Orient 
via San Francisco, and the tax will not be applicable to that portion 
of the transportation between New York and San Francisco since the 
foreign line is not authorized to discharge passengers at San Francisco 
who are taken on at American ports. 

On the other hand, an American-flag line certificated in the inter- 
coastal trade and engaged in a similar service must collect the tax on 
the New York to San Francisco portion since it is “authorized both 
to discharge and to take on passengers” at San Francisco, the inter- 
mediate port. 

Another example is that of foreign-flag steamship companies oper- 
ating from west coast ports to the Orient and Australasia via Hono- 
lulu. These foreign lines are not authorized both to discharge and to 
take on passengers at Honolulu. Therefore, they do not have to col- 
lect the tax on the west coast-Honolulu portion of the trip. 

But, since American lines are permitted to take on and discharge 
passengers at Honolulu, they must collect the tax on the west coast-to- 
Honolulu portion of a trip to the Orient or Australasia. 

It is obvious that the passenger who elects to travel by foreign-flag 
steamship lines can in these instances, accomplish a considerable sav- 
ing, but at the expense of disminished business for American steam- 
ship companies. The reduced tax revenue resulting from this would 
perhaps outweigh the direct revenue from the tax. 

The competitive disadvantage which this situation imposes upon 
American steamship lines is real and will be an increasing problem as 
the new Japanese lines seek to expand their passenger service in the 
Pacific. 

Surely the traveler who desires to sail under the American flag 
should not have to pay a penalty imposed by his own Government for 
so doing. 

Obviously, the elimination or repeal of the transportation taxes 
would solve this situation, and we respectfully urge this committee 
to so recommend. But if circumstances should delay such repeal, we 
urge immediate action to remove these unwarranted discriminations. 

The CuHamman. Thank you very much for the information you have 
given to the committee on this subject. 

Are there any questions? 

The Chair hears none. 
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We thank you. 

The next witness is Mr. James L. Bossemeyer, executive vice presi- 
dent, National Association of Travel Organizations. 

Will you give your name and the capacity in which you appear for 
the record. We will listen to you with great interest. 


STATEMENT OF JAMES L. BOSSEMEYER, EXECUTIVE VICE PRESI- 
DENT, NATIONAL ASSOCIATION OF TRAVEL ORGANIZATIONS 


Mr. Bossemeyer. My name is James L. Bossemeyer. I am executive 
vice president of the National Association of Travel Organizations 
with offices in Washington, D.C. The organization which I represent 
is the national trade association of the United States travel industry. 

I wish to say at this point that the testimony of 6 of the 10 gentle- 
men who are to follow on this schedule has been closely coordinated 
with that which I am about to give. In my testimony, our general 

case for the repeal of the tax on the transportation of persons will be 
stated. In theirs, special points with reference to this tax will be 
presented. 

We did this to conserve the time of the committee. I would like the 
record to show that the testimony just given by Mr. Purdon, of the 
National Federation of American Shipping, and that given by Mr. 
Earnest C. Nickerson on July 30 before this committee for the Asso- 
ciation of American Railroads, should be considered as associated with 
the testimony of our group. 

The Cuatrman. Thank you. 

Mr. Bossemeyer. Our organization, the National Association of 
Travel Organizations, concerns itself with all forms of transporta- 
tion—rail, air, water, and highway—via both the public carriers and 
private conveyances, and with all types of services required to meet 
the needs of travelers. The State, regional, and community travel- 
promotion offices which are supported by public funds comprise a 
large block of our membership, as do the newspapers, magazines, and 
trade journ: als which feature travel articles and travel advertising. 

I wish to put our association on record as strongly in favor of the 
enactment of H. R. 91 or other legislation which will repeal the 15 
percent tax on the vemaneatatian of persons. We have fought since 
1947 for the repeal of this onerous tax and we shall never cease our 
efforts until our goal has been achieved. For this, gentlemen, is not 
just a tax; it is a punitive measures placed in effect during the height 
of the war emergency. It was specifically designed to severely curtail 
travel. It is still in effect today, 8 years after the end of the war. It 
is still serving to curtail travel with very bad effects upon the national 
economy and the American way of life, and when I say this, 1 am not 
merely dealing in high-sounding phrases. 

The American way of life is founded upon mobility. Business can- 
not be conducted unless persons and goods can be moved in any de- 
sired quantity over any distance, however great, at a reasonable ex- 
pense. The health and welfare of our people cannot, be maintained 
unless they can move about freely. This country cannot be defended 
unless we have a strong well-balanced transportation system. 

The fact that the United States has become the wealthiest, most 
powerful nation in the world is closely linked with the fact that we 
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have developed transportation far beyond the point where it has ever 
been developed by any other nation. 

But today, as you gentlemen who are Members of Congress so well 
know, we are faced with the grim reality that, unless something c an 
be done, soon, our transportation facilities will not be able to “keep 
pace with the demands made upon them. If our transportation sys- 
tem bogs down, the national economy will inevitably bog down w ith it, 

What’s wrong with our transportation system ? 

From the highway standpoint, the billions of dollars collected each 
year in automotive taxes are being diverted so extensively to other 
uses that adequate safe highways are not being built or maintained 
sufficiently to accommodate our ever-expanding needs. 

From the public-carrier standpoint, conditions adverse to the de- 
velopment of a strong merchant marine, and improved and strength- 
ened rail, air, and bus facilities are permitted to exist, not the least 
of which is the 15 percent tax which is levied against all passengers 
who use these facilities in the United States, Mexico, the Caribbean 
area, and Central America. 

It isextremely important that all forms of transportation—rail, air, 
and shipping lines and the highways—be maintained in healthy con- 
dition as each one of these forms of transportation is dependent upon 
the other. The person who generally travels via private nltentebile 
does not always do so. Considerations of time, urgency, comfort, or 
yeh may frequently cause him to need or prefer to use the public 

‘arriers. ‘The person who travels long distances via the public carriers 
mitt use local bus, taxi, sightseeing, or rent-a-car service once he 
arrives at his destination. 

And the movement of goods, so essential in conjunction with the 
movement of persons, to ‘be safe and assured under all conditions, 
must depend upon a well-balanced transportation system. So I be- 
lieve it becomes apparent that all of our transportation problems must 
be solved if our economy is to endure and that the removal of the 15- 
percent travel tax is one of the essential steps to be taken in solving 
our transportation problems. 

As to the specific reasons for repealing the 15-percent travel tax, I 
wish to enumerate them as follows: 

(1) The tax was imposed during wartime to discourage and limit 
travel. It is inconceivable that it should be allowed to remain in 
effect during peacetime when it is so important to the welfare of this 
Nation and the whole world that travel be encouraged rather than 
discouraged. 

(2) The tax is highly discriminatory in two distinct ways: First, 
it is discriminatory in that transoceanic travel has been exempted from 
the tax, whereas it remains in effect in the United States, Mexico, the 
Caribbean, and Central America. If it was beneficial to the economy 
of Europe and Asia to encourage travel through the removal of this 
tax, is it any less important that similar aid to the economy of the 
United States and its neighboring countries be extended through 
similar action? Second, the tax is discrimin: utory in that it is levied 
against those who must travel to earn a living and those who must 
travel for reasons or urgent personal necessity as well as against those 
who travel for pleasure or recreation. 


2 J 


(3) Travel is not a luxury which is open to taxation as such. 
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Travel is an ingredient which is absolutely essential to the health, wel- 
fare, and morale of the people of this country. Anything which tends 
to discourage travel inevitably tends to decrease the prosperity and 
lower the morale of our people. A little study of the effects of remov- 
ing the freedom to travel and the means of travel as practiced in the 
Communist countries should be enough to demonstrate that we cannot 
afford to condone such practices. 

(4) The tax seriously impairs the economy of the Nation. Travel 
has become a primary means of producing and distributing wealth 
throughout the Nation. Travel ranks not less than third in over 20 
States as al produc er of revenue and not less than fifth in any State in 
this capacity. Thousands of business firms, large and small, provide 
the transportation accommodations and services required by travelers. 
The new money brought into communities through these firms soon 
finds its way into all other channels of trade. It is just plain business 
suicide to discourage travel, whether the travel be for business, pleas- 
ure, Ol ‘for reasons of personal necessity. 

The public carriers would be strengthened through the removal 
of the travel tax. The war demonstrated how absolutely essential it 
is that we have strong public carriers. How can we possibly expect 
these carriers to maintain and strengthen themselves if people are 
penalized for using the facilities they offer? This is exactly what 
happens through the travel tax. 

(6) The travel volume would be increased by removal of the tax. 
This move would not merely divert travel from private automobiles. 
It would create new travel by opening up new possibilities to per- 
sons who prefer or need to travel via public carrier but are now pre- 
vented from doing so by the tax penalty. 

(7) Removal of the tax would stimulate all business and hence the 
specific loss in tax collection caused by the removal of this tax would 
be offset by higher incomes and greater taxpaying capacity resulting 
from this move. Not to be overlooked as a reason for removing the 
tax is the precedent set by the Congress in removing the tax on overseas 
travel, and not reducing it. Also not to be overlooked is the precedent 
set when a similar tax levied during World War I was repealed as of 
January 1, 1922, and the fact that Canada has long since repealed the 
travel tax which it levied during World War LI. 

I note, gentlemen, that Mr. James E. Roper in the August 2 edition 
of the Washington Star presented a very penetrating analysis of the 
salient facts pertaining to the move to repeal the 20-percent tax on 
theater tickets. 

According to Mr. Roper’s analysis, the bill to repeal this tax, which 
was not signed by the President, will afford $100 million per year 
relief to be divided between 18,300-men who own theatérs in the 
United States. There is, Mr. Roper said, no talk of reducing admis- 
sion prices in the hope of increasing attendance and profits. He feels 
that the doctrine of the greatest good for the greatest number seems 
to have gone by the board with reference to this particular measure. 

In contrast with this situation, here is what would.be accomplished 
by the repeal of the travel tax: 

(a) The traveling public, not the carriers, will receive the benefit 
of the 15 percent reduction in the cost of transportation. Millions 
of people will benefit. 
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(+) The travel industry confidently expects this move to stimulate 
travel to such an extent that the increase in normal income and corpo- 
ration taxes will offset a substantial portion of the loss from the 
repeal of this specific excise tax. 

(c) Where the repeal of the movie tax will aid 18,300 theater owners 
throughout the United States, the repeal of the travel tax will benefit 
more than 18,300 business enterprises in each and every State in the 
Union. Perhaps less in a few of the small States but more in all of 
the others. 

(d) Our self-respect as a Nation will be restored by the removal of 
this penalty against travel in the United States and its neighboring 
countries. 

Gentlemen, I hope I have been able to present with some degree of 
effectiveness some of the principal arguments for the enactment into 
law of H. R. 91 or some similar measure. I am confident that by the 
time all my colleagues present have contributed their testimony, a 
very effective case for the repeal of the travel tax will have been made. 

Thank you for listening. The opportunity to appear before you is 
greatly appreciated. 

The CHatrrmMan. Thank you very much, sir, for your presentation 
of this subject. 

Are there any questions? 

The Chair hears none. 

The next witness is Mr. Harry A. Bowen, attorney for the American 
Society of Travel Agents, Inc. He, Mr. Thomas J. Tavano, of 
Niagara Falls, N. Y., and Kenneth G. Truax of Buffalo, N. Y., will 
appear together. 


STATEMENTS OF HARRY A. BOWEN, KENNETH G. TRUAX, AND 
THOMAS J. TAVANO, APPEARING IN SUPPORT OF H. R. 91 


Mr. Bowen. I am Harry A. Bowen, attorney for the American 
Society of Travel Agents, Inc. 

Mr. Truax. My name is Kenneth G. Truax of the Kraft Travel 
Bureau, Buffalo, N. Y. 

Mr. Tavano. My name is Thomas J. Tavano, Tavano’s Travel 
Agency, Niagara Falls, N. Y. 

The Cuarrman. Are you each testifying or just one? 

Mr. Bowen. We are each testifying. We are testifying on behalf 
of the association. The American Society of Travel Agents is an 
association composed of over 800 travel agents located in over 44 
States. The average travel agency employs five people and is “small 
business” ijn its truest form. 

The travel agents’ revenues come only from commissions on the sale 
of transportation and related items. Here, then, is a large number 
of small-business firms whose livelihood depends on the generation 
and sale of travel. The American Society of Travel Agents is dedi- 
cated to encouraging and stimulating greater numbers of people to 
travel more places. 

We believe travel makes better citizens. We believe the facilitation 
of travel should be a prime Government objective. That is the main 
reason we object to the tax. You have already heard testimony that 
it was designed to deter and discourage travel. Of course, adding 
15 percent to the price of each ticket is a detriment to traffic. 
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Consequently, the Government is using the taxing power to prevent 
the attainment of a prime public objective. Furthermore, by pre- 
venting many people from traveling or traveling by the mode of 
transportation they desire, the Government i 1s preventing the travel 
agents from making as many sales as possible. This results in the 
taxing power being used to prevent a segment of industry from 
realizing earnings ‘which would otherwise be obtained. 

Another reason w hy the travel agents believe the tax should be 
eliminated is the discrimination which results. Two of our members 
are here to tell you of their unique situations which are typical of many 
others of the members of the association. 

We join in the statements and reasons advanced by the other se 
ments of this industry and ask that you recognize the especially 
evil results of this particular excise tax and recommend the passage 
of H. R. 91. 

Now I would like to ask Mr. Truax and then Mr. Tavano to tell 
you very briefly of their unique situations and ask that our prepared 
statements be filed with the record. 

The CHarrman. Without objection your statements may be filed as a 
part of the record. 

(The three statements referred to follow) : 


STATEMENT OF Harry A. BOWEN IN Support oF H. R. 91 


I am Harry A. Bowen, an attorney, representing the American Society of 
Travel Agents, Inc., which is an association composed of over 800 travel agents 
located in 44 States. The average travel agency employs five people and is 
small business in its truest form. 

The travel agents’ revenues come only from commissions on the sale of 
transportation and related items. 

Here then is a large number of small-business firms whose livelihood depends 
on the generation and sale of travel. The American Society of Travel Agents 
is dedicated to encouraging and stimulating greater numbers of people to 
travel more places. ' 

We believe travel makes better citizens. We believe the facilitation of travel 
should be a prime Government objective. 

And that’s the main reason we object to the tax. You have already heard 
testimony that it was designed to deter and discourage travel. 

Of course, adding 15 percent to the price of each ticket is a detriment to 
traffic. 

Consequently, the Government is using the taxing power to prevent the at- 
tainment of a prime public objective. Furthermore, by preventing many people 
from traveling or traveling by the mode of transportation they desire, the Gov- 
ernment is preventing the travel agents from making as many sales as possible. 
This results in the taxing power being used to prevent a segment of industry 
from realizing earnings which would otherwise be obtained. 

Another reason why the travel agents believe the tax should be eliminated is 
the discrimination which results. 

We join in the statements and reasons advanced by the other segments of 
this industry and ask that you recognize the especially evil results of this 
particular excise tax and recommend the passage of H. R. 91. 


STATEMENT oF THOMAS J. TAVANO IN Support or H. R. 91 


Gentlemen, I operate Tavano’s Travel Agency in Niagara Falls, N. Y., andama 
member of the American Society of Travel Agents, Inc. I have had considerable 
experience in observing the effects of the 15-percent excise tax on transportation 
tickets, and I want to thank the committee for this opportunity to state why I 
think this tax should be repealed. 

The tax discriminates against people who do not live near the Canadian and 
Mexican borders because they have to pay the 15-percent tax on all domestic 
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travel while it is the common practice for people who live near the border to 
avoid paying the tax. 

These tax avoiders simply go across the border to buy their tickets, and thus 
save the tax. For example, just recently in April of this year, a local man and 
his wife came to me to plan a trip to Mexico. I arranged their reservations, 
including hotels and sightseeing in Mexico, and then they crossed over to Niagara 
Falls, Ontario, Canada, and bought their tickets, including a bus ticket from 
Niagara Falls, Canada, to Niagara Falls, N. ¥Y. Because the airline tickets from 
here to Mexico were issued in conjunction with the bus tickets, they did not have 
to pay the United States tax on the airline tickets. This is typical. 

There have been literally hundreds and hundreds of peple who have contacted 
my office either by phone or in person. I have arranged all their reservations 
and itineraries and when it came time to purchase the tickets they would ask 
me, “Where do I go in Niagara Falls, Ontario, to purchase the tickets so that I 
am not obliged to pay the tax?’ Prior to October 6, 1952, there was at least 
some deterring factor when I could explain and show them the exemption certifi- 
cate they had to sign in order to avoid paying the tax. However, since Treasury 
Decision No. 5929 was issued on October 6, 1952, they no longer have to sign any 
certificate, All they have to do is buy a ticket in Canada for transportation from 
a point in Canada to a point in the United States, and then have their airline 
ticket for travel between two points in the United States marked showing that 
it is in conjunction with a ticket from Canada to this country, and there is no 
tax. By buying a bus ticket that cost very little and that they never use, they 
save the 15-percent tax. 

It is too easy for many people to beat the tax. This same practice goes on and 
on and on, not only in this locality, but at all border cities. In larger cities such 
as Detroit, Buffalo, Los Angeles, and San Diego, and the Texas border they have 
regular runners doing this business, I think this is a disgrace. The administra- 
tion and enforcement, using the word “enforcement” advisedly, is entirely too 
loose. Word of this has gotten around. I have even had letters from people 
in other, nonborder States wanting to know if they get their tickets from me 
whether they have to pay the tax or not. 

Thus, it is seen that the travel tax not only encourages a segment of the 
public to flout the law and avoid the tax, but also discriminates against the 
great number of people who pay their taxes, and adversely affects American 
travel agents in border cities who lose much of their business to foreign agents 
who can sell tickets tax-free. For these reasons, I think the tax should be 
repealed, and urge you gentlemen of the committee to repeal it. 


STATEMENT OF KENNETH G. TRUAX IN Support or H. R. 91 


Gentlemen, I am a partner of the Kraft Travel Bureau of Buffalo, N. Y. 
As a member of the American Society of Travel Agents, Inc., we appreciate this 
opportunity to give our reasons why the 15-percent excise tax on travel should 
be discontinued. 

Basically, it is our view that the present tax discriminates against travel 
agents located close to the international border. The following examples are 
illustrative of the discrimination, 


Example No. 1 


A person living in Buffalo, N. Y., calls at the office of a travel agent in Buf- 
falo, N. Y., relative to an air trip from Buffalo to Los Angeles. The travel 
agent supplies the necessary information relative to the trip, prepares an itin- 
erary for the client, and secures the necessary reservations for the trip. After 
all the reservations are completed, the travel agent notifies the client to pur- 
chase his tickets. The client then tells the travel agent that he heard that he 
can save the 15-percent tax by going to Canada to purchase his tickets, and that 
he is going to do so. The client then gets into his automobile, drives over the 
Peace Bridge to Fort Erie, Ontario, Canada, which is less than 10 miles from 
Buffalo. He goes to a travel agent there at Fort Erie and presents the travel 
agent with the itinerary, which was prepared by the Buffalo travel agency, 
showing all the necessary reservations for the trip. The travel agent at Fort 
Erie proceeds to issue the air tickets from Buffalo to Los Angeles, for which he 
collects the regular tariff fare without the tax. The travel agent then sells the 
client a bus ticket from Fort Erie to Buffalo, and in doing so makes a cross ref- 
erence on the air ticket to indicate that the tickets purchased were from Fort 
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Erie to Buffalo thence to Los Angeles. Now, as the client drives back over the 
Peace Bridge on his way back to Buffalo, with his tax-free tickets in his pocket, 
he drops the bus tickets into the Niagara River, as he will start the trip from 
the Buffalo Airport and has no need for the bus tickets. 

As a result of this procedure, the travel agent in Buffalo has given his time 
and effort to a client and perhaps has gone to some expense, such as phone calls, 
etc., and has received no remuneration for his services, whereas the travel agent 
in Fort Erie, Canada, simply issued the tickets and received commission on the 
sale of the tickets. 

Even if the client bypassed the Buffalo travel agent and went directly to the 
travel agent in Canada for all the necessary arrangements, the Buffalo travel 
agent loses business to a Canadian travel agent as the Canadian travel agent can 
undersell the American travel agent by 15 percent, which is the amount of the 
United States transportation tax 

As the Canadian travel agents do not support the United States Government 
as do the American travel agents, by way of business and income taxes, etc., 
it appears that the transportation tax under the present law detinitely discrimi- 
against some travel agents in the United States. 


Example No. 2 


4 person living in Buffalo, N. Y., calls at the office of a travel agent in Buffalo, 
N. Y., relative to a cruise. The client is given descriptive literature pertaining 
to many different cruises, and he discusses with the travel agent, the various 
itineraries and costs of the various cruises. The client decides that a cruise 
from Montreal, Canada, to Gaspé, Canada, is an ideal cruise for him and desires 





reservations on this cruise The Buffalo travel agent secures the necessary 
reservations and advises the client of the cost of the cruise including the 15- 
percent United States transportation tay Now this cruise is wholly within 
Canada where there is no transpertation tax, however the Buffalo travel agent 
must collect the 15 percent on the transportation tickets if the money is collected 
in the United States, 

The ent refuses to pay the 15-percent transportation tax and goes across 
the river to Canada to a Canadian travel agent and claims the reservations 
without paying the 15-percent tax. The Buffalo travel agent has received no 


remuneration for his services as he is a commission agent for the steamship 
company and only when he sells the ticket does he receive a commission on 
booking. The Canadian travel agent, however, merely collected the money 


and issued the cruise tickets, but he received the commission on the sale of the 

Even if the Buffalo travel agent was bypassed and the client went directly 

Canada to the Canadian travel agent for all the necessary arrangements. 
the Buffalo travel agent loses business to Canadian travel agents as the Canadian 
travel agent can undersel!l the American travel agent by 15 percent, which is 
the amount of the United States tax. 

rhe 15-percent transportation tax discriminates against the American travel 
agent ar ius him to lose business which he normally would get if there 

no transportation tax, 

Example No. 8 

An individual or organization, not engaged in the travel industry, decides to 

ea tour to Mex As this individual or organization does not represent 
the various transportation companies as a commission agent, he or they contact 
n authorized travel agent outside the United States and have the foreign travel 

nt issue the necessary tickets at a rate 15 percent lower than could the 
ravel agents in the United States, as the American travel agents must collect 
15 percent transportation tax. 

As a result, an individual or organization can organize a tour, and, with 
the help of a foreign travel agent, can undersell the American travel agents as 
the rate of commission paid by transportation companies to the travel agents 
on the sale of tickets is less than the 15 percent transportation tax. The foreign 
travel agent still gets his commission on the sale of the tickets even though 
no tax is collected. The individual or organization operating.the tour, sets up 
an all inclusive package, that takes care of transportation, hotels, meals, tips, 
sightseeing, etc. In that respect the tour members do not know the cost of the 
various items individually, but know the overall costs. 

This practice discriminates against the American travel agents and permits 
an individual or organization, not engaged in the travel industry, to compete 
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with the authorized American travel agents, giving the individual or organiza- 
tion an advantage and opportunity to undersell the American travel agents. 

The 15 percent transportation tax discriminates against American travel 
agents and causes him to lose business which he normally would get if there 
were no transportation tax. 

Because of the discriminatory principle of the present tax law, we feel that 
the 15 percent transportation tax should be eliminated completely. 

If the 15 percent transportation tax is not eliminated completely, we sug- 
gest that the tax laws be revised so as to plug the loopholes that exist in the 
present tax law, which enables United States citizens to go to Canada or any 
other foreign country to purchase transportation tickets without paying the 
the 15 percent transportation tax. 

Mr. Truax. I am Mr. Truax of Buffalo. I make my living on com- 
missions derived from the sales of transportation tickets as do three 
others in my office. As a member of the American Society of Travel 
Agents, I appreciate the opportunity to appear here and tell how the 
15 percent transportation tax affects me and my pocketbook and why 
it should be discontinued. 

I believe that the 15 percent transportation tax discriminates against 
travel agents located close to the international borders. I shall give 
examples which are illustrative of this discrimination. 

Example No. 1. Mr. Little called at my office recently relative to an 
air trip from Buffalo to Los Angeles for he and his wife. I supplied 
him with the relative information relative to this trip, prepared an 
itinerary and secured the necessary reservations. I told him the air 
tickets would cost him $546 plus $81.94, which represented the 15 per- 
cent transportation tax. My commission at 5 percent would be $27.31. 

Mr. Little tells me that he heard he can save the 15-percent tax by 
going to Canada and purchasing his tickets. So Mr. Little gets into 
his car, drives over the Peace Bridge to Fort Erie, Ontario, Canada, 
which is less than 10 miles from Buffalo. He goes to a travel agent at 
Fort Erie, presents the itinerary which I have prepared for him, 
showing all the necessary reservations. The Fort Erie agent proce eds 
to issue the air tickets from Buffalo to Los Angeles for which he col- 
lects the regular tariff fare of $546, with no tax. 

The travel agent sells Mr. Little a couple of bus tickets from Fort 
Erie to Buffalo, 30 cents each, and in doing so makes a cross reference 
to indicate that the tickets purchased were from Fort Erie to Buffalo 
and thence to Los Angeles. As Mr. Little drives back over the Peace 
Bridge on his way home to Buffalo, with his tax-free tickets in his 
pocket, he drops the bus tickets into the Niagara River, as he will start 
his trip from his home in Buffalo and has no need for the bus ticket. 

I have here some tickets which I purchased deliberately in Canada 
before leaving Buffalo to prove that it is being done each and every 
day of the week. I have here, in addition to my return ticket, the 
bus coupon which I have not used. I have no intention of using it. 
And for the 30 cents I might even try and make the refund. 

That is perhaps the best example we have as to how simple it is for 
the people located close to the border to go to Canada and purchase 
tax-free tickets. 

The CHarrMan. We had this question up in 1950, was it not? 

Mr. Kina. Yes. 

The Cuarrman. And the House took care of you people on that, but 
it did not go through the Senate. 

Mr. Trouax. I would like to, if I may, make a comment on that. In 
1952 there was a decision passed which made it perfectly legal to do 
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this purchasing of tickets in Canada, providing there was indication 
that showed it was an international trip. For the Canadians who 
actually live in Canada and do start their trip in Canada, they do 
have this privilege. But the way the conditions are presently, the 
discriminatory aspect is that the public of the United States in general 
who live close to the border can purchase these tickets by tying in a 
common carrier ticket and save the 15-percent tax. 

The Cuarrman. I remember we had this problem up in the House. 

Mr. Truax. This still has been going on and it continues to be go- 
ing on. 

The Cuarmman. In order to have anything we do in the House be- 
come a law, the Senate has to approve of it and it has to be signed 
by the President. We understand your problem very well here. We 
are glad to have your testimony. 

Mr. Truax. I have another example here of a person who lives in 
Buffalo who calls upon an agent relative to taking a cruise. This per- 
son is given descriptive literature, costs, detailed itineraries, and so 
forth, and discusses with the agent all the various details. The client 
decides that he would like to take a cruise wholly within Canada, from 
Montreal to the Gaspe. That area is wholly untaxable. 

I proceed with the reservations and tell the client that I must collect 
the 15 percent tax. He says to me, “I won’t pay it; it is not a taxable 
area. I am going to Canada to purchase my tickets.” He does, and 
consequently the travel agent in a border city has lost that business 
which he normally would expect because the clients are local people. 

In that respect we believe that the law at present is discriminatory 
in nature toward the agents located near the international border. 

The Cuatrman. We agree with you, sir. 

Mr. Truax. Now, even if the local travel agents were bypassed and 
the customers went directly to the Canadian travel agent, it is reason- 
able to believe that the local agents are still losing business due to the 
fact that they would expect to get a reasonable amount of that busi- 
ness that is going to Canada. The fact that we pay taxes in the form 
of business and income taxes and such, for that reason we believe that 
we should be on an even keel when it comes to selling a competitive 
item to the public. 

Another example would be in the case of organizations not engaged 
in the travel industry as a primary business. An example of that 
would be an example such as the chamber of commerce of a city. In 
a city like Buffalo, the chamber of commerce had a tour, they set up 
a tour, to Mexico. The program was for members of the chamber 
and their families and friends, on invitation. That group is a non- 
profit organization as far as the travel industry was concerned. How- 
ever, by working with a foreign travel agent, they were able to save 
the 15 percent tax and thereby the local agents were at a disadvantage 
and could not sell the same package competitively. They would have 
to charge 15 percent more on the transportation. 

In that respect we believe that the law is discriminatory and that 
people not engaged in the travel industry are able to compete with 
authorized American travel agents because the rate of commission 
that the travel agents receive is much less than the 15 percent trans- 
portation tax. 

The CHamman. What you want is the elimination of the tax? 
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Mr. Truax. Well, the 15 percent tax, to be eliminated, would be the 
answer. But we feel that if at the present time the transportation 
tax could not be eliminated completely, we would like to see revision 
in the tax laws which would plug the loopholes which enable the vari- 
ous people along border towns to be able to go to a foreign country 
and purchase tax-free tickets. 

The Cuairman. That is a very excellent paper. 

Mr. Tavano? 

Mr. Tavano. My name is Thomas Tavano of the Tavano’s Travel 
Agency, Niagara Falls, N. Y. Iam paying my own expenses to come 
to be heard here. I know Mr. Truax, and what happens to him hap- 
pens to me and every other travel agent located near our borders. 
Fifty to sixty percent of the people who consult me about travel end 
up by buying their tickets in Canada without this tax. My income 
would nec essarily be materially increased. I would like to add this 
actual example. 

A couple came to my office for a trip to Mexico, by air. After proc- 
essing this, the question of tax-free tickets came up. I could see the 
labors of my work getting away from me because the business was 
headed for Canada to save the 15 percent. I was able to save this 
transaction, however, by convincing this couple to go to Europe in- 
stead, telling them that there was no tax on travel to Europe. 

It is not only people of border cities who are continually trying to 
boot the tax; there are many others. Let me read you a short letter. 
The Cxarrman. I hope your people are not in France just now. 

Mr. Tavano. Are they having some trouble there? 

The Cuamrman. Everything is tied up all over France. 

Mr. Tavano. I got this little short letter here—it is on a doctor’s 
prescription, too—which comes from New Haven, Conn. : 

GENTLEMEN: I am interested in taking a cruise this winter to Veracruz, 
Mexico. If I purchase my tickets through your office, will I have to pay the 
United States transportation tax? 

I answered the letter and told him definitely he would, if he bought 
his ticket from me. 

In addition to what Mr. Truax said about the buying of tickets in 

Canada, I did the very same thing. I did this not with the idea of 
flouting the Government out of the six-dollars-and-some-cents in tax, 
but rather to prove a point which is passin 

One or two things should be done: Either remove the tax on travel 
or change the interpretation of the law so that anyone traveling 
within the United States should pay the tax. In that matter, of course, 
this bothersome trouble of having to compete ineffectively with the 
foreign travel agents would be eliminated. 

I want to take this opportunity to thank the committee for allowing 
me to be heard on behalf of myself and the American Society of Trave I 
Agents, of which I am a member. 

Thank you very much. 

The CuHarMan. I am sure the committee appreciates the testimony 
of you gentlemen. It will be very helpful. 

‘here is a gentleman here in the room, Mr. Jack Schwarzstein, vice 
president of the Westchester Ferry Corp. I am calling you out of 
turn because I believe you have to catch a plane. 

87746—53—pt. 4 —36 











2714 GENERAL REVENUE REVISION 


STATEMENTS OF JACK H. SCHWARZSTEIN, VICE PRESIDENT, 
WESTCHESTER FERRY CORP., AND WILBUR J. SPITZER, COUNSEL, 
NATIONAL FERRYBOAT OPERATORS ASSOCIATION, NEW YORK, 
Mm Ee 


or ScuwarzsteEin. My name is Jack Schwarzstein, of the West- 
chester Ferry Corp., but we filed a report for the National Ferryboat 
( 2 rators Association of America. 

[ would like our counselor to read the statement. 

Mr. Sprrzer. My name is Wilber J. Spitzer, counsel for the national- 
tax committee for the Ferryboat Operators Association. I want to 
extend our apprec lation to you for your consideration in moving us up, 
2s we do have to catch that plane, even though we did happen to pay 
that 15 percent tax today. 

We appear before you today as representatives of the N: itional 
Ferryboat Operators Association, an association representing the 
major ferryboat operators located throughout these United States 
and employed in trafficking vehicles across w: wlerways. 

We appear before your committee specifically to protest and seek 
repeal of part of the Internal Revenue Act, to wit, section 5475 of 
he Internal Revenue Code, which imposes a tax on transportation 

f persons and property on ferryboats in these United States. 
Section 3475 of the code imposes a tax equivalent to 3 percent of the 
amounts paid within the United States to a person engaged in the 
business of transporting of property for hire, for the transportation 
of property by railroads, motor vehicle, water, or air from one point 
in the United States to another except that, in the case of coal, the rate 
of tax is 4 cents per short ton. 

The effort of the representatives before you is protest to this par- 
ticular tax insofar as it is discriminatory to the users of ferryboats and 
to our membership associations. 

A brief review of this particular act discloses that this tax was 
imposed in 1942 during the war years of the last World War conflict 
and was a tax imposed primarily for revenue for war purposes and 
without historical background. 

A study was made of the legislative history of this tax study in question to 
determine whether the Congress, in imposing the taxes, was cognizant of or 
zives recognition to this situation (i. e. the competitive disadvantage where 
such operations are in competition with bridges and tunnels) or whether the 
statutes could be so construed as to place these competitive enterprises on the 
same basis for purposes of these taxes. There is, however, nothing in the legis- 
lative history which relates to this particular situation. 

[ might say we have had correspondence with the legal research 
department throughout the entire phase, and I am quoting some of 
their documents to substantiate this report. This particular tax has 
been dutifully paid by the members of this association even though 
in many, many instances this tax has not been passed on to the con- 
sumer but has been absorbed by the companies of this association. 
There is no better example of a nuisance tax, when it can be absorbed 
that way. 

Our protest to this 2 ‘vy is that this tax is discriminatory against our 
users. It pi ves us in a position where we are at a competitive dis- 
advantage due to this fuapobition of this particular tax. The users 
of bridge and tunnel facilities are not burdened with this taxable levy 
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as are users of our facilities. There is no legal reason for this con- 
tradiction. The ferryboat operators render a service of transporting 
users of public highways from one point of the highway across the 
body of water to its continuation point on the other side. We have 
been held to be an extension of the highway and, in comparison to a 
bridge and tunnel, we offer no greater service and no lesser service 
to the users of the same highways. We merely transport the operator 
from one shore to the other, the same function performed by the oper- 
ator when he goes from one entrance of the tunnel to the other. The 
ser merely gets across the body of water and, in a sense, we take no 
control over the commodity transported. It is always in possession, 
control, and in the cutody of the operator and I refer to motor 
vehicles. 

In the statutes that are applied in the States of New Jersey, New 
York, North Carolina, and many other jurisdictions unanimous de- 
cisions have constantly claimed that a ferry is a continuation of the 
highway from one side of the water over w hich it passes to the other. 

Of course, on this legal theory, there is no justificat ion for a tax on 
property ferry-transported when the same property cannot be taxed 
over a bridge or through a tunnel. 

Of all the parties who have beon intimate with the situation as it 
now exists, and with the questions that have been raised, and we 
respectfully refer you to exhibit C, signed by the honorable chairman 
of this committee, who states: “I recognize that the 3 percent of 
transportation as it now applies to ferry users is discriminatory.” 
And the Chief of the Excise Ruling Branch of the United States 
Treasury Department, Hon. R. J. Bopp, who states 

You realize, of course, that we must apply the revenue laws, as enacted, by 
Congress, and cannot take into account the competitive economic circumstances 
of a particular place unless the law makes provision therefor. 

In all the endeavors by all parties herein concerned, we have not at 
any time taken any legal action or sought any forum in which to avoid 
this tax while it applied to the necessity of raising funds for which 
this tax had originally been imposed. We have, on occasion, ex- 
pressed displeasure as far back as 1942 that it was an imposition on 
ferry users, which was not sustained by similar users of bridges and 
tunnels but at this time, your committee seeking a just and competent 
law to collect taxes for these United States, should and must take into 
consideration that such a tax will interfere with open and competitive 
business in our field. You must and should realize the unjust im- 
position on our body. You must appreciate the inconsistency where 
the act is powerless to tax one commodity and maintain its tax on an- 
other when both commodities perform the same function. 

1 use the word “commodity” there for transportation by a user of : 
commodity from one shore to another. We have received in an apolo 
getic manner a statement by the Special Ruling Branch that the 
present taxes is one of the taxable means of transportation enumerated 
in the code, and they are constrained to hold that the tax must be 
imposed irrespective of the fact that the ferryboats may be competing 
with the toll bridges and the tunnels. 

They further state, that there is no authori ity for which the y could 
require toll- bridge operators or tunnel-bridge operators to col llect Fed 
eral transportation taxes on their respective toll charges. Let us not 
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be misunderstood at this juncture. We seek not to impose a greater 
tux on the users of bridge and tunnel facilities. That may equalize 
the situation, and might give another taxable measure. But there is 
some question of its constitutionality in our discussions. The use of 
these facilities as licensed by legal authority have already placed the 
burden of tax on the user through tolls. The Federal transportation 
tax may seek to increase an additional tax on this burden and we do 
not feel that while we are taxed, we wish to impose the same on our 
competitors. We seek only to remove this tax on the users of our facil- 
ities that they, our users, may fairly and justly compete with the users 
of other modes of crossing the same waterways. 

America has heard and has resolved that once a tax has been im- 
posed, the same has never and will never be removed. We feel that 
this committee is here, sitting to overrule this type of thinking in 
America, which has militated individual thought to that line, that 
ence the Government has taxed, the Government will never revoke 
the same, as priori, death and taxes are inevitable. 

There is no historical reason and no legal reason for this levy but 
there was a taxable reason for raising revenues. As against that in 
our case there is a discriminatory reason for lifting same. There is 
reason for lifting the same from a business point of view, there is 
reason for lifting the same from an intellectual and fair-play point of 
view, and there is a reason from an economic safeguard to maintain 
competitive bsuinesses in the field of transportation across waterways. 

We ask this question of the United States Treasury Department: 
if the taxes imposed on motor vehicles because they are property when 
transported on a ferry, how is a motor vehicle any the less property 
when traveling over a bridge or through a tunnel? ‘We did not receive 
an answer nor could they answer that. 

I submit to you, gentlemen, a hypothetical problem: If a roadway 
ends at the waterway, and at that juncture a bridge, a tunnel, and a 
ferry transport the user to the other side of the waterway which inter- 
feres with the highway, wherein is the justification of taxing the user 
of a ferryboat where he takes his car across the water by ferry when 
he takes his car across by bridge and tunnel and is not taxed by that 
edditional 3 percent. 

At this time, Mr. Chairman, we would like to reserve a right or be 
given leave, if possible, to submit a proposed exception to the present 
tax rule to give relief in this instance and this taxable situation, 
either through our agency or the New York AAA legal research staff, 
which has indicated an interest in this particular problem. 

The Cuarrman. Do you wish to file that report? 

Mr. Sprrzer. Not at this time, but at some future time, within a 
week, 

The Cuatrman. Within a reasonable time, because all of this has 
to go to the printer. 

Mr. Srrrzer. We will submit it within a matter of 48 hours. 

The Cuarrman. That is fine. You have that permission. 

(Data submitted by Mr. Spitzer follews :) 
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Exuisir A 


Wats & Batrp, 
Yonkers, N. Y., June 2, 1958. 
COMMISSIONER OF INTERNAL REVENUE, 
Technical Ruling Division, Washington 25, D. C. 

GENTLEMEN ; As attorneys for Westchester Ferry Corp., owners and operators 
of a ferry operating across the Hudson River from the city of Yonkers, N. Y., 
to Alpine, N. J., which is directly across from the city of Yonkers, a distance of 
about four-fifths of a mile. In their operation they carry no freight but only 
passengers and automobiles containing passengers and which automobiles are 
at all times in the control and possession of its owners or the owner’s representa- 
tive. Will you kindly advise us why a tax is imposed upon these automobiles or 
motor vehicles while they are being transferred by ferry across the Hudson 
River while the same vehicles may cross any bridge or tunnel over or under 
the Hudson River without-the imposition of such tax? 

We have been informed that the automobiles and motor vehicles using the 
bridges or tunnels are free from the tax because the bridges and tunnels are 
continuations of highways. We question this information for the reason that 
the court of appeals in our State has held that a ferry is a continuation of a 
highway from one side of the water over which it passes to the other, and is 
for the transportation of passengers, or of travelers with their teams and ve- 
hicles and such other property as they may carry or have with them. 

In Mayor, etc., of N. Y. v. Starin et al. (106 N. Y., p. 1) the court held (pp. 
10-11): 

“In the consideration of this case, it is important first to determine what a 
ferry is. In a general sense it is a highway over narrow waters. In 2 Washburn 
on Real Property (3d edition) 269 it is said: ‘Ferries, that is, rights of carrying 
passengers across streams, or bodies of water or arms of the sea, from one 
point to another for a compensation paid by way of a toll, are, by common law, 
deemed to be franchises, and cannot in England be set up without the King’s 
license, and in this country without a grant of the legislature as representating 
the sovereign power, and do not belong to the riparian proprietors of the soil.’ 
A ferry franchise is property, an inecorporeal hereditament, and as sacred as 
other property (Conway v. Taylor's Ha’rs, 1 Black 6083). And the right to a 
ferry does not depend upon the right to, or the property in the waters over which 
it passes, or in the soil under the water, or upon the shore at either end of the 
ferry (Fay, Petitioner, etc., 15 Pick. 243, 253). A ferry is a continuation of 
the highway from one side of the water over which it passes to the other, and 
is for the transportation of passengers, or of travelers with their teams and 
vehicles and such other property as they may carry or have with them (Brook- 
now vy. Baker, 94 N. C. 675). In a strictly ferry business property is always 
transported only with the owner or custodian thereof; and ferrymen who do 
nothing but a ferry business, and have nothing but a ferry franchise are bound 
to transport no other property ; and in the transportation of persons with their 
property, they are not under the obligations of a common carrier, but are bound 
only to due care and diligence (Wyckoff v. Queens County Ferry Co., 52 N. Y. 
82).” 

If the tax is imposed on motor vehicles because they are property when 
transported on a ferry, how is a motor vehicle any the less property when 
traveling over a bridge or through a tunnel? 

If any formal ruling has been made on this question, will you be kind enough 
to send us acopy? Any charge for the same we will forward to you upon request. 

Very truly yours, 
WatsHh & Barr, 
WILLIAM A. WALSH. 





Exuisir B 


UNITED STATES TREASURY DEPARTMENT, 
Washington 25, D. C., July 29, 1958. 
WESTCHESTER FERRY CorpP., 
Care of Walsh & Baird, Yonkers, N. Y. 

GENTLEMEN: This office is in receipt of a letter dated June 2, 1953, from the law 
offices of Walsh & Baird, 20 South Broadway, Yonkers, N. Y., concerning your 
liability for the taxes on the transportation of persons and property imposed 
by sections 3469 and 3475 of the Internal Revenue Code, as amended. 
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The records of the Bureau fail to disclose a power of attorney authorizing 
a member of the firm of Walsh & Baird to represent you in this matter, as 
reguired in IR-—Mimeograph No. 100 published as Revenue Rule 10, I. R. B. 
1953-2, 18, which describes the procedure and requirements relating to requests 
for rulings on specific matters. Therefore, this letter is being addressed to you. 

The firm states that you own and operate a ferry across the Hudson River 
from Yonkers, N. Y., to Alpine, N. J., a distance of about four-fifths of a mile, 
It is also stated that in connection with your operation of such ferry you carry 
no freight, but only passengers and automobiles containing passengers, which 
automobiles are at all times in the control and possession of the owners thereof 
or the owners’ representatives. 

The firm also states that it has been informed that automobiles and motor 
vehicles using bridges or tunnels are free from the tax because such bridges 
and tunnels are continuations of highways. This opinion is questioned by 
the firm for the reason that the court of appeals for, the State of New Jersey 
has held that a ferry is a continuation of a highway from one side of the water 
over Which it passes to the other, and is for the transportation of passengers, 
or of travelers with their teams and vehicles and such other property as they may 
carry or have with them 

In view of the foregoing advice is requested why the tax is imposed upon 
motor vehicles when they are being transferred by ferry across the Hudson 
River while the same vehicle may cross any bridge or tunnel over or under the 
Hudson River without the imposition of such tax. 

Section 3469 (a) of the Internal Revenue Code, as amended and modified by 
section 1650 imposes a tax of 15 percent upon the amount paid for the trans- 
portation of persons by rail, motor vehicle, water, or air. Section 3469 (b) of 
the code provides, in part, that the tax imposed by subsection (a) shall not 
apply to amounts paid for transportation which do not exceed 35 cents. 

Section 3475 (a) of the Internal Revenue Code imposes a tax equivalent to 
3 percent upon the amount paid for the transportation of property by rail, motor 
vehicle, water, or air, from one point in the United States to another, except 
that, in the case of coal, the rate of tax is 4 cents per short ton. The tax applies 
ouly to amounts paid to a person engaged in the business of transporting property 
for hire, 

Realizing that the application of the transportation taxes to ferry charges 
might result in a competitive disadvantage where such operations are in compe- 
tition with toll bridges and tunnels, a study was made of the legislative history 
of the taxing statutes in question to determine whether the Congress, in iin- 
posing the taxes, was cognizant of or gave recognition to this situation, or 
whether the statutes could be so construed as to place these competitive enter- 
prises on the same basis for purposes of these taxes. There is, however, nothing 
in the legislative history which relates to this particular situation. 

You realize, of course, that we must apply the revenue laws as enacted by 
Congress, and cannot take into account the competitive economic circumstances 
of a particular case, unless the law makes provision therefor. In this conneec- 
tion it may be stated that the competitive disadvantages which arise by reason 
of the application of the transportation taxes are not limited solely to transpor- 
tation by ferryboat but may occur in any situation where the same trip may be 
made either by public transportation facilities or by private transportation fa- 
cilities. For example, the tax applies to charges made for the transportation 
by rail, but does not apply where the same trip is made by private automobile 
over a highway. 

In view of the foregoing, and since the transportation of persons and vehicles 
by ferry constitutes the transportation of persons and property by water, which 
is one of the taxable means of transportation enumerated in the above sections 
of the code, we are constrained to hold that, in general, amounts in excess of 
35 cents paid for the transportation of persons by ferry are subject to the 15 
percent tax imposed by section 3469 (a) of the code, as amended, and amounts 
paid for the transportation of vehicles by ferry are subject to the 3 percent tax 
imposed by section 3475 of the code, irrespective of the fact that the ferryboat 
may be operating in competition with a toll bridge or tunnek 

On the other hand, an amount paid as a bridge or tunnel toll does not con- 
stitute an amount paid for the transportation of persons or property by one 
of the taxable means enumerated in sections 3469 and 8475 of the code. Ac- 
cordingly, there is no authority under which we could require toll-bridge oper- 
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ators or tunnel operators to collect the Federal transportation taxes on their 
respective toll charges. 

With respect to the firm’s request for any formal rulings issued in connectio: 
with ferry operations, there is enclosed a copy of published ruling M. T. 26 
Cc. B. 1948-1, 141, relating to the application of the tax imposed by section 3475 
of the Internal Revenue Code to amounts paid for the transportation of ve 
hicles by ferry. 

Very truly yours, 
R. J. Borp, Chief, Excise Tag Ruling Branch. 


EXHIBIT ( 


COMMITTEE ON WAYS AND MEANS, 
House oF REPRESENTATIVES, 
Washington, D. C., January 7, 1953. 
Hon. RALPH W. Gwinn, 
Member of Congress, House of Representatives, 


Washington, D. C. 

DEAR COLLEAGUE: I received your letter of January 5, together with a letter 
to you from Mr. Schwarzstein, vice president of Yonkers Ferry, which I am 
returning herewith. 

I recognize that the 3 percent transportation tax as it now applies to ferry 
crossings is discriminatory. Accordingly, I have requested the Joint Committee 
on Internal Revenue Taxation to study this matter and bring the problem to the 
attention of our committee when we undertake tax revision problems. 

Sincerely yours, 
DANIEL A. REEp. 





Exuisit D 


CONGRESS OF THE UNITED STATES, 
House or REPRESENTATIVES, 
Washington, D. C., January 5, 1958. 
Hon. DANtEr A. REED, 
Chairman, Ways and Means Committee, 
House of Representatives, Washington, D. C. 

DrarR DAN: Enclosed is the original letter from the Yonkers Ferry in my 
district, which explains as clearly as possible the very great discrimination 
which the taxes on ferries and ferry transportation make in comparison with the 
taxes on bridge transportation in such places as the Hudson River. 

The matter has, undoubtedly, been under consideration by your committee 
heretofore and probably will be the subject of consideration in the present ses- 
sion. In the meantime, I shall appreciate any information you can give me that 
l may pass on to my constituent, Mr. Schwarzstein. 

Will you please return Mr. Schwarzstein’s letter with your reply. 

Sincerely yours, 
RatpH W. Gwinn. 


CONGRESS OF THE UNITED STATES, 
House or REPRESENTATIVES, 
Washington, D. C., January 9, 1958. 
Mr. Jack H. SCHWARZSTEIN, 
Vice President, Yonkers Ferry, Yonkers, N. Y. 

DEAR Mr. SCHWARZSTEIN: Enclosed is reply from Congressman Reed, the 
new chairman of the Ways and Means Committee, to my letter of January 5 
You will be pleased to note that he agrees with you that the tax on ferries is 
discriminatory and that he is directing that a study be made of the matter. 

Sincerely yours, 
Ratpn W. Gwinn. 
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[Translation] 


NATIONAL Ferryspoat OPERATORS ASSOCIATION, 
New York 4, N. Y., August 13, 1958. 


Re section 3475, Internal Revenue Code. 


Hon. Danret A. REEp, 
Chairman, Ways and Means Committee, 
House of Representatives, Washington, D. C. 


Dear Str: I enclose herewith a proposed amendment to that section of 3475, 
referring to cargo tax at 3 percent, eliminating said tax against ferryboat car- 
riers across waterways, who pay said tax. 

I trust that your committee and your technical staff will agree that the tax 
in effect, and as now administered, is discriminatory, and this proposal will 
eliminate this unfair situation under the new revised tax laws. 

I wish to extend my sincere thanks for your consideration and warm recep- 
tion of our presentation. 

Respectfully yours, 
Witsor J. Spitzer, Counsel. 


{New matter in italics] 
INTERNAL REVENUE CODE 
SUBCHAPTER E—TRANSPORTATION OF PROPERTY 
Sec. 3475. TRANSPORTATION OF PROPERTY. 

(a) Tax.—There shall be imposed upon the amount paid within or without 
the United States for the transportation of property by rail, motor vehicle, 
water or air, from one point in the United States to another, a tax equal to 3 
per centum of the amount so paid, except that, in the case of coal, the rate of 
tax shall be 4 cents per short ton. Such tax shall apply only to amounts paid 
to a person engaged in the business of transporting property for hire, including 
amounts paid to a freight forwarder, express company, or similar person, but 
not including amounts paid by a freight forwarder, express company, or similar 
person for transportation with respect to which a tax has previously been paid 
under this section nor where motor vehicles in the possession, control, and cus- 
tody of the owner or his agent or employee shall be transported across a body 
of water within the continental limits of the United States by boats engaged in 
ferry operations. 

The CHarrman. I want to thank Mr. Bogan and the others for per- 
mitting these gentlemen who have to catch a plane to precede you. 

The next witness is Mr. Charles G. Bogan, secretary, Northeastern 
Regional Association, Hotel Greeters of America. 


STATEMENT OF CHARLES G. BOGAN, SECRETARY, HOTEL GREETERS 
OF AMERICA, WASHINGTON, D. C. 


Mr. Bogan. Mr. Chairman and gentlemen of the committee, I was 
very happy to relinquish my position to these men who were in a 
hurry. My name is Gains G. Bogan. I am an official of the Hotel 
Greeters of America, with offices in Washington, D.C. The individual 
members of the organization which I represent depend entirely upon 
the traveler for their jobs, in fact, their very livelihood. We are the 
largest hotel organization in the world and we are international in 
scope, representing front-office hotelmen in the United States, Canada, 
and Mexico. Our members are the clerks, assistant managers, and 
managers of hotels—the men and women whv meet the public. We 
are responsible for the degree of goodwill which exists between hotels 
and their guests. Hence our work is of vital importance to the hotel 
industry and we, in turn, have all of our hopes of success and personal 
advancement wrapped up in the overall success of the hotel business. 
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I am authorized by the international president of the Hotel Greeters 
of America to put our association on record as heartily in favor of the 
enactment of H. R. 91 or other legislation which will repeal the 15- 
percent tax on the transportation of persons. We believe that this 
step is essential to the welfare of the travel business in general and 
the hotel business in particular. 

Our association fully endorses the overall statement of the case for 
repeal of the travel tax made by the representative of the National 
Association of Travel Organizations. 

I now wish to devote the few remaining minutes allotted to me in 
this hearing to a discussion of one important phase of this matter. 

More than 25 years ago the Hotel Greeters of America originated 
the slogan “See America First.” We did not have then, and we do 
not have now, a narrow, nationalistic, or provincial attitude toward 
travel. We realize that people will go where they want to go and, 
since ours is a free country, this is as it should be. 

But we do believe that the people of the United States of America 
should as a general rule see and know and appreciate first their own 
part of the country and then other parts of America, before they 
attempt to become “unofficial ambassadors” through travel in other 
foreign countries. The overwhelmingly favorable response which 
our slogan, “See America First,” has received down through the 
years is proof positive that the vast majority of Americans heartily 
endorse our slogan. 

It is, therefore, with great concern that we view the situation in 
which United States citizens must pay a tax of 15 percent upon 
travel performed in the United States, Canada, Mexico, Central 
America, and the Caribbean, and our neighbors must pay a 15-percent 
penalty for visiting us and trying to travel in the United States, while 
at the same time our people can go everywhere else in the world, free 
of this tax, ever since 1947 when the Congress saw fit to repeal the 
tax on travel to many foreign countries. The United States travel 
industry and the Hotel Greeters of America have been looking ahead 
to the day when this committee and the Congress will grant us com- 
parable treatment. 

This situation is, in our opinion, deplorable. If it continues, our 
proud slogan will have to be revised to fit the present circumstances. 
In the interest of truth and accuracy it will have to become “See 
America First—and Pay 15 Percent More.” 

We sincerely believe that the repeal of this tax is a vital step toward 
maintaining our prestige as a nation. We are equally sincere in our 
belief that the repeal of this tax will materially stimulate the travel 
business and that the hotels and all other facilities which serve the 
traveling public will earn more money and pay more taxes on their 
normal operations as a result of such a move. 

These facilities include the purveyors, the department stores, the 
drugstores, and many businesses of the communities. 

Gentlemen, I am grateful to the committee for permitting me to 
present testimony on behalf of those who owe their complete depend- 
ence for sustenance upon the traveler. 

Thank you. 

The Cuamman. Thank you very much for your presentation on 
the subject. Are there any questions? 

The Chair hears none. 
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The next witness is Mr. Ross D. Netherton, American Automobile 
Association. 


STATEMENT OF ROSS D. NETHERTON, LEGISLATIVE COUNSEL, 
AMERICAN AUTOMOBILE ASSOCIATION 


Mr. Nernerton. My name is Ross D. Netherton. I am legislative 
counsel for the American Automobile Association. 

The Cuairman. Without objection you may insert all of your re- 
marks in the record. 

(Mr. Netherton’s prepared statement follows :) 


STATEMENT OF Ross D. NETHERTON ON BEHALF OF THE AMERICAN AUTOMOBILE 
ASSOCIATION 


My name is Ross D. Netherton; I am legislative counsel for the American 
Automobile Association. The AAA has watched with great interest the work 
of the Ways and Means Committee in its present undertaking of a reexeamina- 
tion of the national tax laws, and it is sincerely grateful for the opportunity to 
appear and participate in them. Elsewhere in the record of these proceedings 
our organization has expressed itself with respect to certain other tax matters 
and pending legislative proposals. At this time we are appearing in connection 
with the Federal excise tax on transportation of persons (title 26, sec. 130, 
Code of Federal Regulations, 1952 edition). 

Our position with respect to this tax is similar to that recently taken by the 
National Association of Travel Organizations, and the American Society of 
Travel Agencies; we favor the immediate adoption of H. R. 91, which would 
repeal this tax. 

The AAA is made up of over 700 affiliated automobile clubs and branches, 
located throughout the United States, and has over 4 million individual motorist 
members. We believe that our membership represents a cross section of that 
portion of the American public which is most keenly aware of the necessity of 
travel for business and recreation and the manifold advantages of travel when 
it is properly encouraged and carried on. During its 50 years of active service, 
the AAA has become the “travel headquarters” for its members; and as these 
people have traveled—whether by land, sea, or air—they have depended upon 
their motor clubs for help in planning and making arrangements for travel at 
its best. In this way our members have shown us their travel habits, their 
travel problems, and their travel preferences. Thus, also, we have come to know 
how great and wholesome the effect of travel, as an industry, is, not only upon 
the areas which we think of as “major tourist attractions” but upon the entire 
country. We have seen the far-reaching repercussions of regulatory action at 
any levels of government—both direct and indirect—which is aimed at the travel 
of the citizen from place to place. So, although the present 15-percent excise 
tax on the transportation of persons within the United States, and to Canada, 
Mexico, Hawaii, and the islands of the Caribbean is not a tax upon individual 
motorists as they drive in their own passenger cars, it is a tax which bears 
repressively upon an activity which the AAA has worked for years to encourage 
and to improve. 

The position of the American Automobile Association may be summed up in 
the resolution adopted by the delegates to the 1952 annual meeting of the asso- 
ciation. It reads as follows: 

“The 15-percent Federal tax on transportation, instituted during World War 
II in order to discourage civilian travel and to help pay for the war effort, has 
long outlived its usefulness. It has no reason for being, and must be considered 
an unreasonable levy on the millions of Americans who travel by air, rail, 
steamship, and bus. 

“Many cogent arguments have been advanced for repeal of this tax, 
including 

“(a) In 1947 the Congress removed the tax from all transportation except 
to points within the United States, to Canada, the Caribbean, Mexico, Cen- 
tral America, and Hawaii. To maintain the remainder of the transportation 
tax is to maintain a barrier of discrimination against Americans who travel 
within their own country and their own hemisphere. 
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“(b) In 1948 Canada repealed its wartime 15-percent transportation tax, 
enabling travel interests north of the border to undercut United States agen- 
cies by selling tickets through the mail; and attracting our citizens to travel 
tax-free in Canada, thus drawing trade away from domestic resorts and 
transportation lines. 

“The continued existence of the tax serves to undermine the travel industry, 
which has become a major factor in the national economy. The American Auto- 
mobile Association strongly urges speedy congressional action to repeal the 15- 
percent Federal tax on transportation of persons,” 

To this statement of position there are only a few points which we would 
wish to add and emphasize as matters for your serious consideration when leg- 
islative action is taken upon the basis of these hearings: 

First. The travel which is being taxed under the present law, is frequently 
“necessary travel.” It is estimated that about one-third of the airline, railroad, 
and steamship tickets which the public purchases are for the purpose of attend- 
ing to necessary personal or official business. This is, therefore, not only a 
tax on travelers for pleasure but on the person who goes to his National or State 
capital to transact business there; on the commercial traveler and the business- 
man who must travel to supervise the operation of his branch offices or contact 
the market for his business. The transportation tax is, therefore, a tax on a 
necessity, 

Second. Travel for recreation has become a major industry in all parts of 
the Nation, Interstate tourist travel alone annually results in well over $10 
billion worth of business, and 26 States now list travel among their top 3 
dollar-earning industries. How much bigger these industries would be if the 
15-percent transportation tax was removed is, of course, impossible to say with 
precision. However, the logic of economics makes it plain that a 15-percent 
decrease in cost would inevitably attract more travelers, with a resulting benefit 
not only for the agencies of transportation but in even greater degree in the 
travel areas to which and through which the travelers go. 

Third. It is not inconsequential that the present tax, with its effect of adding 
15 percent to the cost of travel tickets, tends to discourage family travel. The 
AAA has long sought to show its members that every member of a family may 
find lessons and inspiration in all forms of travel and in every place a traveler 
passes. Necessity travel for one member of the family may—if costs permit 
it—become recreation travel for the whole family. Perhaps even a significant 
event in the family’s life together. Fifteen percent additional cost was thought 
drastic enough to discourage all but the most necessary travel during wartime, 
and so logic would seem to make it clear that the same result is being felt today. 
Only today we are permitting this repressive effect to discourage travel of the 
most wholesome and desirable sort. 

Finally. It is noted that H. R. 91, introduced by Representative Scudder of 
California, now pending before this committee, recognizes the wisdom of re- 
pealing the transportation tax and would accomplish that objection. The 
American Automobile Association suggests that this bill is amply justified by 
the experience of recent years, and it is the hope of the AAA that after con- 
sidering the facts this committee will recommend favorably on H. R. 91 and 
work for passage through the House without delay. 


Mr. Nernertron. I think for the committee’s purpose it will be 
enough if I capsule the opening portion. Let me say, however, for 
the record, that the AAA has watched with great interest the work of 
the Ways and Means Committee in its present reexamination of the 
national tax laws and is sincerely grateful for the opportunity to 
appear and participate in them. Elsewhere in the record of these 
proceedings our organization has expressed itself with respect to 
certain other tax matters and pending legislative proposals. 

At this time we are appearing in connection with the Federal excise 
tax on the transportation of persons. Our 9 i with respect to 
this tax is similar to that recently taken by the National Association 
of Travel Organizations, and the American Soc iety of Travel Agen- 
cies; we favor the immediate adoption of H. R. 91 which would 
repeal this tax. 
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The AAA is made up of over 700 affiliated automobile clubs and 
branches, located throughout the United States, and has over 4 million 
individual motorist members. We believe that our membership rep- 
resents a cross section of that portion of the American public which 
is most keenly aware of the necessity and advantages of travel for 
business and recreation and the manifold advantages of travel when 
it is properly encouraged and carried on. So although the present 
15-percent excise tax on the transportation of persons within the 
United States, and to Canada, Mexico, Hawaii, and the islands of the 

Caribbean is not a tax upon individual motorists as they drive in their 
own passenger cars, it is a tax which bears repressively upon an activ- 
ity which the AAA has worked for years to encourage and to improve. 

The position of the American Automobile Association may be 
summed up in the resolution adopted by the delegates to the 1952 an- 
nual meeting of the association. It reads as follows: 

The 15-percent Federal tax on transportation, instituted during World War 
II in order to discourage civilian travel and to help pay for the war effort, has 
long outlived its usefulness. It has no reason for being, and must be considered 
an unreasonable levy on the millions of Americans who travel by air, rail, steam- 
ship, and bus. 

Many cogent arguments have been advanced for repeal of this tax, including: 

(a) In 1947, the Congress removed the tax from all transportation except to 
points within the United States, to Canada, the Caribbean, Mexico, Central 
America, and Hawaii. To maintain the remainder of the transportation tax is 
to maintain a barrier of discrimination against Americans who travel within 
their own country and their own hemisphere. 

(b) In 1948, Canada repealed its wartime 15-percent transportation tax, 
enabling travel interests north of the border to undercut United States agencies 
by selling tickets through the mail; and attracting our citizens to travel tax-free 
in Canada, thus drawing trade away from domestic resorts and transportation 
lines. 

The continued existence of the tax serves to undermine the travel industry, 
which has become a major factor in the national economy. The American Auto- 
mobile Association strongly urges speedy congressional action to repeal the 
15-percent Federal tax on transportation of persons. 

To this statement of position there are only a few points which we 
would wish to add and emphasize for your serious consideration when 
legislative action is taken upon the basis of these hearings: 

First: The travel which being taxed under the present law, is fre- 
quently “necessary travel.” It is estimated that about one-third of 
the airline, railroad, and steamship tickets which the public pur- 
chases are for the purpose of attending to necessary personal or offi- 
cial business. This is, therefore, not only a tax on travelers for 
pleasure but on the person who goes to his National or State capital to 
transact business there, on the commercial traveler and the businessman 
who must travel to supervise the operation of his branch offices or con- 
tact the market for his business. The transportation tax is therefore 
a tax on a necessity. 

Second: Travel for recreation has become a major industry in all 
parts of the Nation. Interstate tourist travel alone annu: ally results 
in well over $10 billion worth of business and 26 States now list travel 
among their top 3 dollar-earning industries. How much bigger these 
industries would be if the 15-percent transportation tax was removed 
is, of course, impossible to say with precision. However, the logic of 
economics makes it plain that a 15-percent decrease in cost would in- 
evitably attract more travelers, with a resulting benefit not only for 
the agencies of transportation but in even greater degree in the travel 
areas to which and through which the travelers go. 
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Third: It is not, we think, inconsequential that the present tax, with 
its effect of adding 15 percent to the cost of travel tickets, tends to dis- 
courage family tr avel. The AAA has long sought to show its members 
that every member of a family may find Jessons and inspiration in all 
forms of travel and in every place a traveler passes. Necessity travel 
for one member of the family may—if costs permit it—become recrea- 
tion travel for the whole family. Perhaps even a significant event in 
the family’s life together. Fifteen percent additional cost was thought 

drastic enough to ‘discour age all but the most necessary travel during 
wartime, and so logic would seem to make it clear that the same result 1 
being felt today. “Only today we are permitting this repressive effect 
to discourage travel of the most wholesome and desirable sort. 

Finally: It is noted that H. R. 91, introduced by Representative 
Scudder, of California, now pending before this committee, recognizes 
the wisdom of repealing the transportation tax and would accomplish 
that objective. The American Automobile Association suggests that 
this bill is amply justified by the experience of recent years, and it is 
the hope of the AAA that after considering the facts of this commit 
tee will recommend favorably on H. R. 91 and work for passage 
through the House without delay. 

The Cuarrman. We thank you very much. 

Mr. Netuerton. That concludes my testimony on the 15- percent ta 
on the transportation of persons. However, earlier this evening it was 
pointed out that the 3-percent tax on the transportation of personal 
property has resulted in certain inconsistencies which should be elimi- 
vated in any general revision of the tax structure. I am speaking of 
inconsistency which arises when a motorist crosses a river on a ferry 
boat he must pay a tax, but when he crosses the same river in the same 
automobile on a bridge or in a tunnel, the tax is not paid. 

The Cuarrman. W e thank you very much for your testimony. 

The next witness is Mr. J. D. Durand, Air Transport Association of 
America. 


STATEMENT OF J. D. DURAND, SECRETARY AND ASSISTANT GEN- 
ERAL COUNSEL, AIR TRANSPORT ASSOCIATION OF AMERICA, 
WASHINGTON, D. C. 


Mr. Duranp. Mr. Chairman, I have a full statement which I should 
like to file for the record, and then for the purpose of taking up just 
as little time as possible, I would like to summarize the two main argu 
ments in that statement. 

The Cuarmman. Without objection, it is so ordered. 

(Mr. Durand’s prepared statement follows: ) 


TESTIMONY OF J. D. DURAND, SECRETARY AND ASSISTANT GENERAL COUNSEL OF THI 
Arm TRANSPORT ASSOCIATION OF AMERICA, WitH Respect To Repeat or 15 Perr- 
CENT TRANSPORTATION TAX 


Mr. Chairman and members of the committee, my name is J. D. Durand. I am 
secretary and assistant general counsel of the Air Transport Association of 
America, The association includes as its members practically all of the certifi- 
cated, scheduled airlines of the United States. We appreciate this opportunity 
to appear before your committee for the purpose of supporting H. R. 91, and other 
similar bills now pending in your committee, to repeal the 15 percent transporta- 
tion tax. 
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At the outset, I wish to place the airline industry on record as strongly en- 
dorsing the statement previously made to this committee by Mr. James L, Bosse- 
meyer, executive vice president of the National Association of Travel Organi- 
zations. 

I shall confine my testimony to those points, supporting repeal of this tax, 
which are particularly pertinent to the airline industry. 

(1) The 15-percent tax was imposed as a war excise and changed conditions 
require its immediate repeal. 

As previous witnesses have stated, the principal reason for the 15-percent tax 
was to curtail civilian travel during World War II, when the railroads, the 
airlines and other forms of public transportation were taxed to the utmost by 
troop movements and other essential travel. That situation no longer exists, 

The airlines have been informed by the Department of Defense that their 
aircraft will form the civil reserve air fleet which will be needed in times of war. 
They have also been informed that the fullest possible expansion of the airline 
fleet is vital to national defense, The most powerful stimulus to the enlargement 
of the fleet is a continuing increase in air traffic. The penalty tax on transpor- 
tation was enacted for the purpose of achieving a diametrically opposite result. 

However, neither national defense requirements, nor the commerce needs of 
the country, will be adequately met by a mere growth in the size of the air 
fleet It must be a fleet of modern aircraft. That means jet aircraft. The 
sharp increase in air traffic which the elimination of the 15-percent tax would 
bring would help the industry immeasurably in earning the money to finance 
the purchase of this new equipment. 

With the encouragement of the Civil Aeronautics Board, the airlines have 
brought the advantages of air transportation to more and more people through 
the use of air-coach fares and other reduced-rate plans. Certainly the Con- 
gress should be vitally interested in helping the Board and the airlines continue 
to lower airline fares. The automatic fare reduction which repeal of the tax 
would bring about would be a tremendous help in that effort. 

While over 95 percent of the total volume of airmail is carried by airlines who 
de not receive Federal subsidy, some of the airlines, particularly the local-service 
carriers, need Federal subsidy to continue their operations. The vastly increased 
traffic which repeal of the transportation tax would bring would help greatly 
in reducing their need for Federal assistance. Finally, it should be noted that 
the increased traffic which repeal of the tax would bring would increase all air- 
line profits and, in turn, the amounts of income tax which they pay to the Federal 
Government. 

Clearly the increased income taxes which the airlines would pay and the de- 
creased amounts of Federal subsidy which the carriers now receiving that as- 
sistance would need, would offset in a substantial amount the transportation tax 
revenues from airline passengers, lost to the Government by repeal of the tax. 

Repeal of this wartime excise is long overdue. Of the $2,206 million collected 
by the Federal Government by means of the tax, from October 10, 1941, its 
effective date, to June 30, 1952, $1,710 million, or 77% percent of the total, has 
been collected since the termination of World War II. Over three-fourths of the 
total collections, therefore, have borne no direct relationship to the underlying 
reason for the tax 

Canada repealed its transportation tax early in 1949. The World War I ex- 
cise, imposed by Congress in 1917 on the transportation of persons, was repealed 
by the Revenne Act of 1921, after that tax had been in effect for a little more 
than 4 years. The present 15-percent tax has been in effect almost 12 years. 

2) The 15-percent transportation tax directly increases the cost of business 
travel and the tax is distributed regressively in accordance with consumer 
expenditures. 

The transportation tax directly increases the cost of business travel and is 
reflected in all consumer prices. The most obvious effect of the transportation 
tax is to increase the cost of travel, whether for business or pleasure, 15 percent. 
These increased costs are, in turn, reflected in the prices which business must 
charge for its products. In a study of the transportation tax, prepared by the 
Division of Tax Research of the United States Treasury Department, and re- 
leased December 19, 1947, the Treasury Department, speaking of the tax on the 
transportation of persons, stated (p. 23) : 

“The tax on transportation expenditures made by business firms is likely to 
be reflected in prices paid by consumers in the long run, and thus be distributed 
regressively in accordance with consumer expenditures.” 

Repeal of this wartime excise would have the immediate effect of enabling 
the traveler to purchase his transportation for 15 percent less than he is now 
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paying, and would help to roll back prices in the vital field of transportation. 
From a broader viewpoint, repeal would be a substantial aid in the fight against 
rising prices. 

The words of the Ways and Means Committee of the House of Representa- 
tives, recommending the repeal in 1921 of the World War I excises on trans- 
portation, are equally pertinent today. The committee said: 

“The cost of transportation is reflected in all lines of commerce and industry 
* * * The repeal of this tax should have salutory effects upon business Ccon- 
ditions in general” (H. Rept. 350, 67th Cong., 1st sess. ). 

(3) Collection of the tax is an extremely expensive and difficult job for which 
the carriers, as the Government's collection agents, receive no reimbursement 
from the Government. 

The laws imposing the transportation taxes make the carriers collection agents 
for the Government, and that requirement costs the various form of transporta- 
tion millions of dollars a year. The airline industry is but a small segment of 
the whole transportation industry, vet it is estimated that to collect and account 
for the 15-percent tax, for the period commencing with the termination of World 
War II and ending December 31, 1952, cost the airlines approximately $12 million. 
The seriousness of this financial burden can be realized when it is remembered 
that there has not been an increase in airline fares corresponding with the 
general price increase since the end of World War II. During the period from 
1946 through 1952, there has been an increase of 36.09 percent in the consumer 
price index. During the same period airline fares increased only 19.9 percent. 

Since the applicability of the tax depends not only on whether the transpor- 
tation payment is made within or without the United States, but also on the 
geographical area through which the trip is made, the tax is an almost un- 
believably difficult one for the carriers to administer. It is not only difficult 
to determine what foreign travel is exempt from the tax, but, in many cases, 
travel between the same two terminal points is either partially taxable or com- 
pletely exempt, depending upon the stops made on the particular flight. A 
simple example will illustrate the point. If a passenger purchases in New York 
a ticket for a flight from New York to London and makes a reservation on a 
flight which operates nonstop between those two cities, the ticket is tax exempt. 
If, because of a change in his plans, it is necessary for him to take another flight 
of the same carrier, which stops at Boston en route, he must pay a tax on the 
New York-Boston portion of the flight. This is so, even though the carrier in 
question is not authorized to provide service between New York and Boston and, 
therefore, there can be no question of a stopover for the passenger in Boston 
The carrier is, of course, under an obligation to make sure that tax is collected 
from that passenger prior to the flight. 

An indication of how complicated and difficult the administration of the trans- 
portation tax has become is pointed up vividly by the fact that it took the Bureau 
of Internal Revenue almost 2 years to prepare and issue the regulations ir 
terpreting the amendments made in the law by the Revenue Act of 1950. That 
act was passed on September 23, 1950, and the regulations were not issued until 
September 5, 1952, and became effective October 6, 1952. 

(4) The tax discriminates against domestic travel and travel to Canada, 
Mexico, Central America, and the West Indies, and in favor of overseas travel 
and travel to South America. 

A passenger traveling from San Francisco to New York, or from any point 
in the United States to Canada, Mexico, Central America, or the West Indies, 
who purchases his ticket in the United States, is required to pay the tax on the 
entire fare. However, by contrast, travel from New York, for example, to any 
point in Europe or South America, which does not involve an intermediate stop 
by the carrier in the United States, Canada, or Mexico, is completely tax free. 

The Treasury Department frankly recognizes that the tax is discriminatory 
and, as stated above, difficult to administer. In the Treasury’s tax study, 
which I have mentioned above, the following statement is made, at page 25: 

“If the tax is not made applicable to travel regardless of destination [and it 
is not] it appears that there is no feasible way of preventing discrimination and 
avoiding administrative problems short of repeal.” [Italics supplied.) 

(5) Since taxability depends, in part, upon the intermediate stops made by 
the carrier during the trip, the tax frequently places a carrier at a competitive 
disadvantage with another carrier operating between the same two points, and 
in a number of cases the carrier obtaining the competitive advantage is a for- 
eign-flag operator. 
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The following examples clearly illustrate this point: 

(a) If a passenger purchases in New York a ticket on AVIANCA, the Colom- 
bian national airline, from New York to Barranquilla, on a flight which makes 
an intermediate stop at Kingston, Jamaica, he does not have to pay any trans- 
portation tax. That is because the flight terminates in South America and 
there is no intermediate stop in the area composed of the United States, Canada, 
and Mexico. If, however, the passenger wishes to make the trip on United 
States-flag airlines, via either Eastern Air Lines or National Airlines to Miami, 
and Pan American World Airways from Miami to Barranquilla, he must pay 
the penalty of a 15 percent tax on that portion of the fare representing trans- 
portation between New York and Miami. Since, in that case, the tax amounts 
to $21.87, and since the basic fare is the same whether the passenger uses the 
Colombian airline or the United States-flag airlines, the incentive to use the 
foreign airline is strong. 

(b) If a passenger purchases a ticket in Seattle for transportation on North- 
west Airlines or Pan American World Airways, from Seattle to Honolulu, he 
must pay a tax on the entire fare, the tax amounting to $45.36 on the round 
trip. If, however, he makes the trip on Canadian-Pacific Airlines, a Canadian 
carrier, which leaves from Vancouver, and if he buys his ticket in Vancouver, 
the trip is tax free. The basic fare is the same as that charged by Northwest 
and Pan American. Since the round-trip fare from Seattle to Vancouver is 
only $19.67, as compared with a tax saving of $45.36, and since the flight time 
between those two points is less than 1 hour, the incentive to use the foreign- 
flag carrier is strong. 

(c) If a passenger purchases a ticket in Los Angeles covering transportation 
to Lima, Peru, via Pan American to Panama City and thence via Pan Ameri- 
ean-Grace Airways to Lima, and makes a reservation on the Pan American 
flight which operates nonstop from Los Angeles to Guatemala City, Guatemala, 
the entire trip is nontaxable. If he purchases a ticket covering a trip between 
the same two points, via American Airlines to Dallas and Braniff Airways 
(which operates between Dallas and Lima via Miami), from Dallas to Lima, 
he must pay a tax on that portion of the fare representing transportation be- 
tween Los Angeles and Miami. This is because the last intermediate stop on 
the flight, in the area composed of the United States, Canada, and Mexico, is 
Miami. Since the tax on the Los Angeles-Miami portion of the flight amounts 
to $43.56, and since the basic fare is the same, the competitive disadvantage 
suffered by American and Braniff is a serious one. 

(6) The tax results in disrespect for internal revenue laws by encouraging 
tax-avoidance practices by the traveling public, and those practices result in 
increased business costs to the airlines. 

Two examples selected from a considerable number of such cases will clearly 
illustrate this point. 

(a) A resident of Detroit desires to make a round trip by air between Detroit 
and San Francisco. If he purchases his ticket in Detroit, the entire trip is 
taxable. However, if he purchases in nearby Windsor, Canada, a bus ticket 
Windsor-Detroit, and an airline ticket for a round trip Detroit-San Francisco, 
the entire trip may be purchased tax free. Since a tax saving of $37.05 can 
be made at the small cost of the purchase of a bus ticket from Windsor to 
Detroit, the incentive to avoid the tax by this device is strong. 

(b) If a resident of Los Angeles buys a round-trip ticket for a trip by air 
between Los Angeles and New York, the entire trip is taxable and the tax 
amounts to $45.29. If, however, he purchases, or there is purchased in his 
behalf, in Tijuana a ticket covering transporation via CMA (a Mexican airline) 
from Tijuana to Los Angeles and thence, via an American-flag airline, round 
trip, to New York, the entire trip is nontaxable. In many cases the passenger 
does not even use the ticket coupon covering the Tijuana-Los Angeles part of 
the trip, but merely destroys it. Since the Tijuana-Los Angeles fare is $9, as 
compared with a tax-saving of $45.29, the incentive to use this avoidance device 
is strong. 

This practice also results in the abnormal diversion of business from airline 
ticket offices and travel agents in the United States to travel agents and foreign 
airline ticket offices located in border cities in Canada and Mexico. As a result, 
travel agents in the United States are being deprived of commissions which 
they would otherwise earn, and the United States airlines are compelled to 
pay thousands of dollars a year in commissions to travel agents and foreign 
airlines in border cities in Canada and Mexico on sales that, but for these 
tax-avoidance practices, would be made at their own ticket offices. 
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The industry has given much thought to possible amendments to the tax law 
that would eliminate the competitive disadvantages and the tax avoidance 
practices which now exist. We have found that each proposed solution which 
might remedy one aspect of the problem raises new problems, and possibilities 
of tax avoidance. 

The airlines, through years of experience with the 15 percent tax, are con- 
vineced that it stands alone as the worst of the Federal excises. It should be 
repealed immediately. 

Mr. Duranp. Mr. Chairman, and members of the committee, my 
name is J.D. Durand. I am secretary and assistant counsel of the Air 
Transport Association of America. The association includes as its 
members practically all of the certified, scheduled airlines of the 
United States. We appreciate this opportunity to appear before your 
committee for the purpose of supporting H. R. 91, and other similar 
bills now pending in your committee, to repeal the 15 percent trans- 
portation tax. At the outset, I wish to place the airline industry on 
record as strongly endorsing the statement previously made to this 
committee by Mr. James L. Bossemeyer, executive vice president of 
the National Association of Travel Organizations. My remarks will 
depart from the written testimony which you have there because I 
am trying to take as little time as posible, consistent with making the 
two most important points in that testimony. The first point, as 
previous Witnesses have stated, the principal reason for the 15 percent 
tax was to curtail civilian travel during World War II, when the 
railroads, the airlines, and other forms of public transportation were 
taxed to the utmost by troop movements and other essential travel. 
Insofar as the airlines are concerned, quite the reverse of that situation 
exists today. The need now is for the fullest possible increase in the 
volume of passenger traffic. 

The airlines have been informed by the Department of Defense 
that 400 of their multiengined aircraft have been assigned to form 
the Civil Reserve Air Fleet. These aircraft, which will cost the air- 
lines about $600 million, are now being equipped so that they will be 
ready instantly for military operations if war breaks out. They have 
also been informed that the fullest possible expansion of the airline 
fleet is vital to national defense, since in the event of an all-out war 
effort, additional military demands on the airline fleet will have to be 
met—whatever they are. Moreover, the transport aircraft needed for 
the Reserve Air Fleet must be modern aircraft, and must be kept 
modern. That means that the piston-type aircraft must soon be 
replaced by jets. 

The most powerful stimulus to the enlargement of the airline fleet 
would be a continuing increase in the volume of air traffic. The earn- 
ings which such an increase would create would, likewise, greatly help 
the airlines in financing the purchase of the equipment necessary to 
keep the fleet a modern one. Repeal of the 15 percent tax with the 
resulting 15 percent reduction in the price of air transportation, would 
help tremendously in generating the volume of traflic which the indus- 
try needs if it is to meet the defense requirements set for it 

There is a second direct benefit which would flow to the Federal 
Government from the repeal of the penalty 15 percent tax. While 
over 95 percent of the total volume of airmail is carried by airlines 
which do not receive Federal subsidy, some of the airlines, particularly 
the local-service airlines, now need such assistance to continue their 
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operations. Removal of the 15 percent tax would bring a great in- 
crease in the traffic carried by the local-service carriers. Since they 
are the short-haul operators, they must compete with the private 
motorcar—to which the transportation tax does not apply. Every 
dollar of additional net earnings which repeal of the tax would bring 
to these carriers would result in an equal saving to the Federal Gov- 
ernment, in reduction in subsidy payments to those carriers. Let 
me repeat—the saving would be on a dollar-for-dollar basis. 

An equally important consideration is that the earnings of the 
unsubsidized carriers would be greatly increased by repeal of the tax, 
with an accompanying increase in their income-tax payments to the 
Government. 

Clearly, the repeal of the tax would not mean that the Federal 
Government would lose the full amount of the tax otherwise collectible 
from airline passengers. The decrease in the amounts of Federal 
assistance to the subsidized carriers, and the increased income-tax 
payments received from the unsubsidized carriers, would offset in a 
substantial amount that loss of revenue. 

Mr. Chairman, I think I can summarize the balance of my testimony 
by reference to the chart which I have before me. I think it will 
illustrate the remaining points of my statement. 

I have tried to show by this chart the fact that the transportation, 
as several other witnesses have pointed out, is very discriminatory 
as to the geographical types of travel. 

I will point out that it results in competitive disadvantage in many 

cases to the scheduled United States-flag airlines and in favor of 
foreign-flag airlines, and that it encourages tax avoidance practices 
which are uneconomic, as the gentleman from ASTA has already 
testified, and result in greatly increased operating costs for the air- 
lines. On the first point I have shown here on the map the northern 
portion on the Western Hemisphere. That is the International date- 
line here, and the equator and the 80th meridian west of Greenwich. 
In order to qualify in any respect for tax exemption the trip must 
terminate outside and beyond the white line. It must go somewhere 
into the blue area, or beyond. 

Such transportation into the blue area is, if purchased in the United 
States, either fully tax exempt or partially tax exempt, depending 
upon the intermediate stops of the trip. I will bring that out with 
specific examples. 

Any transportation in this huge area is taxable if purchased in the 
United States, regardless of where it begins or where it terminates. 
So obviously there is discrimination against transportation in the 
United States, or from the United States to Canada, Alaska, Hawaii, 
Mexico, the Caribbean, the West Indies, Bermuda, and any place in 
this area bounded by white. 

So far as the airlines are concerned, there are some very unusual 
competitive situations which develop which are too numerous to fully 
delineate, but I can cover some of them on this chart. If a passenger 
wants to go from New York to the country of Colombia, in South 
America, which is outside the northern portion of the Western Hemi- 
sphere so it is therefore nontaxable, he may go two different ways. 
He may take the Colombian National Airline, called Avionca, or he 
can take the American-flag carriers, National Airlines or Eastern Air 
Lines to Miami, from New York, and Pan American Airways to 
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Colombia. If he takes the foreign-flag airline, Avionca, which flies 
New York-Kingston-Jamaica, to the capital of Colombia, and it flies 
nonstop from New York to Kingston, he pays no tax whatsoever. 

The CuarrMan. We have had that pretty well explained to us by 
a good many witnesses. In fact, we had exhaustive hearings on that 
at one time. I am not trying to foreclose you from explaining, except 
I think we are very familiar with it. 

Mr. Esernarrer. I know when we had that question up before the 
committee every member of the committee at that time was sympa- 
thetic and we tried to resolve the problem in such a way that there 
would be no more discrimination. By reason of the other body not 
being able to agree with the House, and also by reason of the fact that 
the Korean situation arose, the thing was left standing still. I am 
sure we all understand the problem. I note one thing in your state- 
ment, though. You say that the airlines have been trying to work 
out an amendment that would do away with these discriminations but 
you have not been able to find any solution, any language, which would 
not result in the creation of more problems. 

Mr. Duranp. That is correct, sir. 

Mr. Esernarrer. Your final recommendation is that the only thing 
that will relieve the discrimination is to repeal the tax entirely ? 

Mr. Duranp. That is correct, sir. 

Mr. Esernarter. That is the sum and substance of your statement? 

Mr. Duranp. Yes, sir. 

Mr. Exsernarter. I don’t think you need to go into it any further. 

The Cuatmman. You are doing a good job, but we have been over 
it before. 

Mr. Duranp. I am very glad to know, sir, that the committee 
understands some of these problems that are more or less peculiar to us. 

Mr. Exernarter. In other words, if you buy your ticket in Windsor 
to Hawaii, the tax is nothing, and if you buy it in Seattle, the tax 
is $45; is that right 

Mr. Duranp. Yes, sir. If you buy it in Vancouver to Honolulu, 
no tax; if you buy it in Seattle and take Northwest Airlines or Pan 
American, the whole trip is taxable. 

The CuatrmMan. That is correct. 

We thank you very much for your appearance and your fine pres- 
entation of the subject. 

Are there any questions? 

The Chair hears none. 

The next witness is Mr. Samuel Freeman, National Aviation Asso- 
ciation. Will you give your name and the capacity in which you 
appear ¢ 


STATEMENT OF SAMUEL FREEMAN, VICE PRESIDENT FOR 
TRANSPORTATION OF THE NATIONAL AVIATION TRADES 
ASSOCIATION 


Mr. Freeman. My name is Samuel Freeman, and I am speaking 
for Mr. Charles Parker, who is executive director of the National 
Aviation Trades Association, who is unable to be here. I am vice 
president for transportation of the National Aviation Trades Asso- 
ciation, which represents some 1,400 commercial air services, some- 
times called fixed-base operators, in 40 States. Many of these 
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operators conduct air-taxi service, largely in single-engined small 
aircraft. Iam also president of the National Air Taxi Conference, a 
subsidiary organization of NATA directly representing 98 air-taxi 
operators. 

In connection with such air-taxi operations, we have been concerned 
for some time over the 15-percent transportation-tax requirement as 
applied to this class of service. We feel that basically we are no 
different from ground taxis, who are not required to pay the tax, ex- 
cept that our equipment has wings and can go a bit faster. 

The present requirement of paying this tax on such operations does 
not appear to have come about through any explicit language in the 
law, but rather to decisions from the Internal Revenue Department to 
the effect that an airplane is not a motor vehicle. We feel such de- 
cisions do not necessarily represent the intent of the original tax writ- 
ing. What is now known as “air taxi” has only become established in 
recent years as a distinct segment of the air-transportation field. It 
was recognized by the Civil Aeronautics Board in 1952 by the estab- 
lishment of the “air taxi” category of operations, CAR part 298. 
This replaced the former “small irregular air carrier” category. 

I would like to add that we should not be confused with the large 
irregular air carriers operating airline-type equipment who are in 
direct competition to the scheduled airlines. We operate small air- 
craft, strictly as air taxis on relatively short hauls. We complement 
rather than compete with the scheduled carriers. We have had the 
active support of the Air Transport Association in the setting up of 
our air-taxi network. Some operators who did not believe they were 
included under this tax law made issue of it when they were later 
penalized, and the tax became further affirmed when it was ruled in 
several cases that an air taxi was not a motor vehicle and hence could 
not qualify under the exemption granted to vehicles engaged in 
ground-taxi operations. 

The Cuarrman. What is the passenger capacity of your lines? 

Mr. Freeman. Most of our pe are 3-passenger and 4-passenger 
with a gross weight of around 2,400 to 3,000 pounds. In other words, 
Stinson, Bananza, Navions. Our major purpose is feeder-line opera- 
fions. In other words, connecting with small towns, giving air service 
to the small towns and connecting with the scheduled airlines at 
larger terminals. We believe that a real inequity exists in view of 
thee xemptions of ground-taxi vehicles seating less than 10 passengers, 
as stated in section 130.58, under the title “Exemptions,” found in 
regulation No. 42, page 5, Bureau of Internal Revenue, United States 
Treasury Department. 

While these services parallel ground-taxi operations, there are sev- 
eral points which place them in a position whereby the imposition 
of an additional 15-percent requirement becomes an even more severe 
penalty than in other categories of transportation. In the case of 
air taxi, we have a service that does not enjoy the popular and unre- 
served acceptance of ground-taxi operations. In addition, it is a rela- 
tively expensive means of transportation, particularly for 1 person 
making a l-way trip. Rates in currently used equipment run from 15 
cents to 25 cents per mile flown. 

I might point out we must charge the round trip even though a 
person is only going one way. Since the use of the taxi airplane is 
not gener: ally advantageous for short hauls, 5 or 10 miles, the average 
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trip represents a substantial outlay. Operators of air-taxi services 
are also making a very great effort to bring this service to the point 
where proper financial returns can be made. We feel that with all 
the normal penalties attendant to air operations, and with an excep- 
tion currently granted of the 15-percent tax to our ground-taxi com- 
petition, we are only asking for fair and equitable tre: itment through 
the removal of the tax on our air-taxi operations. We might also add 
that no air-taxi operator is receiving any subsidy or grant-in-aid from 
the Government, which as you know is not the case of the feeder lines 
and certain helicopter operations. 

We, therefore, would like to request that your committee consider 
including in the general revenue bill an amendment to apply to sec- 
tion 3469 of the basic law by adding aircraft to the present section 
relating to motor vehicles and drivers and establishing this section 
as follows: 

“(a) * * * Such tax shall apply to transportation by motor vehicle and 
aircraft having a passenger-seating capacity of less than 10 adult passengers, 
including the driver or pilot, only when such vehicle is operated on an estab- 
lished line. 

Treatment of section 130.58 would then be expanded as follows to 
also include aircraft and their pilots. 

Motor vehicles or airplanes with seating capacity of less than 10. No tax is 
imposed on transportation by a motor vehicle or airplane having a seating 
capacity of less than 10 adult passengers, including the drivers or pilot, unless 
such vehicle is operated on an established line. * * * 

We are anxious to have your consideration in this as we believe 
that the deletion of the 15-percent tax on air taxi would mean fair and 
equitable treatment for this service in comparison with ground taxis, 
and at the same time will do much to help stimulate the whole vast 
air-taxi development that is only now beginning to come into its own, 
but which still has a long way to go before it is established on a sound 
economic footing nationwide. Thank you. 

In essence we believe we have a distinct problem here. I believe it 
is analogous to the ferryboat problem in some respects. We definitely 
have competition from ground taxis. In my own area, we operate 
from New Jersey to New York and some of our customers have fre- 
quently hired taxis. In other words, they have used us some of the 
time. But we are in direct competition with ground taxis who do not 
have to pay the 15-percent tax. I would like to state that National 
Aviation Trades Association definitely endorse the views of the other 
gentlemen who preceded me and feel it would be a very good thing if 
the 15 percent could be done away with, but if it should not be, we 
would like consideration to this specific inequity. 

We believe it will help stimulate the entire air-taxi development, 
which is in its initial stages, and will help establish some of our fixed 
base operators on a more financial footing than they are now. 

Thank you. 

The CHamman. Thank you very much. That was very interesting. 

The next witness is Mr. William Leonard, of the Federation of Rail- 
way Progress. Mr. Leonard, we are glad to have you here. Will you 
gave your name and the capacity in which you appear ? 

Mr. Exernarter. I would like to call attention to the fact that Mr. 
Leonard is from Pennsylvania, and of course we always get worth- 
while testimony from Pennsylvania. 
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The Cuamman. Certainly. You are well represented, sir. 
Mr. Lzonarp. Thank you, sir. 
The Cuamman. You may proceed. 


STATEMENT OF WILLIAM N. LEONARD, PRESIDENT, FEDERATION 
FOR RAILWAY PROGRESS, WASHINGTON, D. C. 


Mr. Leonarp. Thank you. 

Mr. Chairman and gentlemen of the committee, my name is William 
N. Leonard. I am professor of economics and head of the department 
of economics and commerce at the Pennsylvania State College, but am 
today appearing in my capacity as president of the Federation for 
aed Progress, with offices at 1430 K Street NW., Washington, 

.C. 

For the members of this committee who may not be familiar with the 
Federation for Railway Progress, let me say that it is an organization 
of 13,000 members interested in the welfare and effectiveness of the 
railroad industry and that our executive council is composed of repre- 
sentatives not only of railway management, but of railway labor, 
shippers, investors in railways securities, railroad suppliers, and the 
general public. 

At this point I wish to express my appreciation to Mr. Bossmyer, 
executive vice president of the National Association of Travel Or- 
ganizations, for arranging this testimony as he has done. My pur- 
pose in appearing before this committee is to urge a repeal of the 
3-percent excise tax on the shipment of freight and the 15-percent tax 
on the travel of persons. I should like to present to the committee 
five reasons why these excise taxes on transportation, particularly the 
tax on the travel of persons, should be repealed. 

As the members of this committee know, these excises were enacted 
during the emergency caused by World War II. But they were not 
solely revenue measures. The tax on travel was first enacted in Oc- 
tober 1941, at an effective rate of 5 percent. Then in November 1942, 
Congress raised the rate to 10 percent, and in April 1944, to its pres- 
ent level of 15 percent. These dates and increases are significant, for 
they clearly indicate that Congress was using the tax on travel not 
so much to produce revenue but as a means of discouraging unneces- 
sary travel during the emergency when our commercial transporta- 
tion system was strained to meet the military and civilian demands 
upon it. We all remember the shortages of gasoline, tires, and repair 
parts which led to restriction of the use of automobiles and contrib- 
uted to a tremendous increase in travel by rail and bus. Between 
1939 and 1944 travel by rail, measured in passenger-miles, actually 
quadrupled. Gentlemen, it was this situation that brought about ac- 
tion on the part of Congress to increase the travel tax, the purpose 
being to curb unnecessary travel and make it easier for the railroads 
to handle troop movements, the travel of soldiers on furlough, busi- 
ness, and other essential travel. And the railroads did handle this 
recordbreaking traffic efficiently. 

The first reason why this tax on travel should be repealed, then, 
is that the conditions which brought about its enactment no longer 
exist. In fact, the reverse is true. Instead of laboring under a strain, 
railroads now have considerable excess capacity. In 1944 when the 
15-percent rate was first applied, the passenger business of the rail- 
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roads reached 95.5 billion passenger-miles, and railroad coaches and 
pullmans were jammed to capacity. In 1952 rail passenger travel 
had declined to 34 billion passenger-miles, a drop of 65 percent. For 
the first 5 months of 1953, it dropped 9 percent more. It is readily 
apparent that the railroads’ passenger business is far below wartime 
levels, while the improvements in plant and equipment which the rail- 
roads have made since the war, have added considerably to capacity. 
According to the Interstate Commerce Commission, only 28 percent 
of the seating capacity of the railroads is now being used. There is 
hence, no useful purpose to be served by a tax to discourage travel 
by rail. 

There seems no question but that this tax does reduce travel. Now 
the tax on the transportation of freight, like many other excises, can 
be passed on by a shipper to his customers in the form of higher bene 
It represents an added cost of doing business, but it can be shifted. 
I know that this tax must discourage some small shippers and work 
some territorial discrimination, and I hope the committee will serious- 
ly consider its repeal. However, the levy on travel is not only 
greater—15 percent as against 3 percent—but it is borne directly by 
the traveler and cannot be passed on except where it represents a 
business expense and a firm is able to cover all its costs, including ex- 
yense account travel, when these advance, by raising its prices. By 
far the greatest number of travelers, however, are not on expense ac- 
counts and must themselves shoulder the passenger fare. When this 
is increased by 15 percent as the result of a tax, many people who wish 
to use rail facilities to visit relatives, to shop, for vacations and holi- 
day travel, and for many other everyday purposes, will decide not 
to make the trip. The 15-percent excise bears most heavily upon 
families with low incomes. This largely explains why the number of 
—_ traveling by rail coach has fallen off more than those traveling 
yy pullman since the war. Between 1946 and 1952 the number of 
coach passengers shrank 54.4 percent, and the number of pullman 
users, 47.8 percent. This 15-percent levy discriminates against the 
persons of modest means. As Mr. Ernest Nickerson, vice “president 
of the New York Central Railroad Co., pointed out in his testimony 
before this committee, 4 out of every 10 families in the United States 
lack private cars and the majority of these families that are without 
cars, are grouped in the lower-income brackets, with earnings below 
$3,000 annually. It is these families that bear the brunt of the excise 
tax on travel. 

The excise on travel works a hardship on commercial carriers in 
two ways. It reduces their volume of business and it adds to their 
cost of operation because they must collect the tax and account for 
it to the Government. At the same time it encourages a greater use 
of private transportation which is exempted from the tax. This 
growth of private carriage of passengers is evident in the figures 
which show that while total intercity travel rose from 345 billion 
passenger-miles in 1946 to 453 billion in 1952, an increase of 31 per- 
cent, the common-carrier portion of this travel declined from 90.3 
billion to 62.4 billion passenger- miles, a loss of nearly athird. Whereas 
common carriers by rail, air, and highw ay had 26 percent of all inter- 
city travel in 1946, they handled less than 14 percent in 1952. Most 
of this loss had been borne by the railroads, which reported 58.8 
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billion passenger-miles in 1946 and only 29.3 billion passenger-miles 
in 1952, a drop of 50 percent. 

While acting as a deterrent to travel by commercial carriers, par- 
ticularly railroads, the excise on travel has prompted more people 
in turn to transportation by private car. At the end of the war 
experts predicted that the United States would have 40 million motor 
vehicles by 1950. There were that many registered in 1947. Then 
they predicted a total registration of 52 million vehicles by 1960. 
There were that many at the end of 1952. Eight years ahead of 
schedule. 

Clearly the automotive manufacturers and suppliers have had 
an unparalleled boom since the end of the Second World War. And 
the excise tax on travel has contributed to this result, burdening 
common carriage while leaving private carriage untouched, inducing 
many persons to buy cars in order to obtain transportation that cost 
less than the fares of railroads, buses, and airlines. The tax, then, 
discriminates against commercial carriers, and especially against rail- 
roads which handle the bulk of commercial intercity transportation, in 
favor of automotive manufacturers and suppliers. It is a hidden 
subsidy to the automotive industry. 

Since it favors private to commercial transportation, the excise 
tax has added to the numbers of cars on our roads and aggravated 
what is one of the most serious problems in America—highway cost. 
Unable to build highways during the war, the States found themselves 
at the end of World War II with depleted highway systems and 
with an unprecedented number of motor-vehicle registrations. Fur- 
thermore, cars were swifter, trucks heavier, and all were being oper- 
ated more miles a year. Within a few years the federally 
aided highway system of the country became largely obsolete. 
Congestion, delay, and accidents increased rapidly, the death 
toll on highways became a national scandal and is still mount- 
ing. Although the States have labored vigorously to rebuild 
roads and to construct new stretches of pavement, in 1950 Senator 
O’Mahoney reported that it would require $41 billion to oe our 
highway system in a reasonably adequate condition. Some $24 billion 
of this amount was needed by the federally aided State highway 
system. Only a fraction of this amount has been available for 
highway use, and in the meantime costs of construction and traffic 
have been steadily rising. Lacking the necessary highway funds, 
States have authorized the building of toll roads. But highway 
construction still lags far behind need. This poses the question: 
Is not perhaps the excise on travel by commercial means unsound 
since it diverts traffic to public highways, increasing congestion, and 
adding to the expense of the States and Federal Government in their 
roadbuilding programs? Would it not be better to today encourage 
the public to use commercial transportation and reduce the burden 
on our crowded highways? 

Ever since the last World War the railroads’ deficit. in passenger 
service has been rising. This comes about partly because the railroads 
have expended money in improving the service, but largely as a.result 
of the loss of traffic. It is significant that costs of renderi ing passenger 
service do not decline as rapidly as traffic. Furthermore, costs of 
labor and materials have risen much more the in the a of the serv- 
ice to the public, with the result that in 1952, according to reports of 
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the Interstate Commerce Commission, the Nation’s railroads lost $643 
million in passenger service. Gentlemen, the tremendous deficit is to- 
day the railroads’ most serious problem. The carriers themselves feel 
that they have about reached the limit in increasing fares, since further 
advances would price them out of the market. Yet it is obviously un- 
fair to continue to have farmers, industry, and other shippers pay 
charges which enable the railroads to carry the passenger loss. If the 
railroads are to remain in the passenger business on a sound and 
progressive basis, they must have more traffic and this means that pub- 
lie policy should be directed to building up the passenger business of 
railroads, not to curtailing it. Railroads have an essential role in 
intercity passenger travel and in commutation, yet they should not 
be required to perform the intercity service at a loss. Congress recog- 
nized the distressed condition of the motion-picture industry when it 
acted to remove the excise tax on entertainment. The deplorable 
losses of the railroads in passenger service are an even more con- 
vincing argument for relief. 

In conclusion, let me state that the excise on travel has changed 
from a timely to an untimely levy, from a fair and reasonable tax to a 
discriminatory and unreasonable measure. Sound public policy re- 
quires that the nation do what it can to encourage travel by rail and 
thus permit the railroads to function progressively and profitably in 
the passenger field. 

Gentlemen, this concludes my testimony, and I wish to thank the 
committee for their courtesy in hearing me. 

The Carman. Thank you very much. 

The next witness is Mr. Jack Garrett Scott, general counsel, Na- 
tional Association of Motor Bus Operators. 


STATEMENT OF JACK GARRETT SCOTT, GENERAL COUNSEL, 
NATIONAL ASSOCIATION OF MOTOR BUS OPERATORS 


Mr. Scorr. Mr. Chairman and gentlemen, my name is Jack Gar- 
rett Scott. I am the general counsel of the National Association of 
Motor Bus Operators. That association is the national trade associa- 
tion of the intercity bus industry. It represents about a thousand 
motor carriers of passengers between cities and other communities 
distinguished from the local carriers of passengers who perform a 
mass transportation service in cities and other metropolitan areas. 

During comparatively recent years, the intercity motor bus industry 
has become a highly important part of our national transportation 
system. It is a fact not widely known that we transport more passen- 
gers in intercity service than do the railroads. During 1951, for ex- 
ample, the class I bus companies, that is, those that have revenues of 
$200,000 or more per year, carried about 365 million intercity pas- 
sengers as against approximately 214 million rail passengers. These 
figures do not include commutation passengers. 

Again, we occupy a quite important place in the defense effort. We 
transport between 90 and 95 percent of all inductees between their 
homes and induction centers. Troop movements by bus last year were 
about 5 times what they were during the preceding year. During 

952, we completed over 12,000 military movements, and nearly a 
fourth of all military personnel moving on official business in the 
course of transfers and the like were transported by bus. In many 
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areas, travel by members of the military service on furloughs and by 
friends and relatives to and from camps is practical only by bus. 

There are literally thousands of communities in the United States 
which have no other public passenger poameperestiies service except 
intercity buses. This is a particularly significant service in the case 
of those communities in or near which are located defense plants, 
many of them newly established. 

We have been privileged to confer with representatives of the 
National Association of Travel Organizations and others and to read 
and consider the presentation of Mr. Bossemyer, its executive vice 
president. 

In order to conserve the time of the committee, we should like to 
endorse earnestly and unequivocally the position which he has ex- 
pressed to you and the reasons he has given in support of it, and other 
witnesses this evening. However, we wish to emphasize 2 or 3 funda- 
mental points which he has made. 

The increases in the rate of the passenger excise taxes which occurred 
during the war were primarily actuated by an effort to discourage 
travel. The late Joseph B. Eastman, then Director of the Office of 
Defense Transportation of which I was privileged to be general coun- 
sel, supported the increases before this committee on that ground alone, 
recognizing and stating that, although he recognized the tax was a 
regressive one, he was constrained to advocate increases because of the 
critical shortage of passenger capacity in all branches of our transpor- 
tation service, and the real necessity to do everything possible to dis- 
courage or eliminate travel that was not necessary to the war effort 
and the maintenance of our essential civilian economy. 

Further, while the carriers do not pay the passenger excise tax but 
act as tax collectors for the Government in that respect, yet the cost 
of its collection and accounting represents a very substantial sum, 
which under our present circumstances we cannot afford, for reasons 
which I will state with more particularity in a moment. 

We hope and urge that this committee and the Congress will approve 
the total repeal of the passenger excise tax at the earliest practicable 
moment. 

But we should like to go beyond this one form of excise and urge 
upon you the repeal on drastic downward revision or all automotive 
excise taxes. ‘These are the taxes which the carriers have to pay and 
which they cannot pass on to their patrons. They are on automotive 
equipment, at the rate of 8 percent of the manufacturer’s price, other 
automobiles and motorcycles at 10 percent, automobile parts and 
accessories at 8 percent, gasoline and diesel fuel at 2 cents per gallon, 
lubricating oils at 6 cents per gallon, and tires and tubes at 5 cents and 
9 cents per pound, respectively. 

The total of these taxes for 1952, according to the April 24, 1953, 
Treasury report, was $2,099,947,000. The total tax bill of our industry 
for 1952 was $44.8 million, or 8.66 percent of our total revenues. Of 
this sum $7.8 million was for Federal automotive excise taxes, and 
$25.7 milllion was for various types of State highway use taxes, which, 
together constituted about 75 percent of our total ‘tax bill. These 
taxes in such amounts seem to us unfairly to affect the competitive 
situation in respect of the commercial transportation of passengers. 
We have prepared a table, which is attached to this statement, showing 
a comparison between all of the taxes of all classes paid by the intercity 
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bus industry during 1946 and 1952. It is arranged in terms of millions 
of dollars and tax costs per bus mile. I respectfully request that the 
table be made a part of the record. 

The CuarrmMan. Without objection it is so ordered. 

(Table I referred to above follows: ) 


TABLE I.—Estimated tares paid by intercity bus companies, 1946 and 1952 
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| mile | revenues 
1 ! | 
sane} Cents | Percent | . ——— — |————— 
t yee per bus | of reve- a Percent Percent 
; mile nues —_ Secpaaen | _— 
Amount} “Crease | Percent | Merease 
| | | } since } since 
| | 1946 1946 
ee ee ee ee a i ail ‘ 
Operating taxes and licenses: | | | 
Total. j | 42.4 | 2. 81 8.11 | 44.8 | 3. 29 | 17.1 | 8. 66 6.7 
Federal Side ; 10.2 . 68 1.95] 11.6 85 25.0 2. 24 | 14.9 
ic diintteektixens.! MEE | aan 6.16 33. ! 2.44 14.6 6. 42 4.2 
Highway use (State): | —- 7 ' | 
Total... ; 25.1] 1.66 4.80 25.7 1.89 13.9} 4.97 3. 
ees ra " ieee — = neonanitd - 
Motor fuel and oil } 12.5 - 83 | 2. 39 11.9 87 | 4.8 2.20 13 
Vehicle licenses and reg- | | 
istration fees ao 12.6 | 84} 2.41 13.8 | 1.02] 21.4 2. 67 10.8 
ee = = | == ESS |e 
General automotive taxes | | | 
(Federal) | | | | | 
Total... needa 7.5 | . 50 | 1. 43 7.8 | 57 14.0 1. 51 5.6 
— s cnieeeeaiaeall = = = Semeenizcat | “ 
Motor fuel and oil___- 4.2 | .28 . 80 4.8 . 35 25.0 | . 98 16.3 
Federal excises on tires, | | 
tubes, vehicles, and | 
DOIN bi Sock nc cukb ods 3.3 .22 63 3.0 | 22 | 0 | . 58 17.9 
—_——————__( ss ae (—= =! ———— ——S>_|__ SS = = 
General State and Federal | | | | 
taxes: | | | | 
asi ssebeedeideds 5.5 | -36]} 1.05] 7.0 | 52) 44.4 1.35 | 28. 5 
Real estate and personal | 
property 4.4 soal 1.9 .12 | 36 | 3.6 | 2%] 116.7 .70 4 
co gO anes | 3.6 | . 24 . 69 | 3.4 26 8.3 | 65 15.8 
TT — = == | = = 
Social security: | | 
Rca iputivwnt ies 4.3 | . 29 82 | 4.3 | 31 | 6.9 | 83 1.2 
DI dos ot nha wernt N 2.1 .14 40 | 3.2 | 23 | 64.3 .62 55.0 
adie cukekinscivdnb athena | 2.2 15 42 1.1] O08 1 46.7 21 | 1 50.0 
Income taxes: | | 
| b 39.2 2.60 | 7. 50 | 26. 5 | 1. 95 5.12 132.0 
a a Bs | > pind ' 
ike dbancnntlndcan| 37.8 | 2. 51 | 7.23 25.7 | 1.89 | 4.97 131.0 
De actitencseens saitbiel 1.4 | 09 | 27 .8 = i | 15 144.0 





1 Decrease. 


Mr. Scorr. You will notice that most of the taxes have increased 
substantially over the period, except income taxes. The decrease in 
the latter will become apparent when I tell you something of the 
severe deterioration in our financial situation during these recent 
years and of our present critical fiscal position. The small decreases 
in the total amounts of excise taxes paid for gasoline and for tires, 
tubes, and parts, are principally accounted for by the fact that for 
stern reasons of economy we have been compelled to make substantial 
reductions in bus-miles traveled. 

First, let me say that our industry is essentially one of small enter- 
prises. An overwhelming majority, probably 80 percent or more, of 














2740 GENERAL REVENUE REVISION 


the carriers that supply this essential passenger service, are generally 
recognized as small business. Actually hundreds of them have annual 
incomes of less than $50,000. But these smaller carriers operate, in 
the main, in areas where travel, although essential, is comparatively 
light in volume. As a group; these small carriers, due to decreasing 
revenues and constantly increasing costs, are operating in or desper- 
ately close to the red. For illustration, during the first quarter of 
1953, carriers with annual revenues of between $200,000 and $750,000, 
according to reports filed with the Interstate Commerce Commission, 
had an operating ratio of 104.90 percent, which means that their ex- 
penses amounted to $104.90 for ever y $100 of gross revenues. We have 
prepared a second table which is also attached and which we likewise 
ask to have made a part of the record. 
The CuatrrmMan. Without objection it is so ordered. 


(Table II follows:) 


TABLE II.—Operating ratios of class I intercity motor carriers of passengers 
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‘ } Large Small 
| i 4 
All carriers | carriers ! carriers # 
Yeur 1952 | 
Revenue per vehicle mile (cents 40. 30 41.08 33. 37 
Expense per vehicle mile (cent . 35. 48 | 35. 87 32. 06 
Operating ratio 88. 04 | 87. 32 | 96. 07 
First quarter 1953 | | 
Revenue per vehicle mile (cents) 37. 68 38. 53 | 30. 83 
Expense per vehicle mile (cents 36. 47 | 36.98 | 32.34 
Operating ratio 96. 79 95. 98 | 104. 90 
Annual revenues of $750,000 or over 
2 Annual revenues of $200,000 to $750,000 
Source: Revenues, expenses, and operating ratios for 1952 and 1953 from reports to ICC of carriers. Esti- 
mated operating ratios computed on the basis of analyses of reports to ICC, 


Mr. Scorr. Operating ratios like these are dangerously high in our 
business and it would not take much of an increase in costs or much 
of a further decrease in revenues to cause wholesale failures among 
the carriers. How narrow this margin is appears from the fact that 
the loss of one-half passenger per bus-mile would bring the average 
operating ratio of class I carriers to 99.5 percent, and “the loss of 1 
passenger per bus-mile would create an average operating ratio of 
100.4 percent. 

Those ratios are before income taxes, if any. It is also important 
to note that, unlike most industries, we are unable to pass along freely 
increases in taxes and costs to those who patronize us. First, our 
fares are strictly regulated by Federal and State agencies; but more 
important, there is a limit to fare increases if we are to avoid pricing 
ourselves out of the market and creating a situation of diminishing 
returns. This limit arises from the fact that our principal competi- 
tion comes from the private passenger automobile. 

This consideration is particularly important in respect of the inter- 
city bus industry because of the position which it occupies in the 
national transportation system. Its rates of fare are the lowest for any 
form of commercial intercity travel; a substantial proportion of its 
patronage comes, in consequence, from the lower income groups. Any 
increases in rates of fare thus fall most heavily upon those groups least 
able to bear it. Contrary to the situation in respect of most other 
common carriers of passengers, except quite recently, our fares have 
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decreased consistently over the years primarily because of technolog}- 
cal improvements and the intense and necessary efforts of our mem- 
bers to make their operations more efficient and economical. For 
illustration, our 1939 bus fares, on the average, were only about 64 
percent of the 1934 fares, and 1952 fares were only about 82 percent 
of the 1934 fares. 

There is little if anything we can do about increasing revenues 
without the sympathetic assistance of the Congress in the abolition of 
the excise tax on passengers. And the automotive taxes to which I 
have also alluded. 

There is also little that we can do that we have not already done to 
decrease or to level off the constant increases in our costs. As to costs, 
a comparison thereof for 1951 and 1952 discloses that bus unit costs 
increased 314 percent, which is merely illustrative of the constant 
trend of increased costs in recent years. The primary source of these 
increases is the steady and continuous increase in our labor bill. Labor 
costs in our industry now constitute about 55 percent of our total oper- 
ation and maintenance expense and have more than doubled on a unit 
basis since 1939. 

From the very beginning of motor carriage, it seems that motor 
vehicles and everything they must use have been singled out for ever- 
increasing taxes. This is true both of the Federal Government and 
the States. We sincerely subscribe to the principle that highway 
users should pay their fair share for the use of the highways, but we 
assert and we can demonstrate beyond doubt, that intercity buses pay 
substantially more than their fair share. Not only do we pay all the 
various types of taxes paid by those in other industries but, in addi- 
tion, we must pay various types of special taxes, such as the excise 
taxes here in question, registration and license fees, special tolls and 
franchise taxes, and many others imposed by the States and local 
political subdivisions. 

We feel strongly that it is both unfair and discriminatory to place 
such a large part of the excise tax burden upon one commodity, the 
motor vehicle, and its use. A recent study made by the transportation 
and communication department of the Chamber of Commerce of the 
United States discloses that total Federal automotive excise taxes dur- 
ing the fiscal year which ended June 30, 1953, amounted to about $3,- 
115 million or approximately $8.5 million a day, an all-time high. 
That, of course, is a very substantial sum, and one which, if I am cor- 
rectly informed, is badly needed by the Federal Government. But 
no such amount as that, in all fairness, should come out of the pockets 
of automobile owners and users and those of our commercial motor 
carriers. The load should be spread out to cover all of our people, or 
all commodities, and not centered on one class merely because its mem- 
bers find ownership and use of motor vehicles to be important or 
essential. 

I am no tax expert, but it seems obvious to me that if the members of 
our industry should be permitted to make a profit, the increases in the 
amounts of their income taxes would go a long way to make up what- 
ever might be lost by the elimination of automotive excise taxes, in- 
cluding passenger tax. Certainly we feel that members of our indus- 
try should be permitted to become and remain solvent, and to continue 
to perform their important public obligations economically, efficiently, 
and in private ownership. 
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The Cuarrman. Thank you very much, sir, for a splendid statement. 
That will be very helpful to the committee. 

The next witness is Mr. Edward Desmond, executive vice president, 
Chamber of Commerce of the Americas, accompanied by Sr. Don Fabio 
A. Manotas, president of the Chamber of Commerce of the Americas, 
Barranquilla, Colombia. 


STATEMENTS OF EDWARD T. DESMOND, EXECUTIVE DIRECTOR, 
INTERNATIONAL AFFAIRS DEPARTMENT, MIAMI CHAMBER OF 
COMMERCE, MIAMI, FLA.; AND DON FABIO A. MANOTAS, PRESI- 
DENT, CHAMBER OF COMMERCE OF THE AMERICAS, BARRAN- 
QUILLA, COLOMBIA 


The CHarmman. Gentlemen, we are very glad to have you here. 
Will you give your name and the capacity in which you appear, each 
of you? 

Mr. Desmonp. My name is Edward Desmond, executive director of 
the international affairs department, Miami Chamber of Commerce, 
and executive vice president of the Chamber of Commerce of the 
Americas, appearing in behalf of H. R. 3638, to exempt from tax the 
transportation taxes of persons to and from Mexico, and other coun- 
tries. 

I would like to introduce Mr. Fabio Manotas, the president of the 
Chamber of Commerce of the Americas, from Barranquilla, who, with 
the Chair’s permission, would like to say a few words; and also with 
the Chair’s permission, whose words I will translate for the benefit of 
the committee. 

The CxuarmrMan. We are happy to have you with us. We will be 
glad to hear you. 

Mr. Desmonp. Mr. Chairman and members of the committee, the 
Miami Chamber of Commerce, Miami, Fla., and the Chamber of Com- 
merce at Miami, Fla., is grateful to the Committee on Ways and Means 
for this opportunity to appear before you in support of H. R. 3638 
introduced by Congressman William Lantaff in March of this year. 

The original resolution, calling for the abolition of this discrimina- 
tory tax, was submitted to the delegates attending the second annual 
meeting of the Chamber of Commerce of the Americas in Miami, Fla., 
in August 1952, by the delegation from the Miami Chamber of Com- 
merce. I make a point of this because I would like to make it clear 
that it was not one of the chambers of commerce of Latin America or 
the West Indies that made the proposal, not that they would not have 
been completely justified in doing so, but a United States chamber of 
commerce, namely the Miami Chamber of Commerce, which realized 
the inconstancy in the application of section 3469 of the Internal 
Revenue Code to the West Indies, Central America, and Mexico to the 
exclusion of the mainland of South America, Europe, and Asia. 

Following unanimous approval of this resolution by the delegates 
to the second annual meeting of the Chamber of .Commerce of the 
Americas, some of whom you must also realize represented countries 
not affected by this 15-percent discriminatory tax, Congressman Wil- 
liam Lantaff, having been apprised of the unfair application of this 
15-percent foreign travel tax, introduced H. R. 3638 to amend section 
3469 of the Internal Revenue Code in all fairness to the countries af- 
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fected and Senator George Smathers of the State of Florida intro- 
duced similar legislation to the Senate Finance Committee, S. 1353. 

Stanley E. Hollis, editor of Exporters’ Digest & International Trade 
Review, one of the most important foreign trade organs in the United 
States, through a lead editorial entitled “Unfair Tax,” appearing in 
the March 1953 issue of that publication, asked for support of the entire 
foreign trade fraternity in the United States in helping to repeal this 
discriminatory tax. 

We believe that the statements and exhibits submitted by Congress- 
man William Lantaff and other individuals and organizations prove 
beyond the shadow of a doubt that this 15-percent tax, as applied 
only to the West Indies, Central America, and Mexico, is definitely 
discriminatory and as such should be removed. 

Miami’s geographical position and the fact that it is the principal 
port for arrival and departure of the majority of Latin American 
travelers to and from the United States has made us particularly 
aware of the reaction of those countries in regard to United States 
policies, regulations, and laws such as this tax whose discriminatory 
nature has a political effect which is reflected in the attitude toward 
the United States of the citizens of these countries who are eco- 
nomically penalized. We can assure you that the peoples of the 
Caribbean and Central American area deeply resent the fact that, 
when this tax was removed from travel to the South American, Euro- 
pean, and Asian countries it was retained on travel to their countries. 
Many of them have interpreted this as an indication that the United 
States does not want its citizens to visit these areas. This indicates, 
of course, that the harmful political effect of the tax is even greater 
than the harm it does economically. 

The existence of this tax has, we believe, led to the levying of travel 
taxes by many of those countries which, together with our own tax, has 
served to limit inter-American travel which is admittedly one of the 
bases of good and friendly relations. 

We urge this committee to consider these aspects which we feel are 
more important and far-reaching than the revenue derived therefrom. 

Elimination of this tax will prove to the countries involved the 
fairness of the United States Government in the application of its 
laws, with discrimination toward none, and will certainly increase 
travel to and from those areas because of their proximity to the 
United States. To the person of average means and income the ad- 
ditional burden of paying a 15-percent tax on their transportation to 
and from those areas in many cases means the difference between 
making and not making the trip. We are sure that without this ad- 
ditional imposition tourism between the United States and the West 
Indies, Central America, and Mexico will in all likelihood be aug- 
mented considerably. It also must be borne in mind that the United 
States tourists’ dollars spent in foreign countries return to the United 
States in the form of merchandise and services purchased from the 
United States with those tourist dollars and often, witness Mexico 
for example, tourist dollars help to avoid a deficit in the balance of 
payments of those countries and possession thus, in part, eliminating 
the necessity of the United States Government extending economic 
or financial aid to correct this imbalance. 

Before closing, I would like to call your attention to the presence 
at this hearing of Senor Don Fabio A. Manotas, president of the 
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Chamber of Commerce of the Americas. He has considered this 
hearing and legislation so important that he has taken valuable time 
away from his business and his family to travel from Barranquilla, 
( Colombian, a distance of approximately 4,000 round-trip air miles, to 

» present at their hearing tonight. 

| might also point out that Senor Manotas comes from a country, 
Colombia, which is not affected by this 15-percent travel tax but his 
interest in inter-American affairs and improved relationships between 
the businessmen of the Americas is such that he hopes that favorable 
consideration of this bill will, in some small way, help to correct the 
period of neglect which has existed not only between those countries 
affected by this 15-percent tax and the United States but between all of 
Latin America and the United States. 

I thank you for your kind attention and earnestly hope that the 
distinguished members of this committee will give favorable con- 
sideration to H. R. 3638 so that this discriminatory and unfair tax can 
be removed in the next session of Congress to the end of increasing 
travel, trade , and friendship between the Americas. 

The Cuatrrman. We thank you very much for your statement. 

Now we will be very glad to hear from the distinguished visitor 
from South America. 

Mr. Manoras (through interpreter). I have come this long distance 
because I want to speak in the name of all Latin America. I have 
traveled 4,000 miles to be present at this hearing. I did not expect 
to be heard. However, I wish to say that in short such a powerful, 
large, rich, and generous country as the United States it is very sur- 
prising to the countries affected by this tax that the United States 
has not furthered inter-American relations by removing said discrimi- 
natory tax. 

I thank the committee for hearing me this evening. 

The Cuamman. Thank you very much. 

The next witness is Mr. Theodore Sunshine, United Fresh Fruit 
& Vegetable Association. 


STATEMENT OF THEODORE SUNSHINE, REPRESENTING THE 
UNITED FRESH FRUIT & VEGETABLE ASSOCIATION 


Mr. Sunsutne. Mr. Chairman and members of the committee, my 
name is Theodore Sunshine. I represent here the United Fresh Fruit 
& Vegetable Association, a national association of nearly 3,000 
shippers, brokers, and wholesale distributors of fresh fruits and vege- 
tables. Association headquarters are at 777 14 Street NW., Washing- 

n, D.C. My own business is Pacific Coast Fruit Distributors, Inc., 
Los Angeles, Calif., engaged in marketing fresh fruits and vegetables 
on a nationwide basis. 

I would like to give you a quick picture of the fresh fruit and vege- 
table industry. This industry produces, packs, ships, sells, and dis- 
tributes for consumption annually approximately 779,113 carloads, 
United States Department of Agric ulture, 1952, of fresh fruits and 
vegetables moving by rail, and approximately the same number by 
motortruck, or a total originating movement of about 1,500,000 ear- 
loads—an average of 5,000 carload shipments every ve day. 
Fresh fruiis and vegetables now comprise a little more than 25 percent 
of per capita food consumption in the United States. 
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Fresh fruits and vegetables are highly perishable. Most of them 
must be sold when harvested. Because of their highly perishable 
nature and because of unpredictable problems peculiar to the market- 
ing of these commodities, some of which I shall mention, practically 
each one of these 5,000 daily shipments presents a specific distributive 
problem. 

In marketing such perishable commodities time is of basic impor- 
tance, both from the standpoint of finding a buyer for each of the 5,000 
shipments daily and in getting these products to the consumer’s table. 
Chere are only hours, not days, in which seller and buyer must reach 
agreement, and there are only days, not weeks, in which to deliver these 
commodities for consumer use. The telephone and telegraph there- 
fore are indispensable. Any other means of communication is too 
slow. 

If you will permit me a bit of arithmetic, based on personal experi- 
ence, it takes about 3 long-distance telephone calls tot ing an average 
of $7.50, plus at least 2 telegrams totaling an average of $3 to « -omplete 
the average basic carlot distribution of a shipment of fresh fruits and 
vegetables. This is one end of the transaction only, gentlemen. The 
Federal excise tax on these communications is thus $2.32 per indi- 
vidual shipment. On 5,000 shipments a day that amounts to $11,600 
daily, and on 1,500,000 carloads a year it reaches the staggering sum 
of $3,480,000. And this is 1 end, for 1 deal, for 1 item. 

Thus it is readily seen that the fresh fruit and vegetable industry 
engaged in the fundamental task of helping to feed the people of this 
Nation to the extent of 25 percent of per capita food consumption, 
has been grievously burdened since 1941 with a 25-percent tax on long- 
distance telephone calls and 15 percent on telegrams. The end result, 
regardless of how one views it, is to add about $3,500,000 a year or 
roughly $11,600 a day to the country’s food bill for fresh fruits and 
vegetables alone. 

Nor is it as simple as I have presented it here. Under adverse 
marketing conditions the number of communications necessary to 
complete one sale increases rapidly. Paradoxically, the heavier the 
task of marketing becomes, the heavier the communications tax adds 
up; and likewise, the farther from point of production one must 
reach for buyers, the heavier the communications tax adds up; and, 
likewise, the farther from point of production one must reach for 
buyers the heavier the tax burden becomes proportionately because 
the tax is levied on a percentage basis. The least able to pay must 
pay the most. 

Moreover, the communications tax affects not only shippers. It 
pyramids several times because the wholesale buyers are also heavy 
users of the telephone and telegraph in locating carlot supplies of the 
kind and quality of merchandise needed by them in various parts of 
the United States. The tax on local telephone service is a factor, 
too, as a large part of the business between wholesalers and retailers 
is done by telephone. 

I would like to give you a few actual illustrations typical of almost 
everyone in the fresh fruit and vegetable business. 

A cooperative marketing association in the Pacific Northwest reports 
that for a recent 12-month period the communications tax on its busi- 
ness amounted to $2,709.76 ; another cooperative reports nearly $4,000; 
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and a third and larger organization in the Southeast reports $19,- 
840.96. The other firms report $29,217.12 and $45,500, respectively, 
and it is reported that shippers of citrus fruits from California and 
Arizona paid $61,000 last year as taxes on long-distance calls alone. 
In my own firm our telephone and telegraph bills average about $35,000 
a year, and have run as high as $45,000. 

The 3-percent tax on transportation of freight is another and even 
heavier burden on our industry. It is another tax on important foods. 
Fresh fruits and vegetables require protection from either heat or 
cold while in transit to market. The tax is assessed on the costly 
charges for protective services as well as for freight. . 1 want to give 
you an illustration or two showing this tax burden: 

The tax on freight and refrigeration charges for shipping a carload 
of 798 boxes of apples from the State of Washington to New York 
City is$27.93, and on a carload of 462 boxes of oranges from Califor- 
nia to New York City it is $33.05. The citrus-fruit industry in Cali- 
fornia and Arizona report that they alone paid $1,775,000 as a tax on 
the already high and ever-increasing costs of transportation of these 
fruits to market. 

Transportation charges on fresh fruits and vegetables have been 
increased about 60 percent since 1946, and as this tax is on a percentage 
basis, the burden becomes progressively heavier as transportation rates 
increase. It should be obvious that taxes on communications, par- 
ticularly heavy in this industry, and taxes on transportation of our 
products, are actually taxes on food. Taxes on food have been avoided 
by Congress in the past. 

I submit that these taxes are not equitable, because the pressure is 
not applied equally, nor is it based on “ability to pay.” A grower or 
shipper in the Far West or in the deep South, whose products must 
be shipped from 1,500 to 3,000 miles to market, pays a much larger 
tax on his freight and refrigeration bill than does the man whose 
products move shorter distances, although when these products reach 
the market they may bring the same prices. The man farthest from 
the market suffers the most. Again to illustrate: The transportation 
tax on a carload of oranges from California to New York City is 
$33.05 as compared to $17.71 on a carload of oranges from Tampa, 
Fla., to New York City. The 25-percent tax on a long-distance call 
from Seattle or Los Angeles to New York City, person to person, 3 
minutes, is 88 cents as compared to 60 cents on the same call from 
Tampa, Fla., to New York City. 

Unfortunately, these taxes are fixed charges and must be paid on 
good prices and poor prices, in good seasons and poor seasons. As 
marketing conditions worsen, the communications-tax burden sharply 
increases. The committee is fully aware of what has been happening 
to agricultural prices and farm income in the past 2 years. The Kern 
County California 1953 spring-potato crop has been a disaster, the 
worst in 380 years. The University of California reports an average 
cost of $2.01 to grow, harvest, and pack a 100-pound sack of potatoes 
in California, and during the last 2 months prices on-some 20,000 car- 
loads have averaged between $1.30 and $1.35 per hundredweight 
f.o.b. With 360 bags to the car, quick figuring at 70 cents to 75 cents 
a bag, shows a loss of $5 million on 1 crop of potatoes in 1 section of 1 
State. This is so bad that the Bank of America recently ruled that 
they will not finance potato growers in California. 
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Our own personal experience in the 10 weeks just past shows a 
cost 3 times more than the average first mentioned in this statement 
to sell these potatoes, or a treble communications tax added to our 
marketing and distributing headaches. 

Other products of the fresh fruit and vegetable industry are follow- 
ing the general trend of lower farm prices to the farmer. We have 
had to cease shipments of some sizes of California oranges several 
times this year because of low prices. The lettuce and carrot picture 
has been even more dismal this past 7 months in California and Ari- 
zona, and due to factors beyond our control the communications tax 
ever increases in total dollars we pay out. 

We feel that these taxes are discriminatory also in relation to other 
excise taxes and in relation to what are considered “luxury taxes.” 
In our case they are levied on the production and distribution of food. 
They should be eliminated on food. 

We assume these hear ings are being held, among other purposes, to 
find ways to iron out inequities in the tax structure. If I may illus- 
trate once more: If I spend $50 in a nightclub, I pay the Government 
$10 in taxes; but when I spend $50 for Tong- distance calls in my office, 
and without which I cannot run my business of selling food, I must 
pay the Government $12.50 in taxes on my work. A similar and ob- 
vious comparison could be made with regard to taxes on diamonds 
and furs compared to my business of selling necessities ; and surely the 
distribution of fresh fruits and vegetables nationally comes under the 
heading of modern necessities. I respectfully leave it to you gentle- 
men to determine the equity in that kind of taxation. 

ae arized briefly our position is: 

The high rate of excise taxes on communications and transpor- 
lial of property were primarily imposed for war revenues and to 
discourage the use of overloaded facilities. The 25-percent communi- 

cations tax was especially so designed as strictly a temporary war 
measure. Certainly these justifications no longer exist, nor even 
were they then a valid basis for taxation on this industr y, because the 
production and distribution of food, requiring both transportation 
and long-distance communications, were essential to the successful 
prosecution of World War ITI. 

2. Because of the highly perishable nature of fresh fruits and vege- 
tables—about one-fourth of our food consumption nationally—re- 
quiring specialized transportation equipment and indispensable long- 
distance communications for efficient distribution throughout the 
country, these taxes are inversely proportion: ite burdens on our indus- 
tr y and are discriminatory and inequitable. 

The communications tax pyramids several times on each ship- 
aa of fresh fruits and vegetables, and increases unjustifiably under 
adverse marketing conditions. The transportation tax is cumulative 
to the former, because it must be paid not only on the food from the 
farm when finally shipped, but 1s added to the cost of fertilizers 
pesticides, containers, equipment and other materials which must be 
transported for use in producing, harvesting, and processing the prod- 
ucts for shipment to market. 

4. These taxes are a tax on food, through communications and 
transportation. 

5. These taxes are discriminatory within the industry because pro- 
ducers and shippers farthest from their markets pay more than those 
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closer to the same markets, by reason of the taxes being on a per- 
centage basis. 

Under adverse marketing conditions, it results in those least able 
to & ay having to pay the most. 

. Fresh fruits and vegetables are included in the basic commodities 
receiving price support from the Government. These commodities are 
produced and marketed from vast producing areas in several parts 
of the country on the basis of supply and demand. Weather, pests, 
and fluctuating market risks are tremendous. Farmers have no con- 
trol over harvesting, processing, and marketing costs affected by wage 
scales, taxes, rents, containers, equipment, and transportation costs 
which must be paid regardless of the prices at which their products 
sell. Any extra costs hurt the farmers and consumers. 

This industry should justly have relief by the elimination of the 
exise taxes on communications and transportation. I am confident this 
great committee will see the light of truth and justice in this petition, 
and grant our request. 

The CHatrman. Thank you very much, Mr. Sunshine. It was a 
very interesting paper. 

The next witness is our former colleague Hon. Clarence F. Lea 
Mr. Lea, you served with distinction for many years and we are happy 
to welcome you. 


STATEMENT OF HON. CLARENCE F. LEA, REPRESENTING 
TRANSPORTATION ASSOCIATION OF AMERICA 


EXCISE TRANSPORTATION TAXES 


Mr. Lea. My name is Clarence F. Lea. I served in the House for 
32 years as a Representative from California. 

I am director of governmental relations of the Transportation Asso- 
ciation of America, with offices at 1001 Connecticut Avenue NW. I 
appear here to present this statement in behalf of that association. 

The Transportation Association of America is a nonprofit research 
and educational organization devoted to maintaining, improving, and 
strengthening our system of transportation under private ownership. 

This association has about 13,000 members widely located in various 
sections of the United States. Its membership is representative of all 
forms of transportation, including the railroads, highway, water, 
pipelines, air service, and fre ight forwarders, and also including 
representatives of various farm groups and investors and users of 
transportation. 

For several years the association has been definitely on record in 
favor of the repeal of the transportation tax on both property and 
persons. We welcome the fact that this committee, as we understand 
it, is studying the economic problems of the country with a view of 
placing our tax system on a more sound and just basis. The trans- 
portation agencies of the country and its shippers must concur in such 
a program and purpose. 

We recognize, of course, that taxes must be paid to support the Gov- 
ernment and that somebody must pay them. That is the duty of every 
citizen to pay his part for that purpose. It is equally true that the 
Government in placing that duty should very carefully endeavor to 
distribute that burden under the most equitable system possible. 
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The transportation excise tax does not represent a tax on income or 
income capacity but rather a burden regardless of profit or financial 
return. 

This tax is a burden on the expense of doing business and not based 
on a charge against the profits or net income of a business. 

The association believes that this transportation tax cannot be justi- 
fied from a sound economic basis. We recognize that the present 
taxation system of the country, developed under the emergency condi- 
tions of 3 successive, tremendously expensive wars within 36 years, 
has more or less been shaped of necessity from the standpoint of urgent 
convenience rather than by adaptation of a sound economic policy. 
Even though the repeal of these excise taxes may involve the necessity 
of replacement of the revenue involved, such repeal would accomplish 
a substantial betterment of the economy of the Nation. 

The transportation tax has certain features that condemn its desir- 
ability and usefulness. In the first place, the tax is discriminatory 
as between different carriers of property and persons. The tax is 
imposed only upon transportation by carriers engaged in the business 
of transportation for hire. The fact is that a large proportion of 
transportation is carried by private carriers which are not subject to 
regulation and which are exempt from this tax. 


A DISCRIMINATORY TAX 


The maintenance of a common-carrier service is a fundamental 
requirement of our economic life. The imposition of a discriminatory 
tax against our common carriers is tantamount in its effect on them, to 
a Government subsidization of private unregulated carriers as con- 
trasted with the common carriers. This is not a complaint against the 
private carrier. He is a necessary part of our transportation system. 
The objection is to a discriminatory tax. 

The charge is a tax on transportation service but not for the benefit 
of the carriers. Thousands of carriers at their own expense, are re- 
quired to collect and account for and pay over to the United States 
Treasury the funds they receive from this source and without com- 
pensation to themselves. In other words, the tax is on account of a 
service, but not for the compensation of that service. 

The transportation tax is a charge for doing business and not a tax 
based on the profit or income to the shipper. A farmer or other pro- 
ducer may consign his shipment to a salesman in one of the great 
markets of the country without a definite assurance of whether or not 
the sale price will cover his cost of production and shipping. In other 
words, the tax is a burden imposed on the shipper for which he may 
or may not receive a return. 

The tax is discriminatory as between sections. The shipper in a 
distant section from his market, like the nearby shipper, pays on a per- 
centage basis, but at a much greater cost than the nearby competitor. 
This places a discriminatory charge against the distant shipper. His 
product moves into a market on unequal terms with the nearby com- 
petitor. The distant shipper receives no additional price for his 
product because of this increased charge. 

For instance, much of the fruit and vegetables from the Pacific 
Coast States are sold on consignment in eastern markets. If it costs 
$700 to ship a refrigerator car of fruit or vegetables to New York 
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from California, the tax is $21 for each such car shipped. With sev- 
eral hundred thousand cars shipped each year, it is a Sasilbieds by an 
unfair disadvantage imposed by a Government burden. True, all 
taxes are a burden, but unnec essarily so when unequal in their 
application. 

A passenger who buys a coach-fare ticket from Washington to San 
Francisco will be charged $79.34, but also must pay, in ‘addition, a 
tax of $11.90. If he travels by pullman, he will pay $111.11 plus a 

tax of $16.67 for his ticket. If he engages a bedroom on the satanaeh, 

his charge will be $51.90 plus a tax of $7.79. Thus a first-class one- 
way ticket from Washington to California would involve a payment 
of a tax of $24.46. 

The average railroad operates at a net profit of less than 4 percent. 
Hence the 15 percent transportation tax 1s 334 times the average net 
return to the rail carriers. It is generally true, with relatively few 
if any exceptions, none of our regulated carriers are operating on an 
excessive income profit. 

Let us consider the rail carriers by some crude but illustrative 

figures. Let us suppose the railroads are capitalized by $24 billion. 
Their annual turnover might be considered as averaging only about 40 
percent of their capitalized value. One-half of each gross dollar 
received by the rail carriers goes to labor. Out of the remainder the 
carrier will pay all other operating costs including depreciation. 
Roughly their net return is divided 50-50 between governmental 
taxation and funds that remain for the carrier or its stockholders. 
In other words, the railroads operate 1 day for the Government and 1 
day for the benefit of the stockholders. Of the 4 percent net gain 
substantial sums must go into capital—investments in the absence 
of equity capital. 

If a dividend reaches the stockholder, he must pay an income tax 
therefrom—a duplicate tax on the earnings of the carrier. If we as- 
sume that the tax liability of the stockholder is equal to 25 percent of 
his gross income, that means that 62.5 percent of the carrier’s earnings 
go to the Government and only 37.5 percent to the owners of the carrier. 

Every carrier, whether by rail, highway, water, air, or pipeline, is 
serving the consumers of the Nation. Any tax against transportation 
is a tax burden on those consumers. Every tax imposed increases the 
cost of doing business by the carriers and by the industries of the 
Nation. 

This general situation indicates the improvidence of imposing on 
public carriers any change in the nature of a luxury tax. 

The transportation tax imposed during the Second World War was 
partly for the declared purpose of discouraging civilian travel so as 
not to interfere with military activities. T hat justifie ation for this tax 
no longer exists. The intercity passenger traffic of the railroads has 
been rapidly declining since 1946. Doubtless the 15-percent tax on 
passenger traffic by regul: ited carriers contributes to this result. The 
common carriers are at least entitled to a just basis of competition 
with private-carrier service and, so far as this tax is the cause of that 
decline, it is unjustified. 

So far as passenger traffic may choose to go to private or unregulated 

carriers that is an economic privilege. But it appears beyond a legiti- 
mate function of Government to impose a discriminatory tax that may 
drive traffic away from carriers that afford the most economic service. 
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That is particularly true as to mass movements of passenger traffic. 

A 15-percent tax is an extremely high governmental burden. Ifa 
similar tax were applied to the average man’s total income or property 
value, it would put him out of business in a very few years. There is 
no luxury feature of transportation that justifies its taxation on a 
luxury basis instead of an economic basis. The charge of 3 percent 
on property transportation is a high tax. A large percentage of the 
businessmen of the country if compelled to pay 3 percent gross tax on 
their volume of business would soon find themselves under a serious 
handicap. 

These taxes apply primarily not on a luxury but on necessities, very 
largely on building materials, food supplies, clothing, and fuels, includ- 
ing oil and coal. 


RELATION OF TRANSPORTATION TAX TO INCOME TAXES 


As pointed out by the Interstate Commerce Commission in its annual 
report for 1952, Federal transportation taxes on freight and passenger 
service, although paid by the shippers and travelers and not by the car- 
rier, are an additional burden to the users of transportation : 

Obviously, the burden of such taxes increases when higher transportation rates 
are authorized. 

In recent years transportation rates have greatly increased although 
not as rapidly as transportation costs. Inasmuch as these taxes are 
imposed upon a percentage basis every increased rate carries a corre- 
sponding increase in the cost of transportation taxes. The railroads, 
like other common carriers, have sought and received substantial in- 
creases in rates and charges, much of which increased costs have been 
necessary to offset increased wages and material costs. 

Federal income taxes in whole or in part are included in the freight 
rates charged by the carriers. Practically all freight revenues are 
derived from freight charges initially paid by the supe Such 
charges constitute, for income-tax purposes, a deductible business ex- 
pense to those initially paying them. ‘The Commission further states: 

It is an inescapable fact that Federal income taxes paid by the railroads are 
initially deductible by shippers as a part of their operating expenses represented 
by transportation charges. The question of how far this deductibility offsets the 
income taxes collected from the railroads is infinitely more complicated. 

The Commission further stated in substance that the extent to which 
the Federal income taxes paid by the railroads are offset by the de- 
ductibility of the Federal income tax proportion by shippers along 
with other freight costs, appears to depend essentially upon the degree 
to which shippers can and do pass on to others the freight charges 
incurred by them, including in both cases the railroad income tax 
proportion, or are compelled to absorb such charges. 

One phase of the effect of the operation of the transportation tax is 
that a large percentage of all freight moving is transported by carriers 
which are not subject to the tax. The taxed and untaxed transporta- 
tion move into the same market, and the taxed product is in competi- 
tion with the untaxed. Under these conditions it is no doubt true that 
the shipper who pays the transportation tax receives no higher pay 
for his product than if he had not been subject to the transportation 
tax. Competitive conditions prevent him from passing on the tax he 
paid to the consumer. 
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In recent years the tax “take” of Government through State and 
Federal taxes has been not far from twice the equivalent of the total 
railroad net income. In other words, the railroads are paying the 
Government in taxes more than is earned by their stockholders. 

Therefore, the Commission asks the question: 


Is it in the best interests of the general public, and is it possible for the 
Nation’s economy to sustain a rate level which in all respects will comply with 
the requirements of the law when about half of any general increase which may 
be justified must be diverted to Federal income taxes? These are important 
and difficult questions which require careful consideration in connection with 
the incidence and shifting of the burden either of freight rates or of income 
taxes. The excise tax on transportation accentuates such difficulties. 


It seems to us apparent there is a decided injustice in the effect and 
operation of the transportation tax on both property and persons. We 
trust that this committee, consistent with the program to put our 
taxation system on a more sound and equitable basis, will support 
repeal of the transportaion tax at the earliest practical opportunity. 

(The following data was submitted to the committee by the De- 
partment of State :) 

DEPARTMENT OF STATE, 
Washington, D.C., August 10, 1953. 
Hon. DANTE A. REED, 
Chairman, Ways and Means Committee, 
New House Office Building. 

My Dear Mr. Reep: In connection with the hearings which your committee is 
holding on the subject of tax revision, the Department of State has been re- 
quested to transmit the views of various affected governments on the 15-percent 
tax on travel of persons in Central America and Caribbean areas. 

It would be appreciated if the attached notes from Dominican Republic, 
Mexico, Costa Rica, Haiti, Cuba, El Salvador, and Honduras, United Kingdom, 
and Panama could be included in the record of hearings on this subject. 

Sincerely yours, 
THRUsTON B. Morton, 
Assistant Secretary. 
Enclosures : 
Notes from: 
Dominican Republic 
Mexico (two notes) 
Costa Rica 
Haiti 
Cuba 
El Salvador 
Honduras 
United Kingdom 
Panama 
[No. 2146] 
DOMINICAN EMBASSY, 
Washington, D. C., August 6, 1958. 


The Ambassador of the Dominican Republic presents his compliments to His 
Excellency, the Secretary of State of the United States of America, and has 
the honor to express the interest of his country in the legislation proposed for 
the purpose of eliminating United States excise taxes upon travel from the 
United States to countries of Central America and the Caribbean, including the 
Dominican Republic 

The Dominican Government and the governments of the other countries in 
the Caribbean area are very pleased with the efforts of the present Government 
of the United States to enhance and promote good international relations between 
the United States and the countries of the Caribbean area. The desirability of 
promoting tourism for its reciprocal benefits has long been recognized; no other 
factor contributes more to the maintenance of sound relations between States 
than the friendly intercourse and cultural, social, and intellectual associations 
and interchange of their peoples. 
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The United States Department of State is well aware of the existence of recent 
bilateral agreements between my country and the United States. These pacts 
have contributed in large measure to the friendly accord existing between the 
United States and the Dominican Republic. Any step which promotes the inter- 
change of tourists between our countries is certain to further augment the exist- 
ing friendly relations. 

Under the existing statutes of the United States (title 26, U. S. C., secs. 3469 
and 1650) an aggregate tax of 15 percent is imposed upon “the amount paid 
within the United States for the transportation of persons by rail, moter vehicle, 
water, or air within or without the United States.” 

The tax is made expressly inapplicable to “* * * transportation any part of 
which is outside the northern portion of the Western Hemisphere.” 

The “northern portion of the Western Hemisphere” is defined by the statute 
as meaning “‘* * * the area lying west of the 30th meridian west of Greenwich, 
east of the international dateline, and north of the Bquator, but not including 
any country of South America.” 

It will be noted that transportation to those countries of South America which 
lie within the “northern portion of the Western Hemisphere” as defined by 
the statute, i. e., north of the Equator and in the area between the 30th meridian 
west and the international dateline, is specifically exempted from the tax by 
the language of the statute. Taxes on travel to other countries of the world 
have been rescinded, but the countries of Central America and the Caribbean 
remain subject to the terms of this excise-tax statute. 

The existent legislation has resulted in an unfortunate and onerous dis- 
crimination against the countries of Central America and the Caribbean. More 
particularly it seriously affects and diminishes tourist travel. Any burden upon 
travel between friendly nations, and particularly one which discriminates 
between friendly areas applying to travel between the United States and one 
area but not to all, cannot fairly be justified. The tax referred to has both 
effects. It tends to discourage travel from the United States to countries lying 
within the area defined as the “northern portion of the Western Hemisphere.” 
Moreover, its application is unequal because it does not impose like restrictions 
upon travel from the United States to other countries, even those located in 
the same general area. 

A bill (H. R. 3688) introduced in the House of Representatives, Congress of 
the United States, on March 3, 1953, by Hon. William C. Lantaff, a Representative 
from the State of Florida, would, if enacted, eliminate the discrimination and 
rectify the situation. It would amend section 3469 by excluding Mexico, Guate- 
mala, British Honduras, Honduras, El Salvador, Micaragua, Costa Rica, Panama, 
the Canal Zone, islands of the West Indies, and the Caribbean Sea, and the 
islands of the Bahama and Bermuda Islands, as well as the countries of South 
Amerca, from the area defined as the “northern portion of the Western Hemi- 
sphere.” 

The introduction of this bill and the fairness of the amendment which it 
proposes are of the keenest interest to my Government. Enactment of the bill, 
with consequent removal of the existing tax discrimination which restricts travel 
to the countries directly affected, would occasion great satisfaction to the 
Dominican Republic. 

It will be appreciated if the Department of State will communicate these 
views to the executive department and the Ways and Means Committee of the 
House of Representatives, Congress of the United States, which presently has 
this matter under consideration. 





DEPARTMENT OF STATE 
DIVISION OF LANGUAGE SERVICES 


[Translation] 
Embassy of Mexico 2509 
MEMORANDUM 


The Embassy of Mexico has received information that the Honorable William 
Courtland Lantaff, Member of the Congress for the Fourth District of the State 
of Florida, has submitted a bill (H. R. 3638), which has been referred to the 
Ways and Means Committee, to amend section 3469 of the Internal Revenue 
Code and consequently to exempt from payment of the transportation tax persons 
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going to the countries mentioned in the bill in question, among which Mexico is 
listed. 

The Embassy considers that tourism helps to establish cordial relations be- 
tween peoples, since it favors the mutual understanding which so greatly in- 
fluences good relations. 

The flow of tourists between Mexico and the United States of America has, 
especially in recent years, reached proportions of no slight magnitude. A large 
number of inhabitants of both countries cross from one to the other for 
pleasure or business. Although in absolute figures the number of Americans who 
go to Mexico is the greater, perhaps the relative figures do not give the same 
result. 

Furthermore, the Embassy is not aware that there is in Mexico any law that 
is applied in a discriminatory way to American tourists; on the contrary, it can 
give assurance that the latter enjoy greater facilities for crossing into Mexico 
than the inhabitants of other countries. Such is not the case with the personal 
transportation tax collected in the United States, whereby Mexico, the Central 
American countries, and some others in this hemisphere, find themselves in a 
disadvantageous position. 

The Embassy of Mexico hopes that the bill introduced by the Honorable Wil- 
liam Courtland Lantaff will correct this situation. 


WASHINGTON, May 25, 1953. 


DEPARTMENT OF STATE 


DIVISION OF LANGUAGE SERVICES 


[Translation] 
Embassy of Mexico 


The Ambassador of Mexico presents his compliments to His Excellency the 
Secretary of State and acnowledges receipt of His Excellency’s note of the 16th 
of this month, informing him that the remarks contained in this Embassy’s memo- 
randum 2509 on bill No. 3638 (H. R. 3638) have been transmitted to the Bureau 
of Internal Revenue for consideration. 

The Ambassador of Mexico sincerely thanks His Excellency the Secretary of 
State for the attention given to the aforesaid memorandum and in this connection 
deems it pertinent to make the following additional comments: 

In the Embassy’s memorandum it is indicated that, far from the existence 
in Mexico of legal provisions that are applied in a discriminatory manner to 
United States tourists, such persons enjoy greater facilities than the inhabitants 
of other countries. While the foregoing remark is correct, in reality it should 
be completed to the effect that in Mexico there is no provision that is applied 
in a discriminatory manner to passengers who are going to the United States, 
be they Mexicans or foreigners. 

The provisions of section 3469 of the Internal Revenue Code, although applied 
equally to all who are going to Mexico, the Central American Republics, Panama, 
and Belize—regardless of their nationality—undeniably do affect travel to those 
countries and constitute a discriminatory act. 

The Ambassador of Mexico considers it necessary to supplement the foregoing 
with information which he has received concerning certain provisions the issu- 
ance of which the Government of Mexico is contemplating to facilitate the travel 
of United States citizens who go to Mexico for reasons of business or pleasure. 
Notwithstanding the financial repercussions that the said measures might sig- 
nify, the Government of Mexico desires to encourage closer relations between 
the nationals of the two Republics and they correspond, in part, to proposals 
made by the Government of the United States through its Embassy in Mexico. 


WASHINGTON, D. C., July 30, 1953. 


EMBAJADA pE.CosTa Rica, 
Washington, August 6, 1953. 
No. SD/O-184-53 
His Excellency Jonn Foster DULLEs, 
The Secretary of State. 

Excettency: I have the honor to address Your Excellency in connection with 
H. R. 3688 introduced on March 3, 1953, by the Honorable Bill Lantaff, Member 
of Congress from Florida, for the purpose of exempting the transportation of 
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persons to and from Costa Rica and other neighboring countries from the 15- 
percent tax now in force. 

Being now informed that the Ways and Means Committee of the House of 
Representatives will hold a hearing on this matter on Monday, August 10, I have 
the honor to state that the Government of Costa Rica deems that the tax referred 
to is harmful not only to its welfare but to the relations between the people of 
Costa Rica and the people of the United States of America as well, since it tends 
to restrict and does restrict the exchange of travelers between the two countries. 

The Government of Costa Rica would feel extremely gratified if the Depart- 
ment of State could see its way clear to express an opinion at the hearing of the 
Ways and Means Committee that might serve to facilitate the transportation 
of persons between Costa Rica and the United States through repeal or modifi- 
cation of the tax. 

Accept, Excellency, the renewed assurances of my distinguished consideration, 

{S] J. Rafael Oreamuno, 
J. RAFAEL OREAMUNO, 
Ambassador of Costa Rica. 


AMBASSADE D’ HAITI 
Washington 


MEMORANDUM 
No. 


The Embassy of Haiti takes the liberty of calling the attention of the State 
Department to section 3469 of the internal revenue code of the United States, 
relative to a tax of 15 percent on the transportation of persons to and from 
Mexico, to and from Central America and to and from the Caribbean Sea and 
West Indies areas. 

The Haytian Gouvernment views this tax as a discriminatory measure against 
Haiti since it does not apply to the South American countries. 

The Embassy wishes to point out that the Haytian Gouvernment, in view of 
diversifying and stabilizing Haiti’s economy, is making every effort to promote 
tourist travel to the country. The National Bank of Haiti has participated in 
that effort in financing the construction of hotels. 

The discriminatory measure referred to, is an obstacle to the success of 
Haiti’s tourist program as it affects the rate of tourist travel to that country. 

Therefore as a hearing will soon be held by the Ways and Means Committee 
on that matter, it is respectfully suggested that appropriate action be taken by 
the State Department in order to arrive at elimination of the tax of 15 percent 
on transportation to Haiti. 


WASHINGTON, August 7, 1958. 


The Embassy of Cuba presents its compliments to the Department of State and 
has the honor to refer to the bill (H. R. 3638) presented in March of this year 
to the House of Representatives of the United States, to amend section 3469 of 
the Internal Revenue Code to exempt from tax the transportation of persons to 
and from Mexico, to and from Central America, and to and from the West 
Indies. 

The Embassy understands that a hearing will be held on this bill, which was 
introduced by Congressman Bill Lantaff, and was referred to the House Com- 
mittee on Ways and Means. 

On this occasion the Embassy wishes to state that the passage of this bill and 
its ultimate approval will be seen with the greatest satisfaction by the Govern- 
ment of Cuba, as it considers that it will bring greater freedom of travel to and 
from Cuba with the consequent benefit to both countries. 

The Embassy of Cuba avails itself of this opportunity to renew to the De- 
partment of State the assurances of its highest consideration. 


Wasuineaton, D. C., August 7, 1953. 





2756 GENERAL REVENUE REVISION 


Avscust 7, 1953. 
His Excellency Joun Foster DULLEs, 
Secretary of State, Washington, D. C. 

ExceELLeENcy: I have been informed that several diplomatic representatives 
of the Latin American Republics have made appropriate representations to the 
Department of State in regard to the 15-percent tax which is levied on the trans- 
portation of persons to and from Central America, to and from the Caribbean 
Sea and West Indies areas and to and from Mexico. 

My Government is also greatly interested in this matter, as the removal of 
the above-mentioned tax will allow greater freedom of travel to and from El 
Salvador. My Government will fully appreciate the valuable cooperation which 
Your Excellency may be able to render in this matter. 

Accept, Excellency, the renewed assurances of my highest consideration. 

Hecror DAvip CASTRO. 


EMBASSY OF HONDURAS 
Washington, D. C. 


Memorandum presented by Dr. Rafael Heliodoro Vaile, Ambassador of Hon- 
duras, to the Department of State with reference to resolution H. R. 3638 pre- 
sented to the Congress of the United States by the Honorable Bill Lantaff, Rep- 
resentative, Fourth District of Florida: 

The Government of Honduras has always felt concern over the 15-percent tax 
which is paid on travel tickets bought in the United States, which restricted 
the tourist movement to our country; and this concern is greater when it known 
that this tax has been abolished for European countries and for those of South 
America, leaving Honduras in a disadvantageous position, which causes grave 
harm to the national interests. 

The Government of Honduras views with great satisfaction the just interven- 
tion of Representative Bil! Lantaff, in introducing in the Congress of the United 
States resolution H. R. 3688, which advocates the elimination of these taxes 
which burden our country and the American tourist who desires to visit it. The 
Embassy of Honduras would be pleased if the Department of State would lend 
its valuable facilities toward the increase of American tourist travel to this 
country, which would be of great benefit for mutual understanding between both 
peoples. 


Note No. 362 

Her Majesty’s Ambassador to the United States presents his compliments to 
the Secretary of State and has the honor to invite his attention to the effect of 
the 15-percent-transportation tax on travel between the United States and the 
Caribbean area. 

At its 16th meeting the Caribbean Commission passed the following resolution : 

“The Commission, having regard to the earnest desire of the people of the 
countries served by it to stimulate inflow of visitors from the North American 
Continent into the Caribbean area, and the fact that 15 percent excise tax on 
traveling does not apply to all the countries in the surrounding area with the 
result that the tax has a discriminatory effect upon the countries served by the 
Commission, strongly urges that each national section take steps through diplo- 
matic channels to make representations requesting the United States Govern- 
ment to give immediate consideration to abolishing tax on travel to this area.” 

It is felt that the tax discriminates against the Caribbean area because when 
the original tax order of 1941 was reviewed in 1947 it was amended so as to 
exclude South America, but retained in respect of travel from the United States 
to the Caribbean area (inter alia). One of the results of this, but by no means 
the most serious, is the anomaly that travel to Trinidad attracts the tax, whilst 
travel to Venezuela, which is within sight of Trinidad, does not. 

At previous meetings of the Commission held in December 1949 and December 
1952 resolutions were also adopted expressing the hope that the excise tax 
would be abolished. , 

The tourist trade is of considerable importance to British territories in the 
area, and the Governments of Jamaica and Trinidad spend large sums of 
money in promoting it. Grenada, in the Windward Islands, also caters for 
the trade and other islands have tourist potentialities which governments are 
anxious to develop. 
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In these circumstances it is hoped that the United States Government will be 
prepared to abolish the 15-percent tax at the earliest opportunity, insofar as it 
affects the territories included within the scope of the Caribbean Commission. 
The stimulus which this would give to the tourist trade would, in Her Majesty’s 
Government’s view, be a most valuable contribution for the United States Gov- 
ernment to make toward fulfilling the aim set out in the agreement establishing 
the Caribbean Commission—the promotion of the economic and social well-being 
of the peoples of the Caribbean area. 

The imposition of this tax also has a serious effect on the volume of the 
tourist trade in Bermuda and Bahamas, two territories lying outside the area 
of the Caribbean Commission for which Her Majesty’s Government are respon- 
sible. Strenuous efforts have been made there, as in many of the Caribbean 
Islands, by the institution of trade-development boards and by waiving visa 
and other formalities, to assist the flow of American visitors and thereby to 
contribute to the dollar earnings of the sterling area. It is requested that travel 
to these territories should likewise be exempted from the transportation tax. 

BriTisH EMBAssY, 

WASHINGTON, D. C., August 7, 1953 


EMBASSY OF PANAMA 
Washington, D. C. 


His Excellency JOHN Foster DULLES, 
The Secretary of State. 

I have the honor to acknowledge the note of July 24 in which Your Excellency 
reaffirms the intention of the Government of the United States to continue 
applying the 15 percent tax on travel from the United States to the Republic 
of Panama in compliance with section 3469 of the Federal Internal Revenue 
Code. 

My Government could not but follow with increasing preoccupation the erec- 
tion of this obstacle to the development of tourism which is the basic sustenance 
of Panama. Panama’s condition as a land of transit is the principal factor of the 
national economy and the tax in reference places a most sensitive burden on 
the principal sustenance of our delicate economy. 

The tax of 15 percent assumes more serious proportions to the national 
economy when it is considered that such tax is not applied to a certain group 
of nations of America, some of them close neighbors, some of them on our very 
boundary; thus the application of the tax concedes preferential treatment to 
countries in Whose economy tourism is of negligible importance and by the same 
token imposes a burden that is positiely discriminatory to Panama, which, as I 
have said, nourishes itself principally from tourism. In pointing out the dis- 
criminatory effects of this tax I at the same time make note to Your Excellency 
the fervent hope of my Government that it may be possible to take measures 
to insure that all nations of the hemisphere will enjoy equal treatment, in 
accordance with the sacred principle that supports the inter-American system. 

It has come to the attention of my Government that in the near future the 
proper committee of the honorable House of Representatives of the Congress 
of the United States will hold hearings with regard to the possibility of reform- 
ing certain taxation measures, among them the 15 percent transportation tax, 
and that this will constitute a propitious occasion for the honorable Representa- 
tives to learn the points of view of Panama and other affected areas. Knowing 
that on other occasions the Department of State has supported a total elimination 
of the 15 percent tax, I beseech Your Excellency on this occasion to make 
known to the honorable Congress of the United States the points of view that 
my Government has been expressing with regard to the 15 percent tax, not only 
because it restricts travel and makes it most difficult, while along other lines 
notable efforts are being put forth to increase all communications between the 
peoples of America, but also because this tax insofar as it concerns Panama is 
positively discriminatory in nature. 

Accept, Excellency, the assurances of my highest consideration. 


(Signed) Rosperto HvERTEMATTE. 
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DEPARTMENT OF STATE, 
Washington, August 11, 1953. 
The Honorable Danret A. REEp, 
Chairman, Ways and Means Committee, 
New House Office Building. 


My Dear Mr. ReEep: In connection with the hearings which your committee 
is holding on the subject of tax revision, the Department of State has been 
requested to transmit the views of various affected governments on the 15 
percent tax on travel of persons in Central America and Caribbean areas. 

It would be appreciated if the attached note from Nicaragua could be included 
in the record of hearings on this subject. 

Sincerely yours, 
THRusTON B. Morton, 
Assistant Secretary. 
Enclosure : 
Note from Nicaragua. 


EMBAJADA DE NICARAGUA, 


Washington, D. C. 
Ref. No. 177—AKS 

The chargé d'affaires ad interim of Nicaragua presents his compliments to His 
Excellency the Secretary of State of the United States of America and has the 
honor to inform him that he has received special instructions from the Govern- 
ment of Nicaragua to request that the Department of State express the views 
of the Government of Nicaragua with respect to the elimination of the United 
States excise taxes upon travel from the United States of America to countries of 
Central America and the Caribbean, including Nicaragua. 

The Government of Nicaragua has been keenly interested in this matter, and 
has always found it difficult to explain the existing discrimination established 
against the countries involved in those areas, while at the same time affording 
all the privileges and exemptions to several other countries of the Western 
Hemisphere. 

Taking into consideration the above-mentioned discrimination, my Govern- 
ment has received with great satisfaction the bill (H. R. 3638) introduced in the 
House of Representatives, Congress of the United States of America, on March 8, 
1953, by the Honorable William C. Lantaff, distinguished Representative of the 
State of Florida, in order to put an end to this policy of discrimination, which 
has been denounced as most irregular by the countries concerned, since all of 
them are aware of the facts that tourism in our time is, more than ever, one of 
the most solid means of promoting international understanding and good will 
among the governments and the peoples of the world. 

In the fulfillment of his insrtuctions, the chargé d’affaires ad interim of Nica- 
ragua is pleased to express to His Excellency the Secretary of State of the United 
States of America that the Government of Nicaragua and its Embassy in Wash- 
ington, D. C., are always prompt to give any assistance that may be needed in 
attaining the ultimate goal of the abolition of the discrimination imposed upon 
the travelers of Nicaragua, with the firm conviction that by so doing, they are 
wholeheartedly cooperating to strengthen the ties of friendship and mutual 
understanding that fortunately already exist between our two Nations. 

The chargé d’affaires ad interim of Nicaragua avails himself of this oppor- 
tunity to express to His Excellency the Secretary of State the renewed assurances 
of his highest consideration. 


WASHINGTON, D. C., August 8, 1958. 


DEPARTMENT OF STATE 
Washington, September 10, 1953. 
The Honorable Danter A. REED, 
Chairman, Ways and Means Committee, 
House of Representatives. 

My Dear Mr. REED: Reference is made to my letter of August 10, 1953, with 
which I submitted communications from the embassies of ‘several countries 
interested in the elimination of the 15-percent travel tax. 

There are attached 2 copies each of 2 additional documents which I hope can 
be made part of the record of the hearings on this subject. The first is a 
translation of a note from the French Embassy, dated July 1, 1953, calling the 
attention of the Department of State “to the unfavorable effect produced upon 
the development of American tourism in the Caribbean, especially in the French 
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West Indies, by the 15 percent tax now levied on all travel tickets issued in 
the United States for the Caribbean area.” The second document is a copy of 
a resolution op the same subject adopted by the Caribbean Commission at its 
16th meeting held in Surinam, May 11-16, 1953. 
Sincerely yours, 
THrRusTON B. Morton, 
Assistant Secretary. 


SIXTEENTH MEETING OF THE CARIBBEAN COMMISSION, AT SURINAM, May 11-16, 
1953 


UNITED STATES TRANSPORTATION TAX 


The Commission, having regard to the earnest desire of the peoples of the 
countries served by it to stimulate the inflow of visitors from the North Ameri- 
can Continent into the Caribbean area and the fact that the 15 percent excise tax 
on travel does not apply to all countries in the surrounding area, with the result 
that the tax has a discriminatory effect upon the countries served by the Com- 
mission, strongly urges that each national section take steps, through diplomatic 
channels, to make representations requesting the United States Government to 
give immediate consideration to abolishing the tax on travel to this area. 


DEPARTMENT or STATE 
DIVISION OF LANGUAGE SERVICES 
Washington, D. C. 


{Translation } 
TC No. 1664 
T-3/R-V 
French 
CVL/mhq 
No. 402 JULY 1, 1953. 

The Embassy of France in the United States presents its compliments to the 
Department of State and has the honor to call its attention to the unfavorable 
effect produced upon the development of American tourism in the Caribbean, 
especially in the French West Indies, by the 15-percent tax now levied on all 
travel tickets issued in the United States for the Caribbean area. 

As the Department of State is aware, during the past few years the powers 
vhich administer the dependent territories of this area have made an effort to 
develop tourist travel from abroad and, in particular, from the American 
Continent. The same powers have jointly set up various organizations to 
encourage such travel. 

The Government of the United States has participated in this undertaking 
through the Department of State, and is taking an active part in the organiza- 
tions in question. Furthermore, the United States Department of Commerce 
has shown its interest in this problem in various ways, within the general frame- 
work of the effort which it has made for several years to help the European 
powers make up for the dollar deficit in their trade balances. 

Thanks to these-various undertakings, American tourism in the Caribbean 
area has progressed somewhat during recent years. But it is nonetheless true 
that the travel thus encouraged is very perceptibly hampered by the application 
of the aforesaid tax, which greatly affects the cost of travel in this area. 

As the Caribbean Commission has pointed out several times in the course of 
its deliberations, and as it has quite recently again noted in its resolutions, the 
abolishment of this tax would undoubtedly contribute effectively to the economic 
development of the Caribbean peoples. In its resolution adopted at the 16th 
session, the Caribbean Commission also stressed the fact that the collection of 
the tax in question might henceforth be considered as discriminatory against the 
territories within its jurisdiction, since the same tax has been abolished on tickets 
for travel to certain neighboring countries. 

The Embassy of France, acting in this matter as an interpreter of the wishes 
expressed by the peoples of the French Departments of Martinique and Guade- 
loupe, believes it advisable to bring these facts once more to the attention of 
the Department of State at a time when the Congress of the United States is to 
be called on to consider this question. 
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The Embassy of France avails itself of the occasion of the present note to 
renew to the Department of State the assurances of its very high consideration. 


The Cuairman. The committee will now stand adjourned. 
(The following material was submitted for the record :) 


COMMONWEALTH OF MASSACHUSETTS, 
Port or Boston AUTHORITY, 
Boston, August 6, 1953. 
The Honorable Danret A. REEp, 
Chairman, House Ways and Means Committee, 
House of Representatives, Washington 25, D. C. 

DEAR CONGRESSMAN REED: So as to help conserve the time of the Committee on 
Ways and Means in the general revenue hearings we do not plan to make an 
appearance at the evening hearings on topic 40—excise taxes. We are never- 
theless deeply interested in any action which lead to the removal or modification 
of the tax on passenger transportation. 

This tax was established as a war measure for the purpose of discouraging 
travel under wartime conditions and not primarily for the purpose of producing 
revenue and under the present conditions it works hardship on the port of Boston. 

For example, the long-established Furness Line which operates from Boston 
via St. Johns to Liverpool. A passenger booking from Boston to Liverpool is 
taxed on that portion of the voyage representing the journey from Boston to 
Halifax, even though the passenger remains on the ship, does not go ashore at 
Halifax and is making a through passage to the ultimate destination, Liverpool 
It means a penalty against the passenger varying from $5 to $10 according to 
the type of accommodation, but this this is entirely avoided by those lines which 
sail direct to Liverpool without calling at a Canadian port. 

The same tax applying on inland rail transportation hampers our efforts to 
bring passengers to Boston. A passenger from Cleveland, Ohio, with rail and 
pullman accommodations to Boston is taxed about $5.50; a coach passenger would 
be taxed about $3.50. 

Because these imposts have increased the cost of doing business through Boston 
we are experiencing considerable difficulty in rebuilding our transatlantic passen- 
ger travel which, of course, was destroyed during the war and which we would 
hope to restore, barring artificial handicaps, to the position which it occupied 
prior to World War II. 

Your astute and courageous efforts in dealing with the taxation problem are 
being watched by those of us who are in the transportation field and we are con 
fident that through you we may obtain some measure of relief in a distressing 
situation. 

Very truly yours. 
JOHN M. BRESNAHAN, Director. 


STATEMENT OF Lovett H. PARKER, CHAIRMAN, SPecrat TAx COMMITTEE OF THI 
NATIONAL CoaL ASsocrATION, IN Re Topic 40 oF GENERAL TAx ReEvIston HEAarR- 
INGS—EXcIsE Tax RATES 


Mr. Chairman and members of the committee, my name is Lovell H. Parker, 
of Washington, D.C. Iam chairman of the special tax committee of the National 
Coal Association. The National Coal Association is the trade association of the 
bituminous coal mine operators, and has in its membership the producers of ap- 
proximately two-thirds of the Nation’s commercial tonnage of bituminous coal. 

The tax on the transportation of property should be repealed in its entirety at 
the earliest possible moment. This tax was adopted as an emergency revenue 
measure in World War II. Like most emergency measures it is ill-considered 
and inequitable. The inequities occasioned by this tax should not be perpetuated 
as a part of our permanent tax system. If it is necessary to replace the revenue 
thus lost, such replacement revenue should be derived from nondiscriminatory 
sources. 

The transportation facilities of the Nation are essential to our economy, in 
peace and in war. The tax on the transportation of property is inimical to the 
development of those facilities, and is discriminatory against low-value, high- 
freight-cost commodities. 
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The freight rate structures are extremely complex, and the imposition of this 
excise tax tends to throw them out of balance. The Interstate Commerce Com- 
mission has long recognized the importance of the freight rate structures to 
competition and commerce. We feel that the excise tax on transportation of 
property should be removed because it unbalances the rate structures established 
over a long period of years. 

The coal industry has lost a great deal of tonnage to foreign residual fuel oil 
dumped on the eastern seaboard in recent years. Such foreign residual fuel oil 
is imported in tankers and seldom is transported very far inland, and the excise 
tax on transportation of coal further hinders coal in its unequal competitive 
fight with this cheap foreign product. 

We urge the Congress to repeal this excise tax in its entirety. If, however, 
the rates are merely reduced, they should be reduced proportionately. Legisla- 
tion has been introduced in this Congress which would reduce the tax on trans- 
portation of oil without corresponding reduction in the tax on the transporta- 
tion of coal. The adoption of such a proposal would merely increase the inequi- 
ties ccasioned by this outdated emergency legislation. 


STATEMENT BY Louis 8S. LAw, Executive DIREcTOR OF THE CARIBBEAN TOURIST 
ASSOCIATION, ST. JOHN’S, ANTIGUA, BRITISH WEST INDIES 


Mr. Chairman and members of the committee, an unfortunate postal delay 
prevented my being advised in time of the date of your hearing on August 10 on 
the subject of the 15 percent travel tax as applied to the West Indies and Central 
America. For this reason I was unable either to apply for permission to appear 
before your committee or to submit a statement on the question. 

This association is sponsored by the four sovereign nations with dependent 
territories in the Caribbean area, viz the United States, United Kingdom, France, 
and the Netherlands. In addition, the Dominican Republic and the Republic 
of Haiti are also members. 

Its primary function is the development of the full potential of tourism in 
the area as the best and quickest means of improving the economic standard 
of its inhabitants. The greatest impediment to this has been the United States 
travel tax. 

In case this statement should seem exaggerated, I would explain that our 
objective is to extend the tourist season to at least 8 months in the year, to the 
end that all hotels will find it worthwhile to remain open and no hotel or other 
employees earning their living from visitors will be dismissed pending the start 
of a new season. 

The winter season, extending from mid December to mid April has brought 
full patronage throughout the area and the extra 15 percent on travel tickets 
has made little difference to the type of traveler who normally takes his vacation 
in winter. 

The summer tourists however, school teachers, clerical workers, etc., with a 
much more slender purse, are to a great extent kept away by the tax, which in 
many islands would pay their keep for 1 week. The stays of this type of traveler 
are much shorter and the turnover or numbers of individual travelers greater— 
a most important factor for the transportation companies. 

The cruise business is considerably affected insofar as it concerns the Carib- 
bean islands, by the fact that cruise steamers often bypass them to call at Ven- 
ezuelan ports in order to avoid the tax. Some steamers this coming cruise sea- 
son are scheduled to call at the Venezuelan island of Margarita, which in fact 
lies some 50 miles further north of the Equator than Trinidad, which makes 
the exemption from tax on a geographical basis, somewhat questionable. 

I believe I am right in saying that the tax was removed from travel to Europe 
and South America in order to encourage travel to those areas and to supply 
them with much needed United States dollars. I declare without fear of con- 
tradiction that the need of the islands of the Caribbean is much greater than 
that of Europe and South America and that the market for American goods in 
the Caribbean can be much extended if a healthier balance of currency can 
be achieved. 

The law, as it now stands, permits the evasion of the tax by people in the know 
and with connections in the area and, in the final analysis, while it is a con- 
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siderable handicap to the full development of Caribbean tourism, it is produc- 
tive of a negligible amount of revenue as compared with the travel tax in gen- 
eral. My estimate is that it would pay the operation of the United States Govern- 
ment for 1% hours per annum. This is based roughly on a United States budget 
of $72 billion and receipts of $12 million from the tax on Mexico, Central America, 
and West Indies tickets. 


STATEMENT OF THE LOS ANGELES CHAMBER OF COMMERCE, LOS ANGELES, CALIF., 
Re Topic 40, Excise-Tax RATES 
That, in the case of the taxes on long-distance telephone calls, telegraph, cable, 
and leased wire services, and transportation, such taxes discriminate against 
certain business and sections of the country and, pending the time when such 
taxes can be repealed, the rates should be substantially reduced. 


(Whereupon, at 10: 28 p. m., the committee was recessed. ) 
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TUESDAY, AUGUST 11, 1953 


House or RepresenraTIves, 
ComMiITTErR ON Ways AND MEANS, 
Washington, D. C. 

The committee met, pursuant to recess, at 7 p. m., in the Ways and 
Means Committee room, Hon. Daniel A. Reed (chairman) presiding. 

The Cuarrman. The committee will come to order. 

We are dealing first with the excise tax on distilled spirits. 

The first witness is Mr. R. E. Joyce, chairman, Tax Council of 
the Alcoholic Beverage Industry. Good evening, Mr. Joyce. If 
you will give your name and the capacity in which you appear, we 
will be very glad to hear you. 


STATEMENT OF R. E. JOYCE, CHAIRMAN, TAX COUNCIL OF THE 
ALCOHOLIC BEVERAGE INDUSTRY 


Mr. Joyce. Mr. Chairman and members of the committee, my 
name is R. E. Joyce. Iam chairman of the Tax Council of the Alco- 
holic Beverage Industry and vice president of National Distillers 
Products Corp. The council represents all branches of the wine 
and distilled spirits industry including distillers, rectifiers, importers, 
wholesalers, hotel operators, package store retailers, and tavern own- 
ers, operating more than 200,000 businesses and establishments. 

While we are concerned with the rates of excise taxes as they apply 
to both wine and distilled spirits, we understand that the wine in- 
dustry will make its own statement to the committee and will con- 
fine our remarks to the rate of excise tax applying to distilled spirits. 

We were greatly pleased when your committee decided to hold hear- 
ings on the general subject of tax revision in an endeavor to remove 
existing inequities, simplify the needless complications in tax laws 
which have developed over the years, and generally secure a better 
balance of tax revenues. We appreciate the opportunity to participate 
in these hearings and offer our views on the present rate of the excise 
tax on distilled spirits. 

We feel that not only is the present method of selective excise taxes 
unsound, since it requires some 45 commodities and industries to pay 
a special tax over and above the taxes paid by industry in general, 
but even within the structure of these selective excise taxes the tax 
on distilled spirits is excessively high and discriminatory. Presi- 
dent Eisenhower recently stated that “the wide variety of existing 
excise rates makes little economic sense and leads to improper dis- 
crimination between industries and among consumers.” It is our 
position that this discrimination is more pronounced in the case of 
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the $10.50 tax on distilled spirits than for any other article bearing 
an excise tax and we shall show that an adjustment of this rate to 
a maximum of $6 a gallon is necessary to bring that tax in line with 
the tax burden now being carried by other industries whose products 
bear an excise tax. 

Obviously, the elimination of inequities and injustices in the cur- 
rent tax laws involves the shifting of collections from some excessive- 
ly taxed commodities to others to accomplish a fair distribution of 
the tax load among all taxpayers. We are frank to admit at the out- 
set that the adjustment in the distilled spirits excise tax rate, which 
we feel is essential to achieve equity, will result in some loss of revenue 
in the Federal excise tax collections from our product. But in the 
case of distilled spirits, there are more compensating factors which 
would offset this apparent revenue loss than would apply to the ad- 
justment of any other rate of tax. These factors will be apparent 
as we discuss the effects of the present high rate. We merely wish 
to emphasize at this point that if we are to reconstruct our tax laws 
so as to eliminate discrimination and inequities we must accept the 
fact that the “take” of the Federal Government will be decreased 
from certain sources of revenue where discrimination now exists. 
Only through such a realistic approach can we revise our tax struc- 
ture to conform to the general principle that the tax burden should 
be distributed fairly among all segments of the economy and all 
classes of the population. 


DISTILLED SPIRITS BEARS A HIGHER TAX BURDEN THAN ANY OTHER 
COMMODITY 


The present $10.50 rate is far out of line with other excise rates. 
No other Federal excise tax rate is so high. It represents 500 percent 
of the cost of producing, warehousing and bottling this commodity. 
An equally high ratio of excise tax to cost of production would re- 
sult in a $2,000 Ford sedan selling for $7,750, a 25-cent package of cig- 
arettes for 49 cents and a $200 television set selling for $750. 

Since repeal of national prohibition, the distilled spirits tax rate 
(as shown in the chart below) has increased 854 percent. 
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Since prewar 1941 alone it has increased 16214 percent against an 
average increase of 4514 percent for all other excise rates. 

It is the largest source of Federal excise revenue. Today this one 
product alone ‘furnishes nearly $1 out of every $5 collected in excise 
taxes—an increase of 11 percent since 1939 despite the fact that the 
coverage and rates of excise taxes have been greatly expanded during 
that time. 

A comparison with foreign countries, which are often believed to 
deal more harshly with spirits than our own, shows that in the same 
13-year period the increase in our spirits excise-tax rate was 5 times 
greater than the Canadian increase and almost twice as great as the 
British increase. We know of no other country in the world that 
receives so high a proportion of its commodity tax from distilled 
spirits. 

This condition is further aggravated by additional Federal and 
States levies, applicable only to distilled spirits, which raise the total 
tax burden to $13.30 a gallon. 

Any revision of our “tax structure to remove inequities and relieve 
discrimination must provide for a downward adjustment of the pres- 
ent $10.50 a gallon rate. An adjustment to $6 would be 50 percent 
higher than the prewar rate. It would merely remove the last two 
emergency increases recognized as temporary when they were im- 
posed. It would still leave the tax burden 30 percent higher than 
that borne by any other commodity with the exception of cigarettes. 

Sound standards of taxation require first, that taxes “should be 
borne according to the ability to pay (which increases more than 
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proportionately from the lower to the higher income brackets) and 
second, that equity calls for equal treatment of equals (requiring jus- 
tification for differences in treatment). The present spirits tax fails 
to meet these tests and, in doing so, unfairly burdens the consumer, the 
distilled spirits industry, the States, and the public, because— 

(a) It is a wage earner’s tax and takes too much of the consumer’s 
dollar. 

(6) It deprives the States of badly needed revenue without regard 
to their needs or ability. 

(c) It has denied the distilled spirits industry its share of growth 
in an expanding economy. 

(d) It has harmed the public by creating a revenue-stealing illegal 
industry. 

THIS TAX IS UNFAIR TO THE CONSUMER 


The present tax is unfair to the consumer because it is a wage earn- 
er’s tax and takes too much of the consumer’s dollar. 


HIGH PERCENTAGE OF CONSUMER’S DOLLAR 


It represents a far higher proportion of the consumer’s dollar than 
any other excise tax. Of the $4.27 you might pay for an average-price 
bottle of whisky, $2.38 would be tax—43 percent of the price for 
Federal taxes, 13 percent for State and local taxes. This means that 
56 cents of the consumer’s dollar goes for taxes. This burden is far 
heavier than that borne by other excise commodities. It compares 
with a burden of 16.67 percent for furs, jewelry, luggage, toilet arti- 
cles and theaters; 9 percent for cigars; 8 percent for automobiles; and 
7 percent for gasoline. Cigarettes, the next highest-taxed commodity, 
figures 32 percent of the selling price. 


FEDERAL TAX BITES 
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WAGE EARNER’S TAX 


Based on a survey by the Department of Agriculture, Bureau of 
Home Economics, it is estimated that two-thirds of the spirits excise 
revenue is paid by persons with annual incomes of $5,000 or less. 
Many persons of low income have ceased to be consumers of the 
product because of the tax-inflated high price—others have forsaken 
the tax-paid product and sought the cheaper product of the moon- 
shiner. 

The tax bears too heavily on one class of consumer and within that 
class discriminates against the low-income consumer. It fails to 
meet the test of ability to pay, because it falls more heavily on the 
poor man. 

NOT JUSTIFIED AS LUXURY TAX 


This high excise tax cannot be defended on the theory that spirits 
are a luxury and that “anyone who can afford to buy spirits can afford 
to pay the tax on it.” Some people presume to judge what is a 
luxury for others, completely disregarding the facts. It is useless 
to argue that poor people could or should do without spirits when 
the facts show clearly that they do nothing of the kind. Indeed, if 
they did go without spirits, revenue from this tax would shrink badly. 
It is the very fact that the persons of low income do continue to con- 
sume spirits in quantities not very dissimilar from persons of more 
substantial means that explains why heavy taxes have been put upon 
them. As one eminent economist, Henry Simons, once put it, luxuries 
are too often defined as “commodities which people ought to do with- 
out and won’t.” 


NOT JUSTIFIED AS CONTROL MEASURE 


Nor can the high tax be defended on the grounds that there are 
social problems surrounding the sale of the product. The 21st amend- 
ment gave to the States complete authority to deal with these so-called 
social problems and such matters should not be indirectly legislated 
upon by the Federal Government under the guise of tax legislation. 
But more importantly, a social problem cannot be controlled through 
excessive taxation. Excessive taxation creates social problems rather 
than reducing them—in this case, it has furnished the incentive for a 
flourishing moonshine industry which presents one of today’s major 
social problems. 


THIS TAX IS UNFAIR TO THE STATES—HIGH FEDERAL EXCISE USURPS STATE 
POWERS 


Events of recent years have placed the States in an unenviable 
position. As the Federal rate of tax has been gradually increased, 
the actual or potential market for distilled spirits has been restricted, 
thus depriving the States of potential revenue which otherwise they 
would have enjoyed. At the same time, a sharp postwar increase in 
moonshining has greatly increased enforcement problems and costs 
for many of the States. 

Through the constant increase in the tax, the Federal Government 
has indirectly impaired the revenue-raising ability of the States. 

These twin evils have been publicly recognized by State officials. 
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The Legislatures of Nevada, Maryland, and Indiana have memorial- 
ized Congress to reduce the Federal excise tax on distilled spirits 
(exhibits A, B,andC). Officials of other States have expressed grave 
concern and the two national associations representing control author- 
ities of 45 States—men engaged daily in the control and sale of the 
product—have a lopted resolutions urging Congress to reduce the Fed- 
eral levy to $6 a gallon (exhibits D and E). 


SPIRITS EXCISE CUTS DOWN IMPORTANT STATE REVENUE SOURCE 


State revenues from distilled spirits have not kept pace with Federal 
revenues, nor have they kept pace with State expenditures. The in- 
crease in the Federal excise tax rate since 1939 has been over six times 
the average increase in State excise rates. 

While in 1942 25 percent of the spirits tax on an average-price bottle 
of whisky went to the States, this has today dropped to 13 percent. 

Revenue from distilled spirits alone constitutes 6 percent of the 
total State tax receipts and these funds are used by the States for 
many services—old-age pensions, teachers’ salaries and other school 
funds, highway maintenance, hospitals, and so forth. Any decrease in 
revenues from distilled spirits must result in a decline of services or 
increases in other taxes. 


“POOR STATES” HARDER HIT THAN PROSPEROUS 


Besides depriving States of needed revenue, the Federal excise also 
drains from their jurisdiction purchasing power, without regard to 
their ability to give it up. It does not distribute the effect of the tax 
equally among the States. 

This excise, a “specific” tax, lays a heavier burden on States with 
a low per capita income than on the “richer States”. Residents of 
States with a low per capita income contribute to the Federal spirits 
revenues a larger proportion of their income than residents of States 
with a higher per capital income. 

For example, New York, California, and [llinois—among the most 
prosperous States in the Union—pay Federal spirits excise of approxi- 
mately seven-tenths of 1 percent of income, while Louisiana, South 
Carolina, and Florida had average payments amounting to more than 
1 percent. 





RELIEF OF STATES THROUGH REDUCTION OF FEDERAL RATE 


At first glance, the answer to the revenue problem of the States 
might seem to be an increase in their rates. But the States have 
learned through experience that this is not the answer. Most States 
recognize that to increase taxes would merely drive more consumers 
from the legal market. 

The answer to the States’ problem is a readjustment of the Federal 
excise rate to $6. Economists have estimated that a $6 rate, under 
‘resent economic conditions, would increase legal industry sales to at 
east 264 million wine gallons a year. Such a sales lével would mean 
a 37.5 percent increase in State gallonage tax collections without a 
single increase in State tax rates. 

A $10.50 tax is inequitable in its burden on the States, for it deprives 
them of revenue without regard for their ability to forego it and treats 
them unequally even though their needs may be the same. 
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THIS TAX IS UNFAIR TO THE DISTILLED SPIRITS INDUSTRY—SPIRITS EXCISE 
HAS STUNTED THE GROWTH OF THE DISTILLED SPIRITS INDUSTRY 


Distilled spirits are subject to a tax burden wholly out of line 
with that imposed on the products of other industries representing 
no greater scale of capital investment, involving no greater risk, pro- 
viding no greater volume of employment, and offering no greater 
sitisfaction to consumers. This tax cle: arly violates the fundamental 
tax principle of “equality of treatment for equals.” 

The sizable and frequent excise tax increases have restricted the 
market for our product denying the distilled spirits industry its fair 
share of expanded markets. Increases in employment, spending 
power and population have brought larger markets to industry in 
general. Our industry is the exception. We have been forced to 
mark time while others marched ahead. 

Whatever year one takes for comparison, the distilled spirits indus- 
try is found to lag far behind the economy generally. For example, 
compared with 1942, distilled spirits gallonage tax paid in 1952 w: as 
down 3 percent. Yet over the same ‘period, retail sales were up 75 
percent, disposable income up 23 percent, and personal consumption 
expenditures up 45 percent (all adjusted for ch: anges in price levels). 
Almost alone among major industries of the N ‘ation, the distilled 
spirits industry suffe red a decline between 1942 and 1952. (See chart 
on preceding page.) 


SPIRITS' SALES LAG FAR BEHIND THB ECONOMY 


Change 1941-1952 Change 1942-1952 











(adjusted for 
price change) 


RETAIL GALES 
(adjusted oe, 


price change) 







Comparisons with 1941, while somewhat less dramatic, still reveal 
the spirits industry as one that was denied the rapid growth of the 
economy generally. While distilled spirits gallonage tax paid in- 
creased 6 percent between 1941 and 1952, disposable income rose 39 
percent, personal consumption expenditures 42 percent, and retail 
sales 64 percent (also adjusted for price levels). 

The stunted growth of the distilled spirits industry becomes clearest 
when viewed in the light of per capita consumption. Compared with 
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both 1941 and 1942, spirits consumption in 1952 declined. This indi- 
cates that the industry actually lost ground. 

Not only have sales of distilled spirits lagged, but profits in this 
industry have declined since prewar while those of all manufacturing 
industries have risen. 
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DISTILLERS' PROFITS DOWN, OTHER INDUSTRIES' UP 


UP orn 
22% INDUSTRIES 





DISTILLERS DOWN 


40% 


Moreover, stock values of this industry have failed to keep pace 
with those of industr y generally. 

A report from the National City Bank of New York, which com- 
pares earnings for some 45 manufacturing industries in 1952 with 
earnings for previous years, shows those of the distilling industry off 

39.5 percent from those for 1951, and down 40 percent from those for 
1942. By contrast, earnings for manufacturing corporations gen- 
erally were down only 14.6 percent from 1951 and up 21.8 percent 
ever 1942. 


THIS EXCISE HAS INCREASED FAR MORE THAN OTHER EXCISES 


The reason for the failure of this industry to keep pace with the 
expansion of American economy generally is obvious. It has labored 
under the handicap of a drastically disproportionate share of the 
commodity excise burden. The three increases in this tax since 1941 
have not only widened the disparity between this tax and other com- 
modity excises but they have been grossly disproportionate to those 
cf other closely related commodities. In most tax systems a common 
position has been assigned to tobacco, gasoline, and alcoholic beverages. 
There is no sound economic reason justifying this, but nevertheless 
these products have borne a heavier burden than others. It would be 
supposed that a proportionate relationship would be maintained 
among these products. Such has not been the case. 

Measured on the basis of percentage of tax to retail sales, the 
spirits excise increased over 100 percent between 1939 and 1951, while 








GENERAL REVENUE REVISION 2771 


the ratio for cigarettes declined 21 percent and the ratio for gasoline 
remained the same. 


Ratio of taz collections to retail sales 





3 : Percentage 
Commodity 1939 1951 change in 
ratio 
A 5 Percent Percent 
Diletled sles ccnsccnsescasidaasescivasit bards oe 19. 6 39.7 +103 
Cigarettes _ - pads = Se 43. 5 34.4 —21 
CG isakichenncdsicidenied Sidi ; Vv am 4.9 4.9 0 


NoTE.—Based on 1951 data issued prior to November 1951 excise-tax increases. 1952 figures not yet 
available but should show greater discrimination against distilled spirits. 


During this period the percentage increase in the excise-tax rate 
levied on distilled spirits in the U nited States was 11 times greater 
than the increase in the cigarette tax and about 4 times greater than 
that in the gasoline tax. 








| | Rate, Percent 

Commodity | Basis of tax 1939 rate | Jan. 1 } Increase, 

| “1952’ | 1939-52 
Distilled spirits............................] Proof gallon | $2. 25 $10. 5 367 
Tobacco (cigarettes)_.....___- ...-| Per thousand... 3. 00 4. 00 i) 
Gasoline. .... aie ene ne . | Per gallon | . 01 . 02 | 100 


It is thus clear that the tax treatment of distilled spirits in the 
economically stormy war and postwar period completely disregarded 
the basic tax principle of “equality of treatment. 


THIS TAX IS UNFAIR TO THE PUBLIC 


The $10.50 Federal excise tax on distilled spirits is unfair to the 
public because it has created a tax-dodging, illegal industry whose 
tax evasions have added to the revenue burden bei ‘ing carried by all 
taxpayers. 

This moonshining industry robs the Federal and State Treasuries 
of tens of millions in excise revenues and it is steadily growing. 

By furnishing the incentive to organized gangsters and rac keteers 
to revive the shameful conditions that prev: ailed duri ing prohibition, 
this tax is bringing a social blight on the Nation that may prove very 
difficult to erase. 

Spawned during prohibition, big-time moonshining was well en- 
trenched and operating full blast when repeal became effective in 1933. 
It continued to flourish for several years thereafter, for at that time 
a number of States had not repealed their dry laws and the legal 
distillers had an insufficient quantity of aged whisky on hand to meet 
consumer demand. 

By 1939, however, 45 States had legalized the sale of distilled spirits, 
and the supply of ‘legal liquor had increased. As a result, moon- 
shining—as measured by the capacity of stills seized by Federal 
agents—began to decline. This decline, aided by the vigorous en- 
forcement efforts of a competent force of Federal investigators, con- 
tinued until 1944. Then the downward trend stopped and, since the 
end of 1946, moonshining has been constantly on the increase, until 








2772 GENERAL REVENUE REVISION 


today the cubic capacity of seized stills equals the capacity of those 
seized during the period immediately following prohibition. (See 
chart.) 


FEDERAL STILL SEIZURES IN TOTAL UNITED STATES 


Total Cubic 1935 - 1952, INCLUSIVE 
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The forces responsible for the reversal of this trend in moonshining 
were set in motion by a series of events that began in .1942. First, the 
excise tax on distilled spirits was raised from $4 to $6 per gallon in 
November 1942, and it was further increased from $6 to $9 per gallon 
in April 1944. The effect of these tax increases on moonshine pro- 
duction was not immediately felt, because manpower was being ab- 
sorbed by the military and by the war plants, and because raw mate- 






gee 
ite 





3,000 1,500 


2,000 1,000 






1,000 500 


| 
| 





‘ 


GENERAL REVENUE REVISION 2773 


rials needed by the moonshiner, such as copper and sugar, were in 
short supply and under allocation. 

But the ultimate result of these tax increases was foreseen, even by 
those outside the liquor industry. The House Ways and Means Com- 
mittee pointed out in 1944 that while the industry could stand the in- 
crease from $6 to $9 a gallon as a “temporary” measure during the 
war years, under normal conditions such a high rate might increase 
moonshining. In its report, the committee said : 

Since the production of all liquor with the exception of limited amounts of rum 
and brandy has been suspended, the demand is so high that the added tax will 
not reduce consumption. Ordinarily, such a high tax rate might increase the 
amount of bootlegging. It is felt that this will not occur under the present 
circumstances. The wartime shortage of such materials as sugar and copper 
will prevent a substantial increase in illegal distillation. [Italics ours.] 

This prophecy of your committee came true. For when, following 
World War II, critical materials were again available, moonshining 
began to increase. The increase was further stimulated by an addi- 
tional excise tax increase of $1.50, imposed in 1951. Moonshining has 
gradually and consistently grown until today it has reached propor- 
tions comparable to those at the time of repeal. 

During 1952, 20,694 illegal stills were seized by Federal, State, 
and local authorities. They had a combined daily producing capacity 
of 684,000 gallons, representing a tax loss of over $7,000,000 to the 
Federal Government alone for every day that they operated to 
capacity. 

Since calendar year 1946, the number of stills seized by Federal 
agents alone has increased 65.4 percent. The producing capacity of 
these stills has increased 113.4 percent, and the number of gallons 
of mash seized is up 143 percent. These facts become all the more 
impressive when we realize that during this same period the number 
of agents employed in tracking down illegal stills has decreased 17 
percent. 

To say that conditions are no worse now than they were immedi- 
ately following prohibition is to fail to properly evaluate these figures. 
The prewar figures show that moonshining was on the downgrade but 
the postwar figures show it on the upgrade. 

But much more significant than the number of stills seized is the 
change in their size and capacity, and their reappearance in metro- 
politan areas. 

For years, the greatest proportion of stills seized in this country 
has been in the Southern States—many of them small, individually 
operated affairs. But recently, enforcement agents have been seizing 
large stills in northeastern cities, built and operated by well-financed, 
well-organized criminal gangs, which have established places of stor- 
age, “drops” for the bottling and packaging of moonshine, and well- 
organized channels of distribution. 

These are large column stills of the type found in modern distil- 
leries, capable of producing 1,000 to 2,000 gallons a day, and costing 
from $25,000 to $100,000 to construct. They cannot be operated by 
one man. Distilling operations on such a scale require well-organ- 
ized, well-financed, and well-directed groups of criminals. The big- 
time, big-city racketeer has moved in on the moonshining business. 

This is the trend that is alarming—large stills in the northern met- 
ropolitan cities accompanied by the reapparance of the organized 
gangster mobs reminiscent of prohibition days. 
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Just 2 weeks ago in Newton, N. J., a still described by the Newark 
Evening News of July 29 as being capable of producing at least 1,200 
gallons of alcohol daily was seized by State police, sheriff’s deputies, 
and New Jersey alcoholic-bever rage-control agents. The main column 
of this still, according to the new spaper, was: 30 feet high and 36 inches 
in diameter. Attached is a reprint of the newspuper account of this 
seizure (exhibit G). 

The week before that, on the night of July 23, a still capable of 
producing 1,350 gallons of 180-proof alcohol daily was seized in Phila- 
lila. It was found in a 2-story stone house. It had an 18-foot 
copper column extending through both floors of the house, and it was 
valued at $50,000. Phil: adelphia Police Commissioner Thomas J. 
Gibbons called it “the largest still ever to operate in this city,” and 
said it was “a clever si che me to cheat the Government of nearly ‘$14,000 
in taxes every day.” (Philadelphia Inquirer account describing 
seizure attached as exhibit H.) 

These are not isolated incidents. They were the 19th and 20th 
1,000- to 2,000-gallon daily capacity stills seized within a 100-mile 
radius of New York City in the past 18 months. And, in addition to 
these, there were 6 other stills capable of producing 5(0 gallons or more 
a day seized in the same area during the same period. The location 
of these stills is illustrated on the attached map (exhibit J). 

These huge illicit stills—all showing the handiwork of “master 
craftsmen”—have been found in neat cottages, office buildings, ware- 
houses, and apartment buildings. One operated on a floating barge 
in the East River off Manhattan Island. A 1,000- gallon still was 
seized within 2 blocks of a police station in downtown Brooklyn, NX. 
Another of 1,200-gallon capacity was found in a city-owned building 
on the busy Brookly n waterfront. Still another, this one with a 2.000- 
gallon capacity, estimated to have cost at least $100,000 and with 50,000 
gallons of mash in the vats, was seized at Malaga, N. J. 

Investigations by Federal agents have established that practically 
all of these large, costly stills were built by rich, well-organized crimi- 
nal syndicates ‘who already had their lines of distribution set up, who 
already had a market awaiting their product, and who had reasonable 
belief that they would be able to operate long enough to amortize their 
huge investment and pile up a tremendous profit as well. 

Not only does the character of this big-time operator differ from 
that of the so-called traditional moonshiner, but so does the product 
that he sells. It is not confined to white moonshine in jugs or flasks. 
He resorts to the expedients and the devices developed during pro- 
hibition. He sells his products in packages simulating every nation- 
ally advertised brand of domestic and imported liquor, sometimes 
using the original bottles, labels, and tax stamps, sometimes using 
counterfeit labels and stamps. 

We are submitting a picture (exhibit K) of some of the products 
of these moonshine gangs. You will notice that the bottles purport 
to be some of the best known and best selling brands of whisky in this 
country. They were found by our investigators right in the city of 
New York. 

As you can see it is difficult to distinguish the products pictured 
from the real thing. Some of these bottles were shown to the presi- 
dents of the distilling corporations which produce the brands imi- 
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tated, and they were unable to distinguish from their outward appear- 
ance, these bottles from their own legitimate, tax-paid product. 

Today’s moonshiners are not content, either, to confine themselves to 
illegal distilling. They have expanded into the hijacking business— 
a racket that eeaitnad deaniae prohibition. In recent months almost 
every major distilling company has been victimized by hijackers. 
Some of the legitimate, hijacked liquor is used by the moonshiners for 
blending with white moonshine in the concoction of their imitation 
products. 

One major question remains unanswered. There is a great deal of 
moonshining—but just how much moonshine is actually being pro- 
duced in the Nation as a whole? We should like to know the answer 
ourselves, and we have spent many hours of research trying to find it. 
We know that the capacity of the stills seized in 1952 was 684,000 
gallons a day. And we can make a fairly accurate estimate as to the 
number of days each still operated. But these are only the stills that 
actually were seized. No one knows how many there are that operate 
undetected. Various estimates of the moonshine production have been 
made, but they are all subject to question because of this unknown 
factor. 

But we do know that the capacity of these stills is more than suf- 
ficient to supply whatever the country’s demand may be for moon- 
shine. For there is hardly a city of any size where moonshine cannot 
be purchased today, if one knows where to ask for it. 

One incident—an isolated one, it is true—will nevertheless serve to 
give us some indication. In the fall of 1951, in Atlanta, Ga., 42 per- 
sons died and scores more were sickened, blinded or crippled as a 
result of drinking poison moonshine. There was considerable news- 
paper and radio publicity concerning the deaths and illnesses, and 
overnight the sale of legal liquor in licensed packaged stores in Atlanta 
doubled. Over the following 5 months, sales of legal, tax-paid liquor 
in the Atlanta area ran 51.7 percent ahead of those prior to the 
tragedy. 

There can be no doubt that the high Federal excise tax is directly 
related to the constant growth in moonshining over the past 7 years. 
It is important to remember that this increase has come about during 
good times, when income has been high and unemployment low. 
Should there be a period of recession, which would bring about an 
increase in unemployment, we could expect an even more marked shift 
from tax-paid liquor to moonshine. For a high percentage of the 
consumers of distilled spirits are in the lower-income brackets. 

Now we come to an important question—* What might the reduction 
of the rate to $6 cost the Government?” 

Our best estimate is that the reduction might result in a net loss in 
Federal revenue of approximately $210 million, while increasing 
State revenues by approximately $70 million. 

No one knows what the maximum consumption of distilled spirits 
might be in the country if the excise tax were completely removed 
from the product. We do know, however, that in 1946, just prior 
to the postwar uptrend in moonshining and when the tax was $9, the 
per capita consumption of the country was 1.65 gallons. A reduction 
of the present tax rate to $6 would no doubt reverse the present moon- 
shining trend and bring about a sharp curtailment in the untaxpaid 
product. This, when combined with the 11 percent rise in purchas- 
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ing power since 1946, should return consumption levels to the neigh- 
borhood of the 1946 per capita figure of 1.65 gallons. 

Based upon such a per capita consumption under today’s popula- 
tion, and making allowances for increased corporate and personal 
income-tax collections, the net cost to the Government would be ap- 
proximately $210 million. The increased gallonage also would bring 
the States an additional $70 million in tax collections, leaving a net 
loss to the public revenues of only $140 million. 

Our industry feels that the public is entitled to the benefit of any 
tax reduction, and it is anticipated that any excise-tax relief will 
be passed on to the public. This would free $783 million from the 
amount now being spent on liquor for consumers to spend for the 
things they buy, including legal liquor. 

Incidental but highly important is the additional advantage this 
$783 million increased trade in commodities will have on added em- 
ployment, increased use of real estate, increased business for related 
industries furnishing raw materials to the manufacturer, and increased 
services in the distribution of the products. 

The present $10.50 tax is, in our opinion, clearly discriminatory 
against the consumer, the various States, the industry, and the public, 
and if we are to correct inequities in our present tax laws, the rate 
should be reduced to $6. 

(The following exhibits were submitted for the record by Mr. 
Joyce :) 

EXHIBIT G 


[From the Newark Evening Sun, July 29, 1953] 
Bie Stitt CAMOUFLAGED IN Sussex SILo 
RIVER POLLUTION LEADS TO DISCOVERY 


(Staff correspondent ) 


NEwTON.—State police, sheriff's deputies, and alcoholic beverage control agents 
yesterday uncovered a large still built into a silo at the Springbank Farm in the 
Baleville-Branchville road near here. The whole operation was concealed in neat 
farm buildings. 

A brown color in the Paulinskill River led to uncovering the still. Sheriff Skok 
and State Police Sergeant Kloza were making a routine check to locate the 
source of the pollution when they discovered the still. 

The raiders found 15,000 gallons of mash, 2 tons of sugar, and a small quantity 
of alcohol. They said the still was capable of producing 5,000 gallons of alcohol 
daily. 

The ABC agents, who described the still as one of the most modern yet seized in 
New Jersey, said 5 large wooden fermenting vats, filtering apparatus and 
pumps were built into a silo, barn, and 2 additions to the barn. Farm equip- 
ment was stored outside. 

The main column of the still, concealed in the silo, was 30 feet high and 36 
inches in diameter. 

The raiding party arrested John D’Agostino, a former Budd Lake resident and 
owner of the farm. He said he rented the farm in May to the Leonard Bleach & 
Solvent Co. of Port Jervis, N. Y., and knew nothing of the still. 

D’Agostino, who purchased the farm last November, admitted constructing the 
buildings which concealed the still and equipment, agents said. He told them 
he built the structures to store farm machinery. D’Agostino’s- home is 300 feet 
from the barn, according to police. 


WASTE PUMPED TO RIVER 


Police said the still was warm and speculated it had been used early yesterday. 
Skok said waste was pumped through an underground pipe to the river, a 
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quarter of a mile away. The still included a 9,000-gallon vat built into the silo, 
four 5,000-gallon vats in a new addition to the barn, and a mixing vat. 

Port Jervis police reported that a check of the area had failed to reveal apy 
Leonard Bleach & Solvent Co., or any firm of similar name. 

D’ Agostino was to be arraigned today, charged with possession of an illicit still. 


ExuHisit H-1 
[From the Philadelphia Inquirer, July 24, 1953] 


MAMMOTH STILL SEIZED IN RAtp IN ROxBOROUGH 


Operations of a still capable of producing 1,350 gallons of 180-proof whisky 
daily were halted last night when officers of Capt. William Down’s special squad 
staged a raid on West Shawmont Avenue, a half-mile west of Ridge Avenue, 
Roxborough. 

Police Commissioner Thomas J. Gibbons said he believed the still “was the 
largest ever to operate in the city.” He called the operations “a clever scheme 
to cheat the Government of nearly $14,000 in taxes a day.” 

Although the plant, valued at nearly $50,000, was idle at the time of the raid, 
police indicated the operators were ready to resume production soon. 


OWNER ARKESTED 


Captain Downs said the two-story stone house that housed the boiler and a 
huge copper still contained 12,000 pounds of sugar and 1,000 pounds of dry yeast. 

Police also confiscated 15 5-gallon cans of whisky. 

Mathew Keck, 54, a cabinetmaker and the owner of the property, was arrested 
and charged with violating the State liquor laws. 

Keck, who lives in a frame house some 50 yards from the still, denied any 
knowledge of the operations. He told police that “some men came to me to rent 
the property a few months ago.” He refused to give any names, 


HEARINGS TODAY 


He said he believed the men to be builders because “they were always hauling 
building materials to the stone house.” 

Keck will have a hearing today at the Ridge Avenue and Cinnaminson Street 
station. 

Captain Downs said the raid was conducted after numerous complaints were 
received by police of “alcoholic smells” in the area. He said his men investigated 
the operations for nearly a week before making the raid. 

Francis V. Wills, superintendent in charge of the alcoholic and tobacco tax 
division of the eastern and midd@le Pennsylvania judicial district, said, “A 
master craftsman is responsible for building this still.” 

He said most raids by police involved stills capable of producing less than 
100 gallons a day. He called the 1,350-a-day capacity of the still raided last 
night “enormous,” stressing the fact that liquor is taxed at $10 a gallon. 

Wills said he believed the still was constructed about 9 months ago and 
that the production scheme was to produce one large batch and then halt so 
as not to arouse suspicion. He said he did not believe the still was operated 
daily. 

LIKE A DISTILLERY 


Several thousand empty 5-gallon shipping containers were stored near the 
still. 

Captain Downs said the operation assumed “distillery-like proportions.” His 
men uncovered a 3-inch pipeline leading from the still to a storage shed more 
than 50 yards away. 

In the shed were housed four giant vats and a new electric pump. Each vat 
was 8 feet high and measured 7 feet in diameter and each had a capacity of 
5,000 gallons each. 


VISITORS RELEASED 


While the raid was being conducted, Keck’s brother, Carl, 40, of Kingston 
Road, Havertown, and William Becker, 50, and his wife, Adolphina, 50, both of 
Blue Bell, Pa., arrived at the scene, apparently to visit Keck. Police released 
them after questioning. 
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Commissioner Gibbons said he would ask for “complete statements” from 
Inspector Robert Strange, commanding oflicer of the sixth police division, and 
from Capt. Vincent B. Harris, commanding officer of the fifth district, in whose 
territory the still was located. The commissioner said he wanted to know 
“under what circumstances the still was able to operate.” 

(Photographs omitted.) 
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pe STILL SEIZURES 
IN NORTHEASTERN AREA 
500 to 2000 GALLONS DAILY PRODUCING CAPACITY 


FROM JANUARY 1, 1952 to JULY 31, 1953 


ExHipBir A 


ASSEMBLY JOINT RESOLUTION 1—JoINT RESOLUTION MEMORIALIZING THE CONGRESS 
OF THE UNITED States To Repuce THE FrepERAL Excise Tax ON DISTILLED 
SPIRITS 


Whereas between 1941 and 1951 the Federal excise tax on distilled spirits has 
been increased 162% percent; and 

Whereas in the same period the median increase in Federal excise taxes on 
44 other product groups subject to Federal excise taxes was by 4514 percent. 

Whereas since pre-World War II, the proportion of the average retail price 
consisting of tax has increased 89 percent in the case of distilled spirits, whereas 
it has decreased 19 percent in the case of cigarettes and 21 percent in the case of 
gasoline; and 

Whereas some one-half million families in the United States of America look 
to the production and sale of distilled spirits as their source of livlihood; and 

Whereas some 400,000 families in the United States of America have an owner- 
ship-participation in one branch or another of the distilled spirits industry ; and 

Whereas on the basis of recent financial statements, the profits available to 
stockholders in distilling companies have declined between $52 million and $103 
million and the resale value of their stock holdings has declined some $200 
million; and 

Whereas in the year 1952 the lawful sales of distilled spirits declined by some 
27 million gallons over the previous year, thus causing a loss of revenue to the 
Federal Government, as well as to employees and stockholders; and 

Whereas the latest increase in the Federal excise tax on distilled spirits has 
cost the American consumer some $346 million over the cost for the same gallon- 
age at the previous tax rate; and 
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Whereas the present Federal excise tax on distilled spirits is obviously dis- 
criminatory and confiscatory and economically unsound, and causes a very sub- 
stantial reduction in the tax revenues of the several States as well as of the 
Federal Government: Now, therefore, 

Resolved by the Assembly of the State of Nevada (jointly), That the Congress 
of the United States of Ameria be, and it hereby is, memorialized to reduce the 
Federal excise tax on distilled spirits from its present discriminatory and 
confiscatory rate of $10.50 per gallon to $6 per gallon, which is still 50 percent 
above the applicable tax rate in 1941; and be it further 

Resolved, That duly certified copies of the resolution be forthwith transmitted 
by the secretary of state of the State of Nevada to the President of the Senate 
of the United States of America; the Speaker of the House of Representatives 
of the United States of America; each of the United States Senators from the 
State of Nevada; and the Members of Congress from the State of Nevada. 





ExHIsBIT B 


RESOLUTION No. 1.—JoInT RESOLUTION PETITIONING AND MEMORIALIZING THE 
CONGRESS OF THE UNITED States To Stupy THE FEDERAL Liquor Tax Poricy 
AND To Enact LEGISLATION To Revucke THE PRESENT ExcessiveLty HicH Tax 
RATE 


Whereas the 21st amendment to the Constitution of the United States vests in 
the individual States control over the trade in and use of alcoholic beverages; 
and 

Whereas in the exercise of such control 46 States including the State of Mary- 
land have recognized the compelling demand for alcoholic beverages, and have 
enacted laws to protect the health, welfare, safety, and morals of the people by 
allowing those who are morally responsible to engage in the production and 
distribution of alcoholic beverages, and by strictly supervising such production 
and distribution ; and 

Whereas the aforesaid 46 States have levied excise taxes on alcoholic bever- 
ages for the purposes of encouraging temperance, reimbursing the States for 
their costs in maintaining such strict supervision and control, and providing 
revenue; and in fixing the amount of these excises, States have sought an 
optimum figure which will achieve a balance between the three enumerated 
objectives; and 

Whereas the Federal Government has so substantially increased its excise tax 
on alcoholic beverages that the consumer price of such beverages has risen to 
several times their cost of production; and 

Whereas the result of such increase in consumer price has been to divert many 
sales from the controlled distribution system set up by the State of Maryland 
to the bootleg industry with an accompanying disregard for law, danger to the 
health of its citizens, and loss of revenue to both State and Federal Govern- 
ments; and 

Whereas it is the considered judgment that the Federal Government has 
raised its excises beyond the optimum level consistent with the objectives of 
taxation and control; and has taken from the State of Maryland the power to 
restore the proper balance: Therefore, be it 

Resolved by the General Assembly of Maryland, That in order to eliminate 
bootlegging, restore respect for law and order, and provide adequate revenues for 
both State and Federal Governments, that the General Assembly of Maryland 
does hereby memorialize and petition the Congress of the United States to study 
the Federal liquor tax policy and enact legislation reducing the present exces- 
sively high tax rate: And be it further 

Resolved, That the Secretary of State be requested to send a copy of this 
joint resolution under the Great Seal of Maryland to the Members of the House 
of Representatives of the United States from Muryland, the United States Sen- 
ators from Maryland, the Speaker of the House of Representatives of the United 
States, and the presiding officer of the Senate of the United States. 

Approved: 

THEODORE R. McKetpin, 
Governor. 
JOHN C. LUBER, 
Speaker of the House of Delegates. 
GreorcE W. DeELtLa, 
President of the Senate. 
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Exurslr C 


A CONCURRENT RESOLUTION MEMORIALIZING THE CONGRESS OF THE UNITED STATES 
To Reduce THE FreperRAL Excise Taxes IMPOSED ON ALL KINDS OF ALCOHOLIO 
LEVERAGES 


Whereas the Federal excise taxes on alcoholic beverages has increased approxi- 
mately 900 percent since 1933; and 

Whereas the Federal excise taxes on distilled spirits has risen from $1.10 a 
proof gallon in 1933 to $10.50 today ; and 

Whereas other taxes add an average of $2.80 more; and 

Whereas today over half the price the consumer pays for alcoholic beverages is 
tax ; and 

Whereas such high taxes encourage the illegal manufacture of alcoholic bev- 
erages ; and 

Whereas because of such illegal manufacturing of alcoholic beverages, the 
Federal, State, and local governments are being cheated out of millions of 
dollars a day in tax revenue; and 

Whereas with a more equitable Federal taxing of alcoholic beverages by 
materially reducing such taxes, bootlegging, which thrives on its “no-tax’’ 
price advantage, would become less attractive to criminals and graft and 
corruption which accompanies such highly outlaw activities would be reduced; 
and 

Whereas a reduced Federal tax would bring the pricing of legal alcoholic 
beverages within the reach of the average-income buyer: Now therefore, be it 

Resolved by the house of representatives of the 88th general assembly of the 
State of Indiana, the senate concurring: 

SecTion 1. The Congress of the United States is hereby memorialized and 
petitioned to enact legislation reducing the amount of Federal excise taxes on 
all alcoholic beverages. 

Sec. 2. The clerk of the house is hereby instructed to send a certified copy of 
this resolution to the President of the United States, to the President of the 
United States Senate, to the Speaker of the National House of Represenatives, 
and to each United States Senator and to each Congressman from the State of 
Indiana. 


Exuisit D 


RESOLUTION ADOPTED AT THE 15TH ANNUAL MEETING OF THE NATIONAL ALCOHOLIC 
BEVERAGE CONTROL ASSOCIATION ON NOVEMBER 17-19, 1952, at THE SANs Soucr 
Horet, Mrami Beacn, Fa. 


Whereas control over the trade in alcoholic beverages is vested in the various 
States by the 21st amendment to the United States Constitution ; and 

Whereas 46 States in exercising such control have enacted laws designed to 
safeguard the welfare and safety and health of the people by promoting tem- 
perance and respect for law and order; and 

Whereas excessive taxation by any governmental body of alcoholic beverages 
will defeat the purposes of sound liquor control by encouraging an illicit trade 
in such beverages; and 

Whereas the Federal Government in the 19 years since repeal of prohibition 
has increased the tax rate on distilled spirits by more than 850 percent, from 
$1.10 a gallon to the current level of $10.50 a gallon and only last year increased 
the high wartime rate of $9 to $10.50 a gallon, thus paving the way for an alarm- 
ing increase in the production and use of illicit whisky which has been harmful 
to the welfare and health of the public; and 

Whereas the excessive Federal tax rate has resulted in decreased sales of 
legally produced distilled spirits, thereby depressing the base on which State 
alcoholic beverage tax or markup rates are predicated and causing a loss of 
State revenues: Therefore, be it 

Resolved, That we, the members of the National Alcoholic Beverage Control 
Association in annual conference assembled deplore the liquor-tax policy of the 
Federal Government and declare it to be inimical to sound State liquor control 
and as also being detrimental to State revenues ; and be it further 

Resolved, That the liquor authorities of the sovereign States of Alabama, 
Idaho, Iowa, Maine, Michigan, Montana, New Hampshire, North Carolina, Ohio, 
Oregon, Utah, Vermont, Virginia, Washington, West Virginia, and Wyoming, 
and Montgomery County, Md., which operates county-controlled liquor stores, 
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assembled at the 15th annual meeting of the National Alcoholic Beverage Control 
Association, call upon Congress at its next session to reevaluate the Federal 
liquor-tax policy for the purpose of reducing the damaging and excessively high 
tax rate to a reasonable figure of $6 a gallon, which, in our view, would be a 
realistic rate and one which, when coupled with increased enforcement appro- 
priations to the Alcohol and Tobacco Tax Division, would make possible a degree 
of enforcement and control at the State level consistent with the aims and ob- 
jectives of the various State liquor-control laws. 





Exursir E 


RESOLUTION ADOPTED AT THE 19TH ANNUAL CONVENTION OF THE NATIONAL CON- 
FERENCE OF STATE LIQUOR ADMINISTRATORS ON May 7, 1953, AT THE Hore Nico- 
LETT, MINNEAPOLIS, MINN. 


Whereas the 21st amendment to the Constitution of the United States vests 
in the individual States full control over the alcoholic beverage business ; and 

Whereas in the exercise of such control, 46 States have enacted laws, the pur- 
pose of which is to protect the health, welfare, safety, and morals of the people 
by promoting temperance and moderation and respect for and obedience to law; 
and 

Whereas excessive taxation of the alcoholic beverage business by any agency 
of the Government will inexorably control and defeat its purposes by virtue of 
the encouragement and support of the bootlegging business which such excess 
taxation affords; and 

Whereas the collection of taxes from the alcoholic beverage business is a func- 
tion of Government properly subordinate to the establishment and maintenance 
of effective alcoholic beverage control by the States: Therefore be it 

Resolved, That the National Conference of State Liquor Administrators, in 
convention assembled, recommends that the Federal excise taxes on distilled 
spirits be reduced to a realistic level so as to permit the orderly sale of distilled 
spirits, to produce a proportionate share of the national revenue, and to dis- 
courage the illegal traffic in spirits with its inherent disrespect for law and order. 

The CuarrmMan. We thank you very much, sir, for your presentation 
of the subject. 

Are there any questions? The Chair hears none. 

The next witness is Mr. John F. O’Connell, National Conference of 
State Liquor Administrators. *, O’Conne 0 vive yo 
State Liquor Administrators. Mr. O’Connell, if you will give your 
name and the capacity in which you appear, we will be glad to hear 
vou. 


STATEMENT OF JOHN F. 0’CONNELL, CHAIRMAN, NEW YORK STATE 


LIQUOR AUTHORITY, REPRESENTING NATIONAL CONFERENCE 
OF STATE LIQUOR ADMINISTRATORS 


Mr. O’Connetu. My name is John F. O'Connell. I reside at Larch- 
mont, N. Y. I am the chairman of the New York State Liquor Au- 
thority and appear here in behalf of the National Conference of State 
Liquor Administrators. 

Despite the size of the manuscript, my presentation will be kept 
within the 15-minute limitation by restricting my comment to salient 
points. 

By designation of Hon. Dudley C. Ericson, president of the National 
Conference of State Liquor Administrators, I have the honor to address 
this distinguished committee on behalf of that association. 

The National Conference of State Liquor Administrators, to which 
I shall refer hereafter as to the national conference, is an association of 
alcoholic beverage control administrators of 28 States and the District 
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of Columbia, which according to the 1950 Federal census have a total 
population of 97,109,668. 

I am submitting herewith, for your information, a copy of its con- 
stitution and membership roll and so will not now impose upon your 
valuable and limited time by stating its purpose in detail or by identi- 
fying member States verbally. 

May I say at the outset that we of the national conference are 
deeply grateful for the opportunity to make this eo ‘ance and to 
present to you a statement of our thinking on the subject of Federal 
excise taxes on alcoholic beverages. We shall try to respond to this 
challenging opportunity in a manner consistent with its importance 
and as befits your dignity and interest and our official status and 
obligations. 

We appear here specifically as public servants officially entrusted 
by the people we represent with the administration of the liquor con- 
trol programs of our respective States. A corollary duty which de- 
volves upon us is the defense of these programs against all forces of 
whatever nature which impinge upon, weaken, or undermine them. 
It is this precise duty which inspires our interest in your present 
study. 

On May 7, 1953, in convention assembled in Minneapolis, Minn., 
we resolved to recommend that the Federal excise taxes on distilled 
spirits be reduced to a realistic level so as to permit the orderly sale 
of distilled spirits, to produce a proportionate share of the national 
revenue, and to discourage the illegal traffic in spirits with its inherent 
disrespect for law and order. 

We understand that you as members of the Ways and Means Com- 
mittee and, indeed, as Members of the House of Representatives, have 
no positive responsibility for liquor control as such. Nor does the 
Federal Government have any such responsibility except as to dry 
States. By the adoption of the 21st amendment the people of this 
country relieved the Federal Government of all such responsibility 
with the exceptions noted and reassigned it to the several States. 

At that point in the history of our country three centuries of ex- 
perimentation in the regulation and restriction of the alcoholic bever- 
age business had attained the status of tragic failure. Violations of 
the National Prohibition Act were rampant, prosecutors were refusing 
to prosecute open-and-shut cases, grand juries were refusing to indict 
and petit juries to convict violators of whose guilt there was abundant 
roof, and judges in various ways were seeking technicalities and other 
oopholes to justify the discharge of defendants and dismissal of 
charges. 

Consumers were being blinded, crippled, and killed by the concoc- 
tions of underworld denizens, public officials were drinking wet and 
voting dry, and the country was held up to ridicule before the world 
for its hypocrisy, dedication to crime, and puerile unwillingness to 
face facts. 

Public service was polluted and defamed, the taxpayer was op- 
pressed with the burden of maintaining a large enforcement army 
while the traffic produced no revenue to the Government, the dignity 
of the courts was impaired, and disrespect for law was fashionable. 
Gangs of abandoned characters had established themselves in the 
liquor traffic and had exercised discipline and control therein through 
intimidation, coercion, extortion, bribery, assault, kidnaping, and 
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murder. In short, the era then ending was one of hyprocrisy, vio- 
lence, lawlessness, national tragedy, and disgrace. 

It is easy to understand the then prev: ailing feeling of relief in offi- 
cial Washington and its disposition to close the book on the subject 
at the end of that ch: apter in order that it might be filed away in the 
innermost recesses of remote archives. The essay of the Federal Gov- 
ernment into this sphere of activity had shown the problems involved 
to be so completely beyond its capacity to handle that it emerged from 
national prohibition with its prestige badly damaged, its authority 
flouted, and its dignity seriously compromised. 

It has been well said that “the public interest requires strict compli- 
ance with rigid standards of alcoholic beverage control by a respect- 
able and law- abiding industry, under a sound ‘Jaw administered by an 
able and upright ABC : agency supported by an informed and under- 
standing public opinion.” A pre requisite of such control is the sub- 
jection to its jurisdiction and sanctions of all phases and every ele- 
ment of the business of manufacturing, distributing, and selling alco- 
holic beverages. To the extent that any phase or element of the busi- 
ness operates beyond the pale of control, candor requires the admis- 
sion of the failure by Government successfully to do its job. 

Let there be no mistake about the responsibility for the adoption and 
functioning of liquor control programs: It belongs to the individual 
States, and. they accept it. 

Yet we liquor control administrators know that we cannot do the 
job alone. We see it, I believe, in its true perspective and, perhaps 
more poignantly than anyone else, we recognize as indispensable the 
support of our e sfforts by an informed and underst anding public opin- 
ion. We are realistic rather than defeatist when we foresee failure 
unless public opinion can be kept on the side of law observance, and 
behind law enforcement. For that alinement and support, gentlemen, 
there is neither an acceptable substitute nor a feasible alternative. We 
shall look in vain should we seek either in our efforts to make repeal 
work. 

Unless the control program makes alcoholic beverages reasonably 
available for the temperate use of consumers and at prices they are 
able and willing to pay we shall inevitably lose public confidence and 
support. Taxes on alcoholic beverages which are so excessive as to 

cause public resentment create a condition tolerant of the bootlegger, 
the moonshiner, the speakeasy operator, and their outlaw businesses. 

There is nothing new, novel or unique in the present position of 
the national conference. The propositions that we now advance have 
been stated with clarity and conviction by authorities on liquor con- 
trol during the past two decades. 

I have them listed in this manuscript, but shall not burden you by 
reading them now. I hope you find time to read them. 

I would like to quote from a report approved by the liquor control 
administrators of 44 States and the city of Baltimore in 1950. 

Mr. Esernarter. What page is that on? 

Mr. O’Conne i. That is on page 13, sir. 

The collection of revenue from the alcoholic beverage business must be con- 
sidered and treated as a subordinate interest of Government and the control by 
the State of the alcoholic beverage business to prevent. socially undesirable 
conditions must always prevail over revenue considerations. Increases in the 
amount of taxes levied of alcoholic beverages are inconsistent with control ob- 
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jectives if they tend to increase the illegal participation in the manufacture, 
distribution, and sale thereof. 

Suffice it to say that every authority on liquor control with whose 
opinions we are familiar believes that excessive taxation will adversely 
affect it and that unless adjusted reasonably and seasonably will un- 
dermine control and defeat its purposes. 

I am skipping to the bottom of page 14, gentlemen. 

The collection of excise taxes from the liquor business is not incon- 
sistent with the purposes or functions of control. If imposed with 
prudence and not with the intention of producing all the revenue that 
can be extracted regardless of the social implications and consequences, 
it can be a useful tool of control. Indeed, so much is the taxing of 
liquor considered a control instrument that 19 of our member States 
make such taxing a control function to be performed by their liquor- 
control agencies. 

The Congress of the United States, as we view its powers under the 
Constitution, can completely hamstring the efforts of the States to 
regulate the alcoholic-beverage business by the imposition of excise 
taxes which divert consumers from legitimate to illegitimate alcoholic 
beverages. The States on their part have the constitutional power to 
nullify the efforts of the Federal Government to raise revenue in the 
way of excise taxes on the alcoholic-beverage business by suppressing 
entirely the manufacture, distribution, and sale of alcoholic beverages. 

These two plenary constitutional powers can be brought into hostile 
juxtaposition to the detriment of either or both. While constitution- 
ally equal, the relative potential of each of these powers to affect the 
other is disproportionate because while the threat to liquor control 
posed by excessive excise taxes is real, ominous, and potent that pre- 
sented by the power of the States to suppress the alcoholic-beverage 
business is academic only. This is true because the people of the 
United States whose will in the final analysis is the supreme law of the 
land, will not accept support or tolerate the interference with their 
yersonal habits, customs, and rights implicit in the suppression of the 
Eleva business. 

Laws can divert consumer demand from alcoholic beverages licitly 
produced and taxpaid, to those made without legal sanction and with- 
out payment of any tax. But laws cannot eliminate the demand nor 
can they prevent its satisfaction so long as the law of fermentation 
operates and such ingredients as sugar and corn are in good supply. 
Should we divert the demand from lawful to unlawful channels we 
set the stage for the return of those conditions which characterized 
national prohibition and which spelled out official corruption, wide- 
spread crime, human tragedy, and national shame. We are dealing 
with a social problem of explosive potential the present handling of 
which can affect the national welfare for years to come. 

Should those of us in public service to whom the public rightfully 
looks to protect its interests temporize with or disregard this problem 
while the underworld moves in to capture and control a substantial 
part of the distilled-spirits business we shall be unworthy of our trust. 
The use of the empirical method of determining how much tax revenue 
can be extracted from the liquor business before it creates an outlaw 
industry operated by organized rackets and criminal syndicates is 
foolhardy beyond description. It cannot be rationalized with a true 
perception of the importance to the people of our country or effective 
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liquor control or with a prudent regard for its successful administra- 
tion. It is a reckless gamble with the public welfare at stake and is 
tantamount to an invitation to social calamity of awesome proportions. 

With the history of prohibition before us we know precisely what 
happens when criminal syndicates operate an outlaw liquor business. 
We know, too, that once that condition exists reduction of tax as a 
remedy will be too little and too late. Governmental incompetence 
will then have been conclusively shown. None among us may then find 
refuge in the excuse that he did not expect those consequences because 
we have lessons of history too clear, too plain, and too recent to ever 
be misunderstood. Recovery will then require decades of intensive 
and at times tragically disappointing effort and a forthright accept- 
ance of the principles we now espouse. 

The male repealed prohibition to restore respect for and obedience 
to law and to promote temperance. They did not repeal it to raise 
revenue. Liquor control systems and programs were formulated and 
adopted to attain the same ends and the collection of revenue is but a 
single and subordinate part of those programs. We think that there 
is reason to believe that the Federal Government has lost sight of these 
important facts and that in its efforts to forget its sorry experience 
with prohibition it has ignored the influence and effects of its revenue 
measures on the liquor control programs of the States. This over- 
sight can lead to a devastating invasion of State’s rights and in the 
name of 97 million American citizens we here and now respectfully 
urge that you review carefully and sympathetically the position of the 
national conference. The criterion of the propriety of any tax on the 
liquor business is, we submit, its position with reference to the law of 
diminishing returns as to liquor control not as to revenue. If the tax 
promotes contro} it is sound and proper; if it weakens control it is 
unsound and improper. 

We believe that we have made an objective and accurate presenta- 
tion of our case. We trust that you will find it as meritorious as we 
find it compelling. Our convictions are firm and deep and we agree 
fully with the President of the United States who at Seattle Wash., on 
August 4, 1953, told the governor’s conference— 

* * * unless we preserve in this country the place of the State government, its 
traditional place, with the power, the authority, the responsibilities and the 
revenue necessary to discharge those responsibilities, then we are not going to 
have America as we have known it; * * *, 


I shall now rest our case with an expression of our appreciation of 
your courtesy and our assurances of respect and esteem. 

The CuatrMan, We thank you very much, sir, for your presentation 
of the subject. 

Are there any questions? 

The Chair hears none. We thank you, sir. 

(Mr. O’Connell’s prepared statement follows :) 


NCSLA 1952 RESOLUTION 


Whereas the 21st amendment to the Constitution of the United States vests 
in the individual States full control over the alcoholic beverage business; and 

Whereas in the exercise of such control, 46 States have enacted laws, the 
purpose of which is to protect the health, welfare, safety, and morals of the 
people by promoting temperance and moderation and respect for and obedience 
to law; and 
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Whereas excessive taxation of the alcoholic beverage business by any agency 
of the Government will inexorably undermine control and defeat its purposes 
by virtue of the encouragement and support of the bootlegging business which 
such excess taxation affords; and 

Whereas the collection of taxes from the alcoholic beverage business is a 
function of Government properly subordinate to the establishment and mainte- 
nance of effective alcoholic beverage control by the States: Therefore, be it 

Resolved, That the National Conference of State Liquor Administrators, in 
convention assembled, denounce such excessive taxation as illogical, unreason- 
able, and inimicable to the public welfare. 


NCSLA 1951 RESOLUTION 


Whereas the Federal and State governments have established parallel excise- 
tax systems which collect substantial revenues from alcoholic beverages pro- 
duced and sold in the United States, and the industry and consuming public have 
accepted the burden of present high taxes in a patriotic and graceful manner; 
and 

Whereas the successful collection of taxes depends upon continued public 
acceptance, adequately staffed and authorized public agencies, and reasonable 
rates of tax; and 

Whereas increased and disproportionately high taxes on alcoholic beverages 
will certainly foster criminal evasion, corruption of government, public recrimi- 
nation, and multiplication of control problems ; and 

Whereas it is our opinion that any increase in Federal taxes on alcoholic 
beverages at this time will be punitive in nature and make a successful enforce- 
ment impossible in some States, and excessively costly in others, and may 
demoralize public acceptance and the industry’s economy: Be it 

Resolved, That it is the consensus of opinion in this conference that the present 
rates of Federal tax upon alcoholic beverage should not be increased. 


NCSLA 1950 RESOLUTION 


Whereas, under the power restored to them by the 21st’ amendment to the 
Constitution of the United States, 46 of the individual States have enacted laws 
to control the alcoholic-beverage business; and 

Whereas, although variously expressed, the purpose of these laws is to protect 
the health, welfare, safety, and morals of the people of those States by fostering 
and promoting temperance and moderation and respect for and obedience to law; 
and 

Whereas this objective depends for accomplishment upon a sound law effectively 
administered ; and 

Whereas to be sound in concept and susceptible of effective administration, 
particularly as to acts that are not intrinsically wrong, penal statutes including 
those relating to alcoholic-beverage control must be in substantial conformity 
with public thinking; and 

Whereas taxes on alcoholic beverages which are so excessive as to cause public 
resentment, create a condition tolerant of the bootlegger and the bootlegging 
business, and thereby compromise temperance and moderation and undermine 
respect for and obedience to law; and 

Whereas records of the Alcohol Tax Unit of the United States Treasury De- 
partment reflect an alarming increase in the illicit manufacture of alcoholic 
beverages particularly in certain States during the fiscal year 1949: Now, there- 
fore, be it 

Resolved, That the National Conference of State Liquor Administrators respect- 
fully urge the Congress of the United States to consider these ominous facts 
carefully and to weigh them judiciously in their deliberations on proposals to 
reduce the high excise taxes which were imposed as wartime measures. 
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NCSLA 1949 RESOLUTION 


Whereas during World War II Congress imposed an excise tax of $3 per gallon 
on distilled spirits, designed to be for the duration of the war and 6 months 
thereafter ; and 

Whereas hostilities have ceased for a period greatly in excess of 6 months; 
and 

Whereas the illicit manufacturing and distribution of untaxed liquor is in- 
creasing ; and 

Whereas it is proposed that Congress reduce wartime luxury taxes: Now, 
therefore, be it 

Resolved, That this National Conference of State Liquor Administrators go on 
record as favoring a decrease in the amount of said wartime excise tax of $3 
per gallon on distilled spirits, in similar proportion that other wartime excise 
taxes may be reduced; and be it further 

Resolwed, That a petition embodying these views be drafted by the resolutions 
committee and forwarded in due course to both branches of the Congress of 
the United States. 


O’CONNELL ADVISES CONGRESSIONAL CoMMITTEE CONTROL oF ALCOHOLIC BrevERAGE 
BUSINESS BY THE STATE Must ALWAyYs PREVAIL OveER REVENUE CONSIDERA- 
TIONS 


John F. O'Connell, chairman of the New York State Liquor 
Authority, representing the National Conference of State Liquor 
Administrators, in an appearance before the Ways and Means Com- 
mittee of the House of Representatives says taxes on alcoholic 
beverages which are so excessive as to cause public resentment 
create a condition tolerant of the bootlegger, the moonshiner, speak- 
easy operator, and their outlaw businesses. 


WASHINGTON, D. C., August 11.—The chairman of the New York State Liquor 
Authority, John F. O’Connell, representing the National Conference of State 
Liquor Administrators, testifying before the Ways and Means Committee of the 
House of Representatives, which is studying excise taxes, said tonight that 
“the collection of revenue in the alcoholic-beverage business must be considered 
and treated as a subordinate interest of Government, and the control by the 
State of the alcoholic-beverage business to prevent socially undesirable condi- 
tions must always prevail over revenue considerations.” According to Mr. 
O’Connell, this philosophy has been approved in a report by the liquor-control 
administrators of 44 States and the city of Baltimore. 

Continuing, Mr. O’Connell said, “Taxes on alcoholic beverages which are so 
excessive as to cause public resentment create a condition tolerant of the boot- 
legger, the moonshiner, and the speakeasy operator, and their outlaw businesses.” 
Mr. O’Connell, who is a past president of the National Conference of State 
Liquor Administrators, called the attention of the committee to resolutions passed 
by National Conference of State Liquor Administrators in 1949, 1950, 1951, 1952, 
and 1953 in which the conference recommended a reduction of Federal excise 
taxes on distilled spirits to a realistic level so as to permit the orderly sale of 
distilled spirits, to produce a proportionate share of the national revenue, and 
to discourage the illegal traffic in spirits with its inherent disrespect of law 
and order. 

Citing opinions of liquor-control authorities as of the time of repeal, Mr. 
O'Connell commented: “A congressional resolution in 1933 recited that ‘taxes 
on alcoholic liquors, as well as license fees upon the traffic in such liquors, 
should be so devised as to promote temperance and at the same time discourage 
illicit trafficking in such beverage.’ A State legislative commission of the 
State of New York recommended that: ‘In relation to the amount of license 
fees to be fixed by law, the Commission believes that high fees will induce 
unauthorized traffic in alcoholic beverages, and increase the number of un- 
licensed places where such beverages may be purchased and consumed on the 
premises. Such tendency wiil be materially reduced if the measure of taxation 
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fixed by the State is not excessive.’ In the leading work on liquor control at 
that time (Toward Liquor Control, by Fosdick and Scott), is was clearly and 
concisely stated that ‘the primary objective of (liquor) taxation should be 
social control, not revenue. Taxes should be levied not with the idea of filling 
the Public Treasury at whatever cost to public morality and efficiency, but as a 
method of reducing the consumption of alcohol.’ Later in the same work the 
authors boldly asserted: ‘The fundamental objection (of liquor taxes) should 
not be revenue but rational and effective social control. While this is not 
inconsistent with extensive revenues, we believe that liquor taxes should be 
levied, first of all, because the taxes will help to make the liquor controls more 
successful, not because the Treasury needs the funds. The fundamental motives 
should be broadly social, not narrowly fiscal.’ ” 

Mr. O'Connell, citing the civic, social, and government commentaries regard- 
ing a philosophy of taxation, said: “In his foreword to Toward Liquor Control, 
John D. Rockefeller, Jr., a total abstainer who sponsored the study, made the 
following comment on the authors’ work: ‘The report regards liquor taxation, 
as it should be regarded, primarily as a helpful factor in forwarding those 
objectives (the abolition of lawlessness and the development of temperance), 
and only incidentally as a means of producing revenue.’ 

“The leading authority on liquor control of the era of repeal was, in the 
opinion of many, including your witness, the late Mrs. John 8. Sheppard, former 
commissioner of the New York State Liquor Authority and arduous worker for 
repeal. In an article written by her in 1933, she expressed her conviction that: 
‘The bootlegger and speakeasy will not be driven out of their trade by any 
system of control that leaves them a chance at lucrative returns, The problem 
of eliminating them is closely related, therefore, to the question of taxation 
of alcoholic beverages.’ 

“Shortly after repeal, on July 26, 1934, to be exact, John H. Choate, Jr., 
Director of the Federal Alocholic Administration, urged the reduction of all 
revenues on liquor in these words: 

“*We could well afford a present reduction in revenue in order to destroy our 
greatest source of lawlessness * * *’ 

“Thirteen years later, in a scholarly treatise (Making Repeal Work), Randolph 
W. Childs warned: 

“*The history of liquor taxation shows that if taxes are raised to a point where 
there is a great differential between the selling price of the legal product and 
the cost of the illegal product, the large-scale illicit operator will again enter 
the field as he did in the prohibition era.’ ” 

Mr. O’Connell advised the committee that, “Every authority on liquor control 
with whose opinions we are familiar believes that excessive taxation will ad- 
versely affect it and that unless adjusted reasonably and seasonably will under- 
mine control and defeat its purposes. 

“This it will do firstly by encouraging and supporting the illicit liquor business 
through the tremendous differential in cost between the legitimately produced, 
tax-paid beverage and the illicitly produced, none-tax-paid product. This will 
lead to disrespect for law and disdain for government. 

“Secondly, the policy of fostering control by restricting participation in the 
liquor business to those who are honest, honorable, and respected business people 
will be vitiated by a tax-collecting policy which labels them tax goats and their 
customers second-ciass citizens deserving punishment in the form of discrimi- 
natory taxation. 

“In short, any tax which destroys a lawful business or fosters and subsidizes 
its illegitimate competitor is unwarranted, unjust, and unrealistic. 

“Both (excise taxation and liquor control) are governmental functions which 
if properly alined and coordinated, can support and facilitate each other, and 
which if not so alined and coordinated can be mutually frustrating. 

“The collection of excise taxes from the liquor business is not inconsistent 
with the purposes or functions of control. If imposed with prudence and not 
with the intention of producing all the revenue that can be extracted regardless 
of the social implications and consequences, it can be a useful tool of control.” 

Continuing, Mr. O’Connell said, “The Congress of the United States, as we 
view its powers under the Constitution, can completely hamstring the efforts of 
the States to regulate the alcoholic beverage business by the imposition of excise 
taxes which divert consumers from legitimate to illegitimate alcoholic beverages. 
The States on their part have the constitutional power to nullify the efforts of the 
Federal Government to raise revenue in the way of excise taxes on the alcoholic 
beverage business by suppressing entirely the manufacture, distribution, and sale 
of alcoholic beverages. 
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“These two plenary constitutional powers can be brought into hostile juxta- 
position to the detriment of either or both. While constitutionally equal, the 
relative potential of each of these powers to affect the other is disproportionate 
because while the threat to liquor control posed by excessive excise taxes is 
real, ominous, and potent that presented by the power of the States to suppress 
the alcoholic beverage business is academic only. The people of the United 
States, whose will in the final analysis is the supreme law of the land, will not 
accept, support, or tolerate the interference with their personal habits, customs, 
and rights implicit in the suppression of the liquor business.” 

Recalling the corruption of the national prohibition era, Commissioner O’Con- 
nell said, “Laws can divert consumer demand from alcoholic beverages licitly 
produced and tax paid, to those made without legal sanction and without pay- 
ment of any tax. But laws cannot eliminate the demand nor can they prevent 
its satisfaction so long as the law of fermentation operates and such ingredi 
ents as sugar and corn are in good supply. Should we divert the demand from 
lawful to unlawful channels we set the stage for the return of those conditions 
which characterized national prohibition and which spelled out official cor- 
ruption, widespread crime, human tragedy, and national shame, We are deal- 
ing with a social problem of explosive potential the present handling of which 
can affect the national welfare for years to come.” 

In conclusion Mr. O’Connell informed the committee that the National Con- 
ference of State Liquor Administrators, for whom he was speaking, represents 
97 million American citizens. He stated: “The people repealed prohibition to 
restore respect for and obedience to law and to promote temperance. They did 
not repeal it to raise revenue. Liquor-control systems and programs were 
formulated and adopted to attain the same ends and the collection of revenue 
is but a single and subordinate part of those programs. We think that there 
is reason to believe that the Federal Government has lost sight of these impor- 
tant facts and that in its efforts to forget its sorry experiences with prohibition 
it has ignored the influence and effects of its revenue measures on the liquor- 
control programs of the States. This oversight can lead to a devastating inva- 
sion of State rights and in the name of 97 million American citizens we here 
and now respectfully urge that you review carefully and sympathetically the 
position of the national conference.” 


STATEMENT ON BEHALF OF NATIONAL CONFERENCE OF State Liquor ADMINISTRA- 
TORS BY JOHN F. O'CONNELL, CHAIRMAN, New YorK State Liquor AUTHORITY 
With REFERENCE TO THE RELATIONSHIP BETWEEN THE COLLECTION OF EXCISE 
TAXES ON ALCOHOLIC BEVERAGES AND THE LIQUOR CONTROL PROGRAMS OF THE 
SEVERAL STATES 


By designation of the Honorable Dudley C. Ericson, president of the National 
Conference of State Liquor Administrators, I have the honor to address this 
distinguished committee on behalf of that association. 

The National Conference of State Liquor Administrators, to which I shall 
refer hereafter as the national conference, is an association of alcoholic 
beverages control administrators of 28 States and the District of Columbia, 
which according to the 1950 Federal census have a total population of 97,109,668. 
In each of these jurisdictions the alcoholic beverage industries operate as a 
free enterprise under systems providing regulation through licensing. 

The national conference was formed in Chicago in 1934 in response to an 
invitation to organize issued to all ABC administrators by the Governor of the 
State of Illinois. Continuously since organization it has operated to facilitate 
and promote effective administraton of State liquor conrol laws. 

I am submitting herewith, for your information, a copy of its constitution 
and membership roll and so will not now impose upon your valuable and limited 
time by stating its purpose in detail or by identifying member States verbally 
Suffice it to say that these 28 States and the District of Columbia seek to pro 
mote interstate cooperation and comity in matters of liquor control and to 
work for harmony between the liquor control laws of the States and the laws 
and adminisration of the Federal Government. 

May I say at the outset that we of the national conference are deeply grate- 
ful for the opportunity to make this appearance and to present to you a state- 
ment of our thinking on the subject of Federal excise taxes on alcoholic bever- 
ages. We shall try to respond to this challenging opportunity in a manner con- 
sistent with its importance and as befits your dignity and interest and our of- 
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mids 


ficial status and obligations. Like you gentlemen, we are public servants and 
like you, also, we take our responsibilities seriously. We believe that we owe 
it to the people of the States we represent, to the people of the United States 
as a whole and to you their chosen representatives to state our position with 
accuracy, clarity and force. That is my purpose and mission. 

We appear here specifically as public servants officially entrusted by the peo- 
ple we represent with the administration of the liquor control programs of our 
respective States. A corollary duty which devolves upon us in the defense of 
these programs against all forces of whatever nature which impinge upon, 
weaken or undermine them. It is this precise duty which inspires our interest 
in your present study. 

To expedite our presentation, I think that we may with propriety postulate 
the following propositions. 

1. The raising of public revenue and the maintenance of liquor control are 
governmental functions of paramount importance to the people of the United 
States. 

2. The raising of public revenue is a function of Federal, State, and local gov- 
ernments whereas the maintenance of liquor control is a function of State gov- 
ernment to be shared in the discretion of the States with their communities. 

3. Both these functions can me coordinated with each other and can be accom- 
plished with harmony, mutual support, and efficiency, provided that there be 
on all sides intelligent, determined and cooperative effort and a generous meas- 
ure of good will. 

4. If not coordinated, their exercise can create confusion and antagonism and 
can lead to conflict, mutual frustration and failure. 

5. Since the objective of all legislation is the common good and welfare it 
is encumbent upon all officials of government to so direct and coordinate their 
functions that mutual respect, support, harmony, and forbearance mark their 
efforts to serve our country and its people. 

With these postulates as a background I shall now state the official position 
and thinking of the national conference. On May 7, 1953, in convention assein- 
bled at Minneapolis, Minn., we adopted the following resolution: 

“Whereas the 21st amendment to the Constitution of the United States vests 
in the individual States full control over the alcoholic beverage business; and 

“Whereas, in the exercise of such control, 48 States have enacted laws, the 
purpose of which is to protect the health, welfare, safety, and morals of the 
people by promoting temperance and moderation and respect for and obedience 
to law; and 

“Whereas excessive taxation of the alcoholic-beverage business by any agency 
of the Government will inexorably undermine control and defeat its purposes 
by virtue of the encouragement and support of the bootlegging business which 
such excess taxation affords; and 

“Whereas the collection of taxes from the alcoholic beverage business is a 
function of government properly subordinate to the establishment and mainte- 
nance of effective alcoholic beverage control by the States: Therefore be it 

“Resolwed, That the National Conference of State Liquor Administrators, in con- 
vention assembled, recommends that the Federal excise taxes on distilled spirits 
be reduced to a realistic level so as to permit the orderly sale of distilled spirits, 
to produce a proportionate share of the national revenue, and to discourage 
the illegal traffic in spirits with its inherent disrespect for law and order.” 

Similar resolutions had previously been adopted at annual meetings of the 
national conference held during 1949, 1950, 1951, and 1952. I am submitting 
herewith a copy of each of those resolutions but shall not impose upon your time 
by reading them. I should mention, however, that they evidence definite interest 
by members of the national conference in the relationship between the taxation 
of distilled spirits and the maintenance of sound liquor control and reflect their 
anxiety concerning the harmful effects on liquor control of excessive taxation. 

By alcohol beverage control] we mean the regulation and control by Govern- 
ment of the business of manufacturing, distributing, and selling alcoholic bev- 
erages. Its immediate object is the promotion of temperance and moderation 
in their consumption and of respect for and obedience to law. Its ultimate end 
is the protection of the health, welfare, safety, and morals of the people. Alco- 
holic-beverage control does not include prohibition of the manufacture, distribu- 
tion, and sale of alcoholic beverages and accordingly only 46 States are considered 
“control” States, 
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In the matter of raising public revenue you gentlemen are expert and with 
its problems you are thoroughly acquainted. Some of you have a background 
of many years experience in this important field of public service and for months 
on end these problems have had your prolonged thought and earnest considera- 
tion. On the recommendation of President Eisenhower, the Congress has em- 
barked upon studies which involve consideration of the possibility of eliminat- 
ing waste and duplication in tax assessment and collection and the problems 
of finance and Federal-State relations which attend them. Some States includ- 
ing my own State of New York are engaged in companion studies to the end 
that methods more scientific, fair, and reasonable for the allocation of tax bases 
to the respective levels of government may be agreed upon and adopted. In 
addition, such private agencies as the Government Research Foundation, Inc., 
the establishment of which was announced on April 23, 1953, by Mr. Nelson W. 
Rockefeller, Chairman of the President's Committee on Governmental Organiza- 
tion, are Similarly engaged. 

We believe that all these studies are justified, that they have been well con- 
ceived and are properly oriented. W'e hope confidently that the results will be 
immensely valuable and will justify the long hours of painstaking investigation 
and conscientious study being made by you gentlemen and your colleagues as 
well as by your counterparts in State service. 

We understand that you as members of the Ways and Means Committee and, 
indeed as Members of the Honse of of Representatives, have no positive responsi- 
bility for liquor control, as such. Nor does the Federal Government have any 
such responsibility except as to “dry’’ States. By the adoption of the 21st 
amendment the people of this country relieved the Federal Government of all 
such responsibility with the exception noted and reassigned it to the several 
States. 

At that point in the history of our country three centuries of experimentation 
in the regulation and restriction of the alcoholic-beverage business had attained 
the status of tragic failure. Violations of the National Prohibition Act were 
rampant, prosecutors were refusing to prosecute open-and-shut Cases, grand 
juries were refusing to indict, and petit juries to convict violators of whose 
guilt there was abundant proof, and judges in various ways were seeking 
technicalities and other loopholes to justify the discharge of defendants and 
dismissal of charges. 

Consumers were being blinded, crippled, and killed by the concoctions of 
underworld denizens, public officials were drinking ‘wet’ and voting “dry,” 
and the country was held up to ridicule before the world for its hypocrisy, 
dedication to crime, and puerile unwillingness to face facts. 

Public service was polluted and defamed, the taxpayer was oppressed with 
the burden of maintaining a large enforcement army while the traffic produced 
no revenue to the Government, the dignity of the courts was impaired, and 
disrespect for law was fashionable. Gangs of abandoned characters had estab- 
lished themselves in the liquor traffic and had exercised discipline and control 
therein through intimidation, coercion, extortion, bribery, assault, kidnaping, 
and murder. In short, the era then ending was one of hypocrisy, violence, 
lawlessness, national tragedy, and disgrace. 

It is easy to understand the then prevailing feeling of relief in official Wash- 
ington and its disposition to close the book on the subject at the end of that 
chapter in order that it might be filed away in the innermost recesses of remote 
archives. The essay of the Federal Government into this sphere of activity 
had shown the problems involved to be so completely beyond its capacity to 
handle that it emerged from national prohibition with its prestige badly damaged, 
its authority flouted, and its dignity seriously compromised. 

Under the 21st amendment the individual States reacquired the duty of regulat- 
ing the alcoholic-beverage business and of solving the manifold problems that 
accompany it. To the extent that they have adopted systems, methods, and 
techniques of control that are in substantial conformity with the thinking of 
their people, the task of administration and enforcement presents no such 
overwhelming problem as did national prohibition to the Federal Government. 
Yet, even under the most favorable circumstances liquor-control administration 
and enforcement are difficult and involved and rest heavily, I assure you, upon 
the States. 

It has been well said that “the public interest requires strict compliance with 
rigid standards of alcoholic-beverage control by a respectable and law-abiding 
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industry, under a sound law administered by an able and upright ABC agency 
supported by an informed and understanding public opinion.”’* A prerequisite 
of such control is the subjection to its jurisdiction and sanctions of all phases 
and every element of the business of manufacturing, distributing, and selling 
alcoholic beverages. To the extent that any phase or element of the business 
operates beyond the pale of control, candor requires the admission of the failure 
by Government successfully to do its job. Any circumstance or condition which 
contributes to the creation or support of such outlaw operation should themselves 
be suspect as antisocial, in our judgment. 

We have strong feelings on this point. This is true largely because our 
experience and studies convince us of the impelling necessity of making repeal 
succeed and the realization of the danger that through a avoidable error and 
overconfidence it may fail. We all know that to some of our fellow citizens 
the adoption of the 21st amendment in and of itself was the solution to the 
problems of control and that to others the establishment of State control agencies 
with the power to administer what appeared to be sound control programs 
justified the discontinuance of public interest in those problems. 

No student of history has any such silly illusion. They know that no difficult, 
complex, and ancient social problem can ever be solved by the simple expedient 
of exacting a law or amending a constitution. But many of our people—and 
some officials of Government, too—are perfectly willing to consign the problems 
of liquor control to the liquor commissions with never a thought of the interre- 
lationship of those problems with other functions of Government. When Gov- 
ernment attempts to solve such problems as these it should do so by coordi- 
nating all its interested agencies to assure their cooperation and their working 
in harmony and unison toward the attainment of their common purpose. 

Let there be no mistake about the responsibility for the adoption and func- 
tioning of liquor-control programs: It belongs to the individual States, and 
they accept it. 

Yet we liquor-control administrators know that we cannot do the job alone. 
We see it, I believe, in its true perspective and perhaps more poignantly than 
anyone else, we recognize as indispenable the support of our efforts by an in- 
formed and understanding public opinion. We are realistic rather than defeat- 
ist when we foresee failure unless public opinion can be kept on the side of law 
observance, and behind law enforcement. For that alinement and support, gen- 
tlemen, there is neither an acceptable substitute nor a feasible alternative. We 
shall look in vain should we seek either in our efforts to make repeal work. 

A favorable posture of public opinion may not be taken for granted, nor may 
its continued existence be assumed where it is shown to exist. Unless the con- 
trol program makes alcoholic beverages reasonably available for the temporate 
use of consumers and at prices they are able and willing to pay we shall in- 
evitably lose public confidence and support. Taxes on alcoholic beverages 
which are so excessive as to cause public resentment create a condition tolerant 
of the bootlegger, the moonshiner, the speakeasy operator and their outlaw 
businesses. 

There is nothing new, novel, or unique in the present position of the national 
conference. The propositions that we now advance have been stated with 
clarity and conviction by authorities on liquor control during the past two 
decades. A congressional resolution in 1933 decided that “taxes on alcoholic 
liquors as well as license fees upon the traffic in such liquors, should be so de- 
vised as to promote temperance and at the same time discourage illicit traf- 
ficking in such beverage.’’* A legislative commission of the State of New York 
recommended that: “In relation to the amount of license fees to be fixed by 
law, the commission believes that high fees will induce unauthorized traffic in 
alcoholic beverages, and increase the number of unlicensed places where such 
beverages may be purchased and consumed on the premises. Such tendency 
will be materially reduced if the measure of taxation fixed by the State is not 
excessive.” * In the leading work on liquor control at that time it was clearly 
and concisely stated that “the primary objective of (liquor) taxation should be 
social control not revenue. Taxes should be levied not with the idea of filling 





1 Alcoholic Beverage Control—An Official Study, issued by the Joint Committee of the 
States To Study Alcoholic Beverage Laws in 1950 (p. 65). 

Commission on Conflicting Taxation, joint hearings on tax on intoxicating liquor 
before the House Committee on Ways and Means and Senate Commission on Finance, 73d 
Cong., interim 1st and 2d sesss., 1933 (p. 244). 

*The New York State Commission on Alcoholic Beverage Control Legislation—First 
Report, February 15, 1933 (p. 9). 
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the Public Treasury at whatever cost to public morality and efficiency, but 
as a method of reducing the consumption of alcohol.”* Later in the same 
work the authors boldly asserted: “The fundamental objective (of liquor taxes) 
should not be revenue but rational and effective social control. While this is 
not inconsistent with extensive revenues, we believe that liquor taxes should 
be levied first of all, because the taxes will help to make the liquor controls more 
successful, not because the Treasury needs funds. The fundamental motives 
should be broadly social, not narrowly fiscal.” ° 

In his foreword to Toward Liquor Control, John D. Rockefeller, Jr., a total 
abstainer who sponsored the study, made the following comment on the author's 
work. “The report regards liquor taxation, as it should be regarded, primarily 
as a helpful factor in forwarding those objectives (the abolition of lawlessness 
and the development of temperance), and only incidentally as a means of 
producing revenue.” 

The leading authority on liquor control of the era of repeal was in the opinion 
of many, including your witness, the late Mrs. John S. Sheppard.’ In an article 
written by her in 1933, she expressed her conviction that: “The bootlegger and 
speakeasy will not be driven out of their trade by any system of control that 
leaves them a chance at lucrative returns. The problem of eliminating them 
is closely related, therefore, to the question of taxation of alcoholic be. erages.” ' 

Shortly after repeal, on July 26, 1934, to be exact, Joseph H. Choate, Jr., 
Director of the Federal Alcoholic Administration urged the reduction of all 
revenues on liquor in these words: 

“We could well afford a present reduction in revenue in order to destroy our 
greatest source of lawlessness. To cheapen the legal supply, taxes, tariffs, and 
license charges ought all to be reduced.” * 

Thirteen years later, in a scholarly treatise, Randolph W. Childs warned: 

“The history of liquor .2xation shows that if taxes are raised to a point where 
there is a great differential between the selling price of the legal product and the 
cost of the illegal product, the large-scale illicit operator will again enter the 
field as he did in the prohibition era.” ” 

In 1950 the relationship between taxation and control was identified in a 
report approved by the control administrators of 44 States and the city of 
Baltimore thus: 

“The collection of revenue from the alcoholic beverage business must be 
considered and treated as a subordinate interest of government and the control 
by the State of the alcoholic beverage business to prevent socially undesirable 
conditions must always prevail over revenue considerations. Increases in the 
amount of taxes levied on alcoholic beverages are inconsistent with control 
objectives if they tend to increase the illegal participation in the manufacture, 
distribution and sale thereof.” ” 

Every authority on liquor control with whose opinions we are familiar be- 
lieves that excessive taxation will adversely affect it and that unless adjusted 
reasonably and seasonably will undermine control] and defeat its purpeses. This 
it will do, firstly, by encouraging and supporting the illicit liquor business through 
the tremendous differential in cost between the legitimately produced, taxpaid 
beverage and the illicity produced, non-tax-paid product. This will lead to 
disrespect for law and disdain for government. Secondly, the policy of foster- 
ing control by restricting participation in the liquor business to those who are 
honest, honorable, and respected business people will be vitiated by a tax-col- 
lecting policy which labels them tax goats and their customers second-class 
citizens, deserving punishment in the form of discriminatory taxation. In short, 
any tax which destroys a lawful business or fosters its illegitimate competitor 
is unwarranted, unj ist, and unrealistic. 

The relationship between excise taxes on liquor and liquor control is, we have 
said, close and intimate. Both are governmental functions which if properly 
alined and coordinated, can support and facilitate each other, and which if 


* Toward Liquor Control, by Fosdick & Scott. 1933 (n. 19). 

5’ Toward Liquor Control, by Fosdick & Scott, 1933 (pp. 118-119) 

*Former member of the New York State Commission on A!'coholic Beverage Control 
Legislation (1933—84): and former member of the New York State Liquor Authority 
(1934-50) ; chairman (1930-38), New York State chapter of the Women’s Organization 
for National Prohibition Reform. 

7 New York Times, October 22, 1933. 

8 Speech delivered before Governors’ Conference, Mackinac Island. 

® Making Repeal Work, by Randolph W. Childs, executive director and counsel, Penn- 
sylvania Alcoholic Beverage Study, Inc. 1947 (p. 191). 

1° Aleoholic Beverage Control, an Official Study, supra (p. 56). 
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not so alined and coordinated can be mutually frustrating. The collection of 
excise taxes from the liquor business is not inconsistent with the purposes or 
functions of control. If imposed with prudence and not with the intention of 
producing all the revenue that can be extracted regardless of the social implica- 
tions and consequences, it can be a useful tool of control. Indeed, so much is 
the taxing of liquor considered a control instrument that 19 of our member States 
make such taxing a control function to be performed by their liquor-control 
agencies 

The Congress of the United States, as we view its powers under the Constitu- 
tion, can completely hamstring the efforts of the States to regulate the alcoholic- 
beverage business by the imposition of excise taxes which divert consumers from 
legitimate to illegitimate alcoholic beverages. The States on their part have 
the constitutional power to nullify the efforts of the Federal Government to raise 
revenue in the way of excise taxes on the alcoholic beverage business by sup- 
pressing entirely the manufacture, distribution, and sale of alcoholic beverages. 

These two plenary constitutional powers can be brought into hostile juxta- 
position to the detriment of either or both. While constitutionally equal, the 
elative potential of each of these powers to affect the other is disproportionate 
because while the threat to liquor control posed by excessive excise taxes is 
real, ominous, and potent that presented by the power of the States to suppress 
the alcoholic beverage business is academic only. The people of the United 
States, whose will in the final analysis is the supreme law of the land, will not 
accept, support or tolerate the interference with their personal habits, customs, 
and rights implicit in the suppression of the liquor business. 

Let us face this situation squarely and honestly. The demand for, and con- 
sumption of alcoholic beverages antedate recorded history. Their use is a folk 
way of the American people. The States cannot suppress it by repressive legis- 
lation. You at the Federal level are equally powerless. Neither State nor Fed- 
eral Government can force public acquiescence or compliance with law in deroga- 
tion of custom and habit. The wise lawmaker knows that law is the result of 
the creative impulse, not of the individual lawmaker or lawmaking assembly, 
but of the special needs, special opportunities, special perils, and special mis- 
fortunes of communities and nations. Custom slowly compels formal law, it has 
been said, to conform to its abiding influence and law can extend but very little 
beyond the limits fixed by custom. 

Laws can divert consumer demand from alcoholic beverages licitly produced 
und taxpaid, to those made without legal sanction and without payment of any 
tax. But laws cannot eliminate the demand nor can they prevent its satisfac- 
tion so long as the law of fermentation operates and such ingredients as sugar 
and corn are in good supply. Should we divert the demand from lawful to 
unlawful channels we set the stage for the return of those conditions which 
characterized natior prohibition and which spelled out official corruption, 
widespread crime, human tragedy, and national shame. We are dealing with a 
social problem of explosive potential the present handling of which can affect 
the national welfare for years to come. 

Should those of us in public service to whom the public rightfully looks to 
protect its interests temporize with or disregard this problem while the under- 
world moves in to capture and control a substantial part of the distilled spirits 
husiness we shall be unworthy of our trust. The use of the empirical method of 
determining how much tax revenue can be extracted from the liquor business 
hefore it creates an outlaw industry operated by organized rackets and crim- 
nal syndicates is foolhardy beyond description. It cannot be rationalized with 
a true perception of the importance to the people of our country of effective 
liquor control or with a prudent regard for its successful administration. It is 
a reckless gamble with the public welfare at stake and is tantamount to an 
invitation to social calamity of awesome proportions. 

With the history of prohibition before us we know precisely what happens 
when criminal syndicates operate an outlaw liquor business. We know, too, that 
once that condition exists reduction of tax as a remedy will be too little and too 
late. Governmental incompetence will then have been conclusively shown. None 
among us may then find refuge in the excuse that he did not expect those con- 
sequences because we have lessons of history to clear, too plain, and too recent 
to ever be misunderstood. Recovery will then require decades of intensive and 
at times tragically disappointing effort and a forthright acceptance of the 
principles we now espouse. 

The people repealed prohibition to restore respect for and obedience to law 
and to promote temperance. They did not repeal it to raise revenue. Liquor 
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control systems and programs were formulated and adopted to attain the same 
ends and the collection of revenue is but a single and subordinate part of those 
programs. We think that there is reason to believe that the Federal Government 
has lost sight of these important facts and that in its efforts to forget its sorry 
experiences with prohibition it has ignored the influence and effects of its 
revenue measures on the liquor control programs of the States. This oversight 
can lead to a devastating invasion of State’s rights and in the name of 97 million 
American citizens we here and now respectfully urge that you review carefully 
and sympathetically the position of the national conference. The criterion of 
the propriety of any tax on the liquor business is, we submit, its position with 
reference to the law of diminishing returns as to liquor control not as to revenue. 
If the tax promotes control it is sound and proper; if it weakens control it is 
unsound and improper. 

We have the finest form of government ever conceived by the mind of man 
It is the most efficacious that human ingenuity has ever devised for providing 
the greatest good for the greatest number. Yet, like all human institutions it 
has limitations and it depends for its success on those who direct it. We may 
rightly expect from government a type of public service featuring efliciency, 
harmony and coordination where and to the extent that those characteristics 
mark the conduct and performance of duty of those in whose judgment and dis- 
cretion the powers of that government repose. 

Government is the organ of society to make operative the will of the peopie. 
In our Federal system there are a division of powers and an assignment of fun 
tions among Federal, State, and local governments which our people intend and 
expect to best serve their common interests. The curse of jurisdiction—a neces 
sary evil to be sure—is its tendency to result in various echelons or agencies of 
governments working at cross purposes with one another Our intelligence 
rebels at such anomalies and our national economy can ill afford such profligate 
waste of public funds. 

We believe that we have made an objective and accurate presentation of our 
case. We trust that you will find it as meritorious as we find it compelling. Our 
convictions are firm and deep and we agree fully with the President of the United 
States who at Seattle, Wash., on August 4, 1953, told the governor’ onf 


erenct 
‘> * unless we preserve in this country the place of the State government, its 
traditional place, with the power, the authority, the responsibilities and the 
revenue necessary to discharge those responsibilit ies, then we are not going t 
have America as we have known it; * * * 

I shall now rest our case with an expression of our appreciation of your courtesy 
and our assurances of respect and esteem. 


The CuarrMan. The next witness is Mr. John W. Hardy, National 
Aicoholic Beverage Control Association. 

Mr. Hardy, if you will give your name and the capacity in whi 
you appear, we will be glad to hear you, 


STATEMENT OF JOHN W. HARDY, MEMBER, ALCOHOLIC BEVERAGE 
CONTROL BOARD, COMMONWEALTH OF VIRGINIA 


Mr. Harpy. Mr. Chairman and gentlemen of the committee, my 
name is John W. Hardy. I am a member of the Alcoholic Beverage 
Control Board of the Commonwealth of Virginia, chairman of the 
executive committee of the National Alcoholic Beverage Control 
sociation and chairman of the Joint Committee of the States to Study 
Alcoholic Beverage Laws. I am appearing before this committee as 
spokesman for the Vi irginia Alcoholic Beverage Control Board and 
for the National Alcoholic Beverage Control Association, 1 y direction 
of this association while in session at Miami Beach, Fla., on November 
1952. 

The ve Alcoholic Beverage Control Association was orga- 
nized in 1938 for the purpose of maintaining a high standard of ad 
minister ikon of alcoholic beve rage laws and toe ooper: ate with all States 


and Federal Government relative to the control, sale, and taxation 
of aleoholic beverages. 
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The membership of the National Alcoholic Beverage Control Asso- 
ciation is composed of the States of Alabama, Idaho, Iowa, Maine, 
Michigan, Montana, New Hampshire, North Carolina, Ohio, Oregon, 
Utah, Vermont, Virginia, Washington, West Virginia, and Wyoming, 
and Montgomery County, Md. These States and Montgomery County, 
Md., have a combined population of 37,435,890, which is over 25 per- 
cent of the population of the United States. These States and Mont- 
gomery County, Md., operate under the so-called monopoly system 
by engaging in the sale of alcoholic beverages, either by retail or 
wholesale, or both. 

The National Alcoholic Beverage Control Association at its 15th 
annual meeting, held in Miami Beach, Fla., on November 19, 1952, 
adopted the following resolution: 


Whereas control over the trade in alcoholic beverages is vested in the various 
States by the 21st amendment to the United States Constitution; and 

Whereas 46 States in exercising such control have enacted laws designed te 
safeguard the welfare and safety and health of the people by promoting tem- 
perance and respect for law and order; and 

Whereas excessive taxation by any governmental body of alcoholic beverages 
will defeat the purposes of sound liquor control by encouraging an illicit trade 
in such beverages; and 

Whereas the Federal Government in the 19 years since repeal of prohibition 
has increased the tax rate on distilled spirits by more than 850 percent, from 
$1.10 a gallon to the current level of $10.50 a gallon and only last year increased 
the high wartime rate of $9 to $10.50 a gallon, thus paving the way for an alarm- 
ing increase in the production and use of illicit whisky which has been harmful 
to the welfare and health of the public; and 

Whereas the excessive Federal tax rate has resulted in decreased sales of 
legally produced distilled spirits, thereby depressing the base on which State 
alcoholic-beverage tax or markup rates are predicated and causing a loss of 
State revenue: Therefore be it 

Resolved, That we, the members of the National Alcoholic Beverage Control 
Association in annual conference assembled deplore the liquor-tax policy of the 
Federal Government and declare it to be inimical to sound State liquor control 
and as also being detrimental to State revenues; and be it further 

Resolved, That the liquor authorities of the sovereign States of Alabama, 
Idaho, lowa, Maine, Michigan, Montana, New Hampshire, North Carolina, Ohio, 
Oregon, Utah, Vermont, Virginia, Washington, West Virginia, and Wyoming, 
and Montgomery County, Md., assembled at the 15th annual meeting of the 
National Alcoholic Beverage Control Association, call upon Congress at its next 
session to reevaluate the Federal liquor-tax policy for the purpose of reducing 
the damaging and excessively high tax rate to a reasonable figure of $6 a gallon, 
which in our view would be a realistic rate and one which, when coupled with 
increased enforcement appropriations to the Alcohol and Tobacco Tax Division, 
would make possible a degree of enforcement and control at the State level con- 
sistent with the aims and objectives of the various State liquor-control laws. 


For several years past, the association has adopted similar resolu- 
tions either protesting increased Federal excise tax rates on alcoholic 
beverages or requesting the Congress to reduce said tax rates in keep- 
ing with what we believe to be a proper relationship of Federal and 
State taxes. 

The membership of the National Alcoholic Beverage Control Asso- 
ciation, whose concern is alcoholic-beverage control, is particularly 
interested in implementing and administering the alcoholic-beverage- 
control laws in its member States so as to eliminate, as far as is practi- 
cal, criminal activity and lawlessness of every kind related to the 
manufacture, sale, and distribution of alcoholic beverages. 

The 2lst amendment to the Constitution of the United States ex- 
plicitly gives to the States the right to regulate the sale and con- 
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sumption of alcoholic beverages within their borders. A State may 
implement this power by prohibition, or by establishing legalized 
sale of alcoholic beverages by the States, or by limiting the number 
of points of sale, or through its taxing powers. It is for ‘each State to 
choose its own methods. 

The amendment turned over to the States the direct regulatory 
functions, presumably in the belief that State authorities understand 
best the needs and wishes of their own residents. This principle of 
State supremacy in the method of alcoholic beverage control was 
firmly established by the United States Supreme Court in a series of 
rulings handed down between 1936 and 1938. 

The Joint Committee of the States To Study Alcoholic Beverage 
Control Laws is composed of an equal number of commissioners of 
the National Conference of State Liquor Administrators and the 
National Alcoholic Beverage Control Association. 

This committee has been studying the effect of taxes on alcoholic 
beverage control for many months. I have collaborated in the work 
of this committee with Hon. John F. O’Connell, chairman of the 
Alcoholic Beverage Control Commission of the State of New York, 
for a number of years. I have previously had the privilege of reading 
the statement of Mr. O’Connell, another witness before this com- 
mittee, and in the interest of brevity and to conserve time of your 
committee, I wish to concur in the entire statement presented by Mr. 
O’Connell, which statement, in my opinion, is an accurate presenta- 
tion of the views of both the members of the National Conference 
of State Liquor Administrators and the National Alcoholic Beverage 
Control Association, which 2 groups together represent the liquor 
control] authorities of 45 States and the District of Columbia, I re- 
spectfully request the records of this committee to indicate this con- 
currence. 

I desire to express the following supplementary remarks: In our 
opinion, the Fec feral Government through a discriminatory use of its 
taxing power, has impaired and restricted the rights and responsi- 
bilities of the States under the 21st amendment. By reason of cur- 
rent excessive excise taxes on alcoholic beverages, it has usurped the 
clear cut power of the States to regulate and control the traffic in 
alcoholic beverages within State’s borders. 

The individual States, having the major responsibility in connection 
with regulating the contro] of sale of alcoholity beverages, logicallp 
expect the right to reasonable revenue from the traffic in this com- 
modity. This right is seriously impaired by the current excessive 
Federal excise-tax rate. In most States this revenue is a considerable 
vortion of the total State revenue and is employed for many purposes : 
Fducation, hospitals, general welfare, to name just a few, as well as to 
defray the cost to the States of regulating and controlling the sale 
of alcoholic beverages. Any threat to State liquor revenue is directly 
affected by the Federal excise-tax rate. 

It is elementary that excessive tax rates divert consumers to illicit 
channels, doing the double disservice to the States of creating added 
enforcement problems through increased illicit traffic and reducing 
the revenue to the State as a result of this diversion into illegal 
channels. 

Entirely aside from the question of its adverse effect on State rev- 
enue, current excessive Federal excise-tax rates create problems of 
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liquor control and law enforcement for the individual States. In 
many States the illicit manufacture and sale of illegal alcoholic bev- 
erages is again beginning to reach the point of a serious problem. 

The price of legal aleoholic beverages is beyond the reach of many 
low-income people who are buying illegally manufactured alcoholic 
beverages from the bootlegger, which means that either the Federal 
excise-tax rate must be reduced or the so-called monopoly States, which 
groups I represent, must reduce their markup and profit if the price 
of legal alcoholic beverages is to be reduced to the point of competi- 
tion with the sale of illegal alcoholic beverages by the bootlegger. I 
can speak with authority on this point because there are very few 
States which have to face greater problems of moonshining than the 
Commonwealth of Virginia. 

We have worked very diligently and cooperated very closely with 
the Alcohol and Tobacco Tax Unit of the Bureau of Internal Reve- 
nue in coping with this problem. 

Several years ago, the Commonwealth of Virginia, reversing the 
usual custom, offered to add to its own enforcement staff a number of 
additional officers provided there would be an increase in the Federal 
enforcement staff assigned to Virginia. This was done. 

The Federal staff was increased for a period, but, eventually, the 
State enforcement staff grew from 8 officers to 50 officers, and the 
Federal enforcement staff was reduced from approximately 40 officers 
to about 25 officers, many of whom today have grown old in age 
and their effectiveness accordingly greatly reduced. 

It seems anomalous that the Federal Government should materially 
increase its rate of tax on distilled spirits, adding to its revenue, and 
increasing State enforcement problems, but at the same time reduce 
the number of enforcement agents assigned to cope with the problem 
of illicit traffic to which its increased tax rates contribute so vitally. 

The purpose of the 21st amendment was to take the sale of alcoholic 
beverages out of the hands of the criminal element and place it in 
the hands of the individual States, to end the era of prohibition 
under the 18th amendment in an effort to eliminate crime and cor- 
ruption which existed, and to end a national disgrace. The 21st 
amendment was not adopted for the purpose of raising revenue. 

A congressional resolution in 1933 recited that taxes on alcoholic 
liquors, as well as license fees upon the traffic in such liquors, should 
be so devised as to promote temperance and at the same time dis- 
courage illicit trafficing in such beverages. The intention of the 
72d Congress as expressed in that resolution has apparently not been 
the intention of succeeding Congresses. 

We realize and believe alcoholic beverages should share a fair pro- 
portion of Federal taxation. Excise taxes on distilled spirits have 
increased from $1.10 per 100 proof gallon in 1933 to $10.50 per 100 
proof g gallon in 1951. 

We believe the present rate of tax shoud be reduced to a point where 
it would reflect the same percentage of increase which has been 
imposed on other commodities since the year 1933. 

We believe the time has arrived when Congress should rationally 
look upon the rate of taxes on alcoholic beverages as a regulatory 
procedure and fix the rate in such a manner as to enable the individual 
States to control the social and criminal aspect, rather than to continue 
to look upon alcoholic beverages as a source of revenue. 
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As the sale and consumption of alcoholic beverages is one of the 
major social and criminal problems of this country, we respectfully 
request the Congress to give logical consideration to our request and 
to grant proper relief. 

The Cuamman. We thank you, Mr. Hardy, for your testimony. 

Are there any questions? The Chair hears none. 

Mr. Harpy. Thank you, Mr. Chairman. 

The Carman. The next witness is Mr. Joseph F. Buckley, presi- 
dent, Wine and Spirits Wholesalers of America, Inc. 

Mr. Buckley, if you will give your name and the capacity in which 
you appear we will be glad to hear you. 


STATEMENT OF JOSEPH F. BUCKLEY, PRESIDENT, WINE & 
SPIRITS WHOLESALERS OF AMERICA, INC. 


Mr. Buckiey. Mr. Chairman and members of the committee, my 
name is Joseph F. Buckley. I am chairman of the board of the Max 
Sobel Wholesale Liquors in Oakland, Calif. I also have the honor 
to be president of the Wine & Spirits Wholesalers of America, an 
organization of 550 firms engaged in the wholesale liquor business, 
and to present this statement on their behalf. 

You have heard from other witnesses here, gentlemen, the fact that 
under an ever-increasing tax burden, volume sales of liquor today are 
at about the same level at which they stood in 1942. Under these 
conditions, the tremendous increase in operating costs since that time, 
has put many wholesalers—and particularly the smaller wholesalers— 
in this industry in a very unfavorable position. 

Our costs of doing business have soared. Business rents have in- 
creased about 50 percent and in some areas by as much as 100 percent 
since 1942, Labor costs are up sharply. For example, in the city of 
Oakland, C alif., my home market, teamsters’ wages have increased 
122 pere ent since 1944. 

Moreover, there have been tremendous increases in the cost of 
financing inventories—all of which are attributable to sharply rising 
excise rates. 

These increases are directly reflected in increases in insurance costs, 
sales commissions, personal property taxes, and gross receipts taxes. 

To illustrate, in 1942 under the $4 per gallon tax rate which pre- 
vailed during most of that year, a typical case of distilled spirits cost 
the wholesaler $18.03, of which $8.30 was Federal taxes. Today that 
same case costs $31.50, and $21.77 of that total is Federal taxes. 

{ should like to point out in this connection that there has been 
no increase at all in the average price which we pay to the distiller. 
The entire increase in price which the wholesaler pays is accounted 
for by tax increases alone. 

They are also reflected in the pattern of retailer buying. The in- 
ordinate tax rate has forced retnibes to resort to sharp curtailment of 
inventories and split-case buying—necessitating more pene de- 
liveries by the wholesaler. This in turn means an increase in pack- 
aging and delivery costs. In comparison with 1944, vades' s packaging 
and delivery costs have tripled. 

The result has been a sharp decline in return on investment. 

According to the latest available Dun and Bradstreet figures, 
which cover calendar year 1951, net return on investment in the 
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wholesale wine and spirits trade amounted to 4.9 percent, as against 
10 percent in the ee een years 1948-50, and 12.5 percent in 1942. 

The decline in earnings since 1942 for spirits wholesalers is sharper 
than for any of 17 other types of wholesaler operations surveyed by 
Dun & Bradstreet, which include such representative trades as auto 
parts and accessories, tobacco, drugs and sundries, electrical supplies, 
gasoline, hardware, hosiery and underwear; lumber, paint, and var- 
nish; paper, plumbing and heating supplies; shoes, groceries, dairy 
products, and fresh fruit and produce. 

As a matter of fact, 7 out of these 17 trades showed increases in 
net returns over 1942 levels, in contrast to the sharp drop in our case. 

Gentlemen, if I may digress for a moment, I have a few figures 
which I think are significant. 

A few of the wholesale trades showing increase of net return on 
investments are gasoline, plus 26 percent; lumber, plus 58 percent; 
plumbing and heating supplies, plus 69 percent; paper, plus 72 per- 
cent. 

On the decrease side are tobacco, minus 30 percent; paint and 
varnish, minus 18 percent; but wines and liquors are down 61 percent. 

And, with 1952 volume running below 1951, it is clear that final 
data on 1952 will show that our returns on investment continued to 
fall below average levels for other wholesale trades. 

These are not the only problems created for the wholesaler by the 
present level of the Federal excise tax. 

The wholesaler also has the competition of the moonshiner. 

There is, for example, the situation which developed in Jackson- 
ville, Fla. There, within a year after an intensive law enforcement 
program against moonshining had been undertaken—under the 
prodding, I might add, of a group of alcoholic beverage wholesalers— 
sales of legal liquor in the Jacksonville market increased by 33 percent. 
And, in some sections of Duval County, where Jacksonville is located, 
particularly where the lower income groups live, legal sales increased 
50 percent. 

This example shows that, under the impact of a Federal tax that 
has pushed prices so high that many persons could not afford to pur- 
chase legal bene, the legal trade has lost a tremendous part of its 
potential market to the illegal operator, who pays no taxes whatso- 
ever and who has no regard for the health, welfare, or lives of his un- 
fortunate customers. 

From all of these facts, it should be apparent that the present ex- 
cessively high Federal excise tax on distilled spirits is doing very 
real harm to the wine and spirits wholesalers whom I represent here 
this evening. If we, as American businessmen, are to survive eco- 
nomically, if we are to realize a fair return on the very sizable in- 
vestments we have made in our business, then it is imperative that the 
tax be adjusted to a fair level. 

And I believe that a tax rate of $6 per gallon would do a great deal 
toward bringing the wholesale brandie-al thie industry a measure of 
economic security, while at the same time wiping out a great part of 
the moonshine menace, which not only harms our business, endangers 
the lives of our fellow citizens but places in jeopardy the orderly 
system of alcoholic beverage control. 

Thank you, sir. 
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The Cuarrman. We thank you very much for your very fine state- 
ment. 

Are there any questions? The Chair hears none. 

Mr. Buckuey. Thank you, Mr. Chairman. 

The Cuarrman. The next witness is Mr. Benjamin Josephs, presi- 
dent, National Retail Liquor Package Store Association. 

Mr. Josephs, will you give your name and the capacity in which you 
appear. We will be very pleased to hear you. 


STATEMENT OF BENJAMIN JOSEPHS, PRESIDENT, NATIONAL 
RETAIL LIQUOR PACKAGE STORES ASSOCIATION 


Mr. Josrrpns. My name is Benjamin Josephs. As the president of 
the National Retail Liquor Package Stores Association, I represent 
44,000 operators of liquor stores. 1, too, am 1 of those 44,000 licensees 
who sell liquor by the bottle, so I have firsthand knowledge of what 
is involved in being a retail businessman. The store I own is in Wor- 
cester, Mass. 

The majority of the package stores are family operations in the 
truest sense. Because of competitive conditions and the regulatory 
laws, the average package-store operator remains open 16 hours a day 
or 96 hours per week. Because of these long hours it is necessary for 
both the husband and wife, or additional members of the family, to 
devote their entire working days to their stores and the opportunity of 
supplementing family income with outside jobs is greatly reduced. 

It is the kind of a business where income possibilities are very 
directly limited. In the first place, there are regulations in almost 
half of the States that prohibit a licensee from operating any more 
than onestore. Inmany States, laws and regulations limit the licensee 
to selling only distilled spirits and wine, forbidding the sale of any 
related items, much less general articles of merchandise. Addition- 
ally, the laws and regulations prohibit the inducements to sale which 
are customary in every other line of retail selling. 

In addition, the retailer labors under other handicaps not common 
to other retail fields. He is frequently unable to advertise competively 
pricewise; the money he may spend on displays, the size of displays 
and signs, and nature of advertising is limited by State laws; the 
amount and value of promotional material and display advertising 
which may be supplied him by wholesalers or distillers is severely 
restricted. In general, he cannot offer gifts, giveaways and like means 
of inducing sales. 

Generally speaking, the package-store operator is limited to selling 
distilled spirits and wine and nothing else, and is compelled to limit his 
merchandising efforts to maintain or increase his ies of business. 
Unfortunately for him also with today’s taxes, he doesn’t even have a 
sure market. He has to compete with the illegal producer of a cheap, 
illegal product who is selling moonshine under bona fide labels at 
prices which, of course, he cannot begin to meet. As a result, he is 
constantly losing business from consumers who can no longer afford 
to buy the legal product. 

Less than a month ago, a package-store operator, James H. Mitchell, 
of the Sayville Wine & Spirits Shop in Sayville, Long Island, was 
approached by a representative of a fraternal organization who 
wanted to buy a case of whisky and two cases of wine to use as prizes 
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at a bazaar that the organization was to hold. Their representative 
asked to be quoted a price for such quantity purchased by the case. 
The package-store operator quoted him the legal deduction of 5 per- 
cent a case. 

Subsequently, the prospective customer returned, purchased the two 
cases of wine at the quoted price, but did not buy the whisky. He said 
he had obtained the case of whisky from another source. He said he 
had bought a case of popular quantity whisky for $35. The package- 
store operator could not possibly meet such a price because the cost to 
the retailer from the wholesaler for this case is $39.80. It is evident 
that he could have obtained the whisky from only one source—the 
moonshiner. 

This is just one instance among many where moonshine, packaged 
and labeled like the legitimate product, directly cut into the business 
of the package-store owner. There have been sales of moonshine 
whisky which were reported to be bona fide whisky under the labels 
of every nationally advertised brand, both imported and domestic. 

The package-store operators of this country are deeply concerned 
over the future of our business because of the hardships and problems 
which we face today. 

For one thing, the cost of being in this business has increased, but 
the rate of return has not. 

In 1942, retailers were working on an average markup on costs of 
831 percent. When the Federal excise tax went from $6 to $9 in 
1944, however, we were not permitted by the Office of Price Adminis- 
tration to mark up the emergency tax increase, despite the fact that 
your committee itself pointed out that some markup on the tax would 
be necessary to compensate dealers for their increased investment in 
their tax-inflated inventories. 

The net effect of this action was to increase our investment, and de- 
crease our return on that same investment. 

When Congress not only failed to remove the $3 emergency tax 
after the end of World War II but added an additional $1.50 per 
gallon in 1951, liquor sales fell off sharply. It has not been possible 
to restore markups to the necessary level because such action would 
only depress sales even further. 

Thus today, our markup stands at only 28 percent. This is actually 
16 percent less than our return on investment in 1942 and earlier years. 
On the other hand, our actual investment costs have gone up about 
67 percent. A retailer who carries a stock of $6,000 in 1942 must in- 
vest about $10,000 today to maintain the same inventory—for a lower 
rate of return. 

The result of all this is that gross profits on sales at the retail level 
of the liquor industry average about one-third less than the typical 
return for 28 lines of other retail trades covered by Dun & Bradstreet 
surveys during recent years. In other words, liquor retailer gross 
profit stands at 21.9 percent as against 32.4 percent for other retail 
trades. 

While our gross-unit profits and investment returns have been de- 
clining, we are also suffering from ever-increasing ¢osts of operation. 
Rents are higher, labor costs have risen sharply, delivery costs, and 
utilities are up—in fact, there has been an increase in almost every 
single overhead item. 
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The ability to maintain goodwill is one of the most important fac- 
tors of good business, but when he is singled out as the target for all 
the complaints about high prices of liquor, the package-store operator 
has two strikes against him on that score. And he is on the receiving 
end of all the complaints and grievances and resentment because the 
liquor retailer is the only person with whom the man on the street ever 
comes in contact. The customer blames the retailer because he is the 
nearest link in the industry chain that he sees. 

I can tell you gentlemen that not a day goes by without bitter com- 
plaints from customers. It is a common experience to have someone 
come into my store, look over the stock and say: “These prices are all 
too high. What is the cheapest whisky you have?” Or else they say 
“T like such-and-such a brand, but it takes such a big bite out of me to 
buy it that I am going to have to stop using liquor altogether.” 

Or else they say—and this is the most frightening thing of all— 
“I know it is because of high taxes that liquor prices are so high. 
From now on I am going to buy moonshine, and I’m not fooling. I 
know someone who can get it for me without any trouble at all.” 

Mr. Stmpson. How much does moonshine cost ? 

Mr. Josepus. I would say about half what they have to pay for 
the legal stuff and sometimes less. 

Mr. Stmpson. Thank you. 

Mr. Josepus. And if he doesn’t go to the bootlegger, he has cut 
down on the size and quantity he buys. Pints and half-pints are 
selling instead of quarts and fifths. This trend has been growing 
steadily, with a consequent effect on gross volume of the individual 
package-store operator. 

As businessmen, the retailers of the liquor industry feel that we 
are entitled to a reasonable return for our investments and services. 
No more, no less than retailers in other businesses. But under the 
present high excise-tax rates on distilled spirits which have created a 
tremendous consumer resistance and driven many customers into the 
hands of the moonshiners and bootleggers, our volume of business has 
decreased so greatly that a reasonable return is impossible. 

Liquor retailers provide employment for a sizable number of people. 
We circulate a large number of dollars in trade, and we act as col- 
lectors of a great deal of tax money for the Federal, State, and local 
governments. We are not only an important factor in the orderly 
control of liquor dispensing, but as small-business men we are active 
in the civic affairs of our various communities and otherwise practice 
good citizenship. 

Our ability to remain as productive businessmen can continue only 
so long as we can stay in business profitably and that situation is 
being seriously threatened throughout the country as a result of the 
terrific tax burden on the products we sell. It is the overbearing ex- 
cise-tax load that has worked an undue hardship against the liquor 
retailer by not only creating an unprecedented consumer resistance 
but by being largely responsible for the retailers’ greatest competi- 
tor, the moonshiner. 

Thank you, gentlemen. 

The Cuatrman. Thank you very much for your contribution to the 
information of the committee. 

Are there any questions? 

The Chair hears none. We thank you, sir. 
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Mr. Joserus. Thank you, Mr. Chairman. 

The CrHarrman. The next witness is Mr. Rocco B. Bunino, presi- 
dent of the National Licensed Beverage Association. 

If you will just give your name and the capacity in which you 
appear to the reporter, we will be glad to hear you. 


STATEMENT OF ROCCO B. BUNINO, PRESIDENT, NATIONAL 
LICENSED BEVERAGE ASSOCIATION 


Mr. Buntno. Mr. Chairman and gentlemen of the committee, my 
name is Rocco B. Bunino. I live in Blairstown, N. J., where I own 
and operate a retail establishment selling food and alcohol beverages 
for consumption on the premises. I appear here as president of the 
National Licensed Beverage Association, which is a national trade 
association of the proprietors of restaurants, taverns, hotels, bar-cafes, 
and cabarets. Appended to my statement is a list of the local and 
State associations afliliated with the National Licensed Beverage 
Association. 

I speak for that segment of the licensed beverage industry which is 
composed of the greatest number of individual licenses, each of whom 
owns and operates his business not as an investment but as a means 
of livelihood for himself and family. It is my purpose to explain 
the effect of the present rates of tax on alcohol beverages and the 
so-called cabaret tax upon my business and the business of approxi- 
mately 160,000 licensed retailers who are small-business men like 
myself. 

We are the tax collectors for the Federal Government as regards 
excise taxes on alcohol beverages. As such, we are in direct contact 
with the taxpayers who are our customers, and we are the first to feel 
the impact of buyer resistance to the taxes. Our margin of profit is 
small, so we must depend on volume sales. Any threat to this volume 
is a threat to our existence. 

Today, for every dollar taken in, the average well-run restaurant 
or tavern pays out 56 cents for food and beverages, 26 cents for wages, 
and 15 cents for such operating costs as rent, repairs, replacement, 
laundry, insurance, business taxes, and advertising. The 3 cents that 
is left to us we share with the Federal and State Government in income 
taxes. The most recent Dun & Bradstreet report on this industry says 
that net profit before taxes amount to only 214 cents, 

Since 1946 our share of the 2 to 3 cents, and the Government’s 
share as well, has been threatened by a decreasing volume of sales, 
This decline was recognized by the Federal Government in its regula- 
tion of our prices during the period of price controls as we were the 
only industry which was given a price yardstick based upon our food 
and beverage cost per dollar of ee 

There are two principal causes for this decline which I would call 
to your attention. The first is consumer resistance to high-taxed bev- 
erages. Ounce for ounce, alcohol beverages cost more in an on- 
premises establishment than in one making sales hy the package be- 
cause of our high labor, equipment, and overhead cost. During the 
war years, restaurants and taverns sold 65 to 70 percent of all distilled 
spirits and now we sell only 30 to 35 percent. 

The second cause of our decline in sales volume. concerns the price 
advantage which has been given to the illegal product. To most peo- 
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ple, illegal manufacture or moonshining connotes a backwoods opera- 
tion for local consumption. However, to me it means an entirely dif- 
ferent matter because these operations are taking customers from the 
tavern industry in my State and elsewhere. 

In the State of New Jersey the prohibition era coined a new word in 
connection with a beverage. It was the word “apple.” With the ad- 
vent of repeal the word went out of use until recently, but once again 
people are either asking where “apple” can be pure chased or are br: ag- 
ging of the savings they make by purchasing this illegal product. 

In July 2 years ago we reported to this committee that police in 
Philadelphia were averaging 25 seizures per week from unlicensed 
premises of illegal liquor being held for retail sale. Such arrests may 
sound insignificant, but if you will consider that each arrest indicates 
a retail outlet in direct competition with the legal, licensed, taxpaying 
retailer, you will understand our concern with the present flood of 
bootleg liquor. Each of these illegal outlets has a price advantage 
over our members, not only in the amount of the tax, but in many other 
overhead items required only of the taxpaying retailer. 

A tax reduction to $6 per proof gallon on spirits would improve 
our competitive position by lowering that part of our overhead cost. 
due to financing necessary inventory. We pay the excise taxes in a 
lump sum through our supplier and then reimburse ourselves a penny 
at a time as individual drinks are sold. A tax reduction will de- 
crease the dollar value of the necessary inventory and thereby reduce 
our financing costs. The size of inventory varies according to the 
size and type of establishment and according to business patterns 
follow in various sections of the country. 

However, we have made a survey among our members which in- 
dicates that a tax of $6 per proof gallon would result in a decrease in 
dollar value of inventory ranging from $1,500 to $4,000. Dun & 
Bradstreet estimates the average turnover of inve ntory in our indus- 
try to be slightly over 15. Our survey, just mentioned, indicates that 
the turnover would in some cases run as high as 10 but would average 
less than that. 

Taking a turnover of 5 times as being conservative, there would be 
from $7,500 to $20,000 of inventory cost in the average operation that 
could be eliminated. Keeping in mind the 21% cents of the gross sales 
dollar that we have for profit, I believe that you will see that the sav- 
ing in inventory financing cost is an important one to us. 

These savings—the tax “and the cost of financing the tax—would be 
enough to be ‘of considerable aid to us in our efforts to reverse the 
present trend of declining patronage. In our present competitive 
positions we need this help. 

In the consideration of a tax reduction and its probable effect 
upon our retail industry, we would remind the committee that the 
several thousand retailers here concerned are also taxpayers under the 
provisions of the Federal income tax. It is obvious that an improve- 
ment in our business conditions will result in a deepening of the 
income-tax base so far as we are concerned, and that as our individual 
businesses prosper so do the Federal revenues. 

We ask that the tax on spirits be reduced to $6 per proof gallon 
and that the tax rates on the other alcohol beverages be proportionately 
reduced. 
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_In addition to the excise taxes on beverages, the members of the 
National Licensed Beverage Association are very much concerned 
with the so-called cabaret tax. In discussing this tax, I hesitate to 
use the name “cabaret tax” because it has a tendency to bring to mind 
plush dine and dance establishments or elaborate “rooms” in our 
leading hotels with name bands, famous entertainers, society patrons, 
and gross revenues in large figures. 

Actually, the great bulk of the establishments subject to this tax 
are modest taverns, restaurants, and bar-cafes, owned and operated 
by men who work in the business themselves and use live | iusic and 
entertainment in an effort to compete against home television and 
keep up what is now lagging, public patronage. Just when we need 
entertainment most to compete against home television, we find the 
rate of the tax so high and consumer resistance against it so great 
that it is not available to us. 

The fact that we are not using live entertainment is easily shown 
by the Federal revenues from this source. In 1946 the Federal 
Government received from this tax over $72 million. In the follow- 
ing 4 years the revenue dropped steadily * so that by 1950 the return 
was about $414 million. In 1951 it rose by $1 million and by $3 mil- 
lion in 1952. We submit that a tax which results in decreasing 
revenues as has this one, is a tax that is wrong in concept under pres- 
ent conditions and should be abolished. 

Normally, the elimination of a tax will result in a total loss of 
revenue from that source. We believe, however, that our industry 
would more than make up the loss of the $45 million that was collected 
from this tax last year. We are of the opinion that the use of live 
entertainment would be increased to an extent which would deepen 
the personal-income-tax base far enough to more than make up the 
loss. 

Our opinion in this regard is based upon a survey made among our 
members last winter. Statements concerning their use of taxable 
entertainment were received from 502 members in 9 States. Out 
of the 502 members, 156 stated that they are now using entertainment 
and paying the tax; 346 are not using such entertainment. Out of 
the 346 members not using entertainment, 126 stated that they were 
not interested in entertainment regardless of action on the tax and 220 
stated that they would use entertainment if the tax were eliminated. 

Irom this survey we find that if the tax were eliminated, that 
of the 502 members there would be 376 users of entertainment in 
place of the present 156. In the replies to our survey many of those 
now using entertainment stated that if the tax were eliminated, their 
present entertainment programing would be changed either by using 
it more nights each week, more hours each day, or by enlarging their 
entertainment staff. 

Taking this sampling as a cross section of our industry, it is clear 
that there would be a considerable increase in the employment of 
musicians and variety entertainers. The number of establishments 
using entertainment would be increased about 214 times although 
total employment: would not be increased to this extent. 


——— 


‘Collections. admissions to cabarets, roof gardens, etc. (in round figures): 194 
$72,007. 000: 1947, $FP.350.000: 1948, $53,527,000 ; 1949, $48,857,000; 1950, $41,453,000; 
1951, $42,646.000 : 1952, $45,489,000. 
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It is to be noted that the present rate of tax has for the most part 
taken entertainment away from the smaller establishments and if 
it was to be placed within their reach again the numbers of musi- 
cians and entertainers employed in each establishment would not 
be as large as it is in the establishment now using entertainment. 

We submit, however, that it is reasonable to assume an increase 
of 250 percent in the number of users of entertainment would result 
in at least a 100 percent increase in total entertainment payroll. 
This is the deepening of the tax base of the personal income tax to 
which I have referred and would be an important increase in na- 
tional income which is now barred in order that the Government may 
collect $45 million. 

If I may digress a moment, I may also state that in increasing 
entertainment not only would the musicians and the variety employees 
be affected and benefit, but also it would increase other employees 
of these establishments, such as waiters, bartenders, cooks. and what 
have you. 

We understand that any industry seeking relief from an excise tax 
must prove its own case, but because of the sympathetic understanding 
of the problems of the moving-picture-theater industry demons strated 
by this committee and the Congress, I feel compelled to make a com- 
parison of that industry to ours. 

I am informed that the economic condition of the moving-picture- 
theater industry is highlighted by a showing that some 5,000 theaters 
have closed since 1946. The on-premise food and beverage industry 
would have an even larger number of closings or recorded failures to 
illustrate its economic ills except for the nature of ownership of the 
establishments in our industry. 

The great bulk of establishments are family owned and operated, 
and when business gets so bad that a failure is imminent, the owners 
do not resort to bankruptey but attempt to bail themselves out by a 
sale at a loss. There is probably no retail industry in this country 
which has as many changes of ownership each year. De pi artment of 
Commerce figures show ‘that last year 1 out of every 3 eating and 
drinking esti ablishments changed hands, while the figure for ret tailers 
in gene ral indicated a ¢ hange ‘of only 1 out of each 6 in business. 

In other words, the rate of ownership turnover in our industry last 
year was twice that of retailers generally. This high rate of owner- 
ship transfer is the equivalent of failures and closings i in the moving- 
picture-theater industry. It is the result of the same type patronage 
withdrawal. 

The elimination of this tax would have a direct effect upon the com- 
petitive position of the onpremise food and beverage industry. Those 
of us who now use entertainment would have an immediate 20 percent 
reduction in sales price of all food and beverage items, and those not 
now using entertainment could use it as a means or drawing patronage. 
Just like the movies, we must compete with home television. We 
believe that the Congress can, without detriment to the Federal 
revenues, put us in a position to compete. We ask that the 20 percent 
tax on cabarets, roof gardens, et cetera, be eliminated. 

On behalf of the 45,000 members of the National Licensed Beverage 
Association and the 160,000 onpremise retailers of food and beverages, 
I wish to thank the committee for this opportunity to explain the 
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benefits that would result from a reduction of the excise taxes on 
alcohol beverages and the elimination of the cabaret tax. 

The Cuarrman. We thank you, Mr. Bunino, for your time. 

Are there any questions ? 

The Chair hears none. 

The list of the local and State associations affiliated with the Na- 
tional License Beverage Association which you mentioned in your 
statement will be made a part of the record. 

Mr. Buntno. Thank you, Mr. Chairman. 

(The list referred to is as follows) : 


AFFILIATES OF NATIONAL LICENSED BEVERAGE ASSOCIATION 


Arizona Retail Liquor Dealers’ Association 
Associated Tavern Owners of Brooklyn, Inc. 
Associated Tavern Owners of Utah, Inc. 

Buckeye Retail Liquor Dealers’ Association 
California Licensed Beverage Association 

California Tavern Association 

Cass County Liquor Dealers of Fargo, N. Dak. 
Chicago Tavern Owners’ Association 

Colorado Dispensers, Package Dealers and Restaurant Association 
Hawkeye National Beverage Association 

Idaho Licensed Beverage Association 

Illinois Licensed Beverage Association 

Illinois Tavern Owners’ Association 

Indiana Retail Alcoholic Beverage Association, Inc. 
Maryland State Licensed Beverage Association, Inc. 
Massachusetts Retail Liquor Dealers; Board of Trade 
Michigan Table-Top Licensees’ Congress 

On-Sale Liquor Dealers of Minneapolis, Inc. 
Minnesota Retail Liquor Dealers’ Association 
Montana Licensed Liquor Dealers’ Association 
Nebraska Licensed Beverage Association 

Nevada Licensed Beverage Association 

New York State Restaurant Liquor Dealers Association 
North Dakota Beverage Dealers’ Association 

Oregon Licensed Beverage Association 

Restaurant Beverage Association of Washington, D. C. 
Retail Liquor Dealers of Pennsylvania 

Rhode Island Retail Liquor Dealers’ Association 

St. Paul On-Sale Liquor Dealers’ Association 

South Dakota Liquor Dealers’ Association 

Tavern League of Wisconsin, Inc. 

United Licensed Beverage Association of New Jersey 
United Tavern Owners of Philadelphia 

Wisconsin Tavern Keepers’ Association 

Wyoming State Retail Liquor Dealers’ Association 


“* 


The Cuamman. The next witness is Mr. Briggs G. Simpich, 
Esq., of the League of Distilled Spirits Rectifiers, Inc. 


STATEMENT OF BRIGGS G. SIMPICH, ASSISTANT GENERAL COUN- 
SEL, THE LEAGUE OF DISTILLED SPIRITS RECTIFIERS, INC. 


Mr. Simptcu. Mr. Chairman and members of the committee, I am 
Briggs G. Simpich, assistant general counsel for the League of Dis- 
tilled Spirits Rectifiers, Inc., 1001 Connecticut Avenue, Washington, 
D.C. 

The members of the league appreciate very much this opportunity to 
lay before the committee certain Replys which the industry feels 


justify remedial legislation. We have filed this afternoon with the 
clerk of this committee a printed statement fully setting forth the 
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problems we have in mind and the legislation which we think is in 
order, 

In order to conserve the time of the committee, we wish to waive any 
oral presentation and leave the matter for your thoughtful consid- 
eration on the printed statement we have filed. 

The Cuatrman. Thank you very much. 

Without objection your statement may be filed in the record. 

Mr. Srmpicn. Thank you, sir. 

(The statement referred to is as follows:) 


PROPOSED AMENDMENTS TO CHAPTER 26 OF THE INTERNAL REVENUE CODE BY THE 
LEAGUE OF DISTILLED SPIRITS RECTIFIERS, INC., WASHINGTON, D. C, 


To amend certain provisions of the Internal Revenue Code to authorize the 
receipt in bond and taxpayment at rectifying plants of distilled spirits, alcohol, 
and wines for rectilication, bottling, and packaging, or for bottling and packaging 
without rectification; and the production in bond and taxpayment of gin and 
vodka at rectifying plants. 


STATEMENT OF BricGs G. SIMPICH, ASSISTANT GENERAL COUNSEL, LEAGUE OF 
DiSTILLED SPIRITS RECTIFIERS, INC., WASHINGTON, D. C. 


Mr. Chairman and members of the committee, I am Briggs G. Simpich, as- 
sistant general counsel for the League of Distilled Spirits Rectifiers, Inc., 1001 
Connecticut Avenue, Washington, D. C. 

The League of Distilled Spirits Rectifiers, Inc., is a trade organization repre 
senting independent rectifiers of distilled spirits located throughout the United 
States. I wish to express the appreciation of the members of the League for 
this opportunity to appear before you and present certain problems confronting 
the independent rectifier. The league strongly urges the adoption of the pro- 
posed amendments to the Internal Revenue Code embraced in H. R. 64 and the 
companion bill, H. R. 3995, introduced by Congressman Sadlak of this committee. 

By way of introduction let me say that an independent rectifier of distilled 
spirits is one who purchases his basic supplies of whisky, alcohol, rum, brandy 
and wine from the distiller or wine producer. He does not distill or produce 
spirits or wine from grain or other commodities. The rectifier uses spirits 
purchased from distillers in the production of his own brands of whisky, gin, 
vodka, cordials, liqueurs and specialties, or in the bottling of straight whiskies 
and other products under his own brand names, without rectification. 

Under existing internal revenue laws the rectifier is obliged to pay the 
distilled spirits tax, which is now $10.50 per proof gallon, at the time of with- 
drawal of the spirits from internal revenue bonded warehouses, prior to their 
removal to his rectifying establishment for use in the manufacture of his 
products. The result is that rectifiers have large amouts of capital tied up 
in taxpaid distilled spirits from the time they are taxpaid at bonded ware- 
houses, until they are used for rectification and bottling, or bottling without 
rectification. This necessarily operates to the competitive disadvantage of the 
small rectifier, operating on limited capital, who frequently has his plant located 
at a considerable distance from the nearest internal bonded warehouse. 

Distiller-rectifiers, on theother hand, generally have their rectifying plants 
located in convenient proximity to their distilleries and bonded warehouses 
so that the matter of withdrawal and transfer of spirits from the warehouse 
to the rectifying plant can be accomplished with a minimum delay and use 
of capital. Under this arrangement the distiller-rectifier is not required to 
maintain any substantial inventory of taxpaid spirits because of the ease and 
expedition with which such spirits may be withdrawn from his bonded ware- 
house and transferred to the rectifying plant for processing and bottling. The 
independent rectifier, on the other hand, encounters a serious delay in the 
withdrawal and transfer of spirits to his rectifying plant, the extent of which 
depends primarily upon the distance of his plant from the internal revenue 
bonded warehouse where his spirits are stored. This makes it imperative for 
him to maintain a substantial working inventory of basic spirits on hand 
at his rectifying plant at all times so that he will be in a position to fill orders 
promptly and thus serve his customers as expeditiously as his competitors, the 
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distiller-rectifiers. But with a tax of $10.50 per proof gallon on his basic 
distilled spirits the maintenance of such inventories becomes prohibitive where 
capital is limited, and thus the small independent rectifier is unable to compete 
with the distiller-rectifier, or the large independent rectifier, who has sufficient 
capital to maintain an adequate inventory of spirits. 

Furthermore the large outlay in taxes frequently makes it impossible for 
the small rectifier to take advantage of such things as carload freight rates 
in making shipments to his plant. Since his capital is limited, only sufficient 
spirits to meet current needs can be shipped and stored at the receiving room 
of the rectifying plant. Of course a rectifier with unlimited capital would 
not be so seriously affected by these circumstances, but the fact is that inde- 
pendent rectifiers generally are small operators who find it increasingly difficult 
to survive under existing conditions and compete with the huge distiller-rectifier 
combinations who now dominate the distilled spirits industry. 

The difficulties complained of would be solved by the adoption of legisla- 
tion such as proposed in section 2896 of H. R. 64 and H. R. 3995 which would 
permit a qualified rectifier to establish an in-bond department as a part of 
his rectifying plant. Such in-bond department would be securely constructed 
and separated from other portions of the rectifying plant, and be under the 
direct supervision of the Alcohol and Tobacco Tax Division of the Internal 
Revenue Service, so that the revenue would be fully protected. To this in-bond 
department the rectifier may transfer spirits from bonded warehouses and 
wines from bonded wineries or bonded wine storerooms, in bond, prior to tax 
payment, there to be held until they are required in the production of bottled 
merchandise. The $10.50 tax is not due and payable until the spirits are 
thus withdrawn for current use by the rectifier. The advantages of this pro- 
cedure to the small rectifier are as follows: 

(1) It will enable him to operate on smaller capital since his money will not 
be tied up in tax-paid spirits and the tax will not be paid until he is ready 
to use such spirits in the production of his finished products. 

(2) It will enable him to maintain an adequate inventory of basic spirits 
at his plant for immediate use in filling orders promptly. 

(3) It will reduce his cost of operation by savings in storage charges. 

(4) He will be able to take advantage of lower carload lot freight charges in 
shipping spirits and wines to his plant. 

It is well to observe that the procedure authorized by section 2896 will not 
involve the loss of 1 cent of revenue by the Government. All that happens is that 
payment of the distilled-spirits tax is postponed until the spirits are required 
for use by the rectifier. The bill provides that the spirits on hand in the in-bond 
department shall not be in excess of the requirements of the rectifier for 1 year, 
and the distilled-spirits tax shall be due and payable not more than 1 year from 
the date of deposit of such spirits. 

In addition to the in-bond department, authorized by section 2896 of the bill, 
further relief is afforded the small rectifier by section 2897 providing for the 
production in bond and the tax payment of gin and vodka. 

In the production of gin by the redistillation of pure spirits over juniper ber- 
ries and other aromatics the rectifier suffers a large loss of spirits through 
evaporation and otherwise. When tax-paid spirits at the rate of $10.50 per proof 
gallon are involved this loss is a very serious matter. 

Likewise in the production of vodka by those processes authorized for its pro- 
duction in registered distilleries there is a similar large loss of spirits to the 
rectifier. The methods authorized for the production of vodka at distilleries 
generally require that the distillate be in contact with charcoal for periods 
ranging from 6 to 8 hours. (Sec. 183.533 regulations 4, issued by the Treasury 
Department governing production of distilled spirits.) There is a large absorp- 
tion of spirits by the charcoal during this process. 

On the other hand a distiller may produce gin or vodka from un-tax-paid spirits 
and he is liable for the payment of the distilled spirits tax only on the amount 
of the finished product. In other words he is not liable for tax on losses of 
spirits normally occurring in the manufacturing process, while the rectifier is 
required to purchase and use tax-paid spirits in the production of gin and vodka, 

Section 2897 would remedy this situation by permitting the rectifier to manu- 
facture gin and vodka in a separate part of the in-bond department, to be desig- 
nated as the special process room, prior to payment of the distilled spirits tax 
on the alcohol or neutral spirits used in their manufacture. The tax would be 
payable only on the finished product when withdrawn for bottling. This would 
place the rectifier on an equal competitive basis with the distiller who produces 
gin or vodka. 
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Congress has heretofore recognized the justice of placing the rectifier on an 
equal competitive basis with the distiller so far as concerns the production of 
gin and vokda. Thus, when the gallonage tax on rectification of distilled spirits 
was first imposed by section 304 of the act of October 3, 1917, gin produced by the 
redistillation of a pure spirit over juniper berries and other aromatics was spe- 
cifically exempted from the tax in order that gin produced by the distiller would 
not have a tax advantage over that produced by the rectifier. (Hearings and 
briefs on H. R. 4280, Committee on Finance, 65th Cong., 1st sess., pp. 93-100; 
H. Rept. No. 172, 65th Cong., Ist sess., p. 74, amendment No. 59.) 

Subsequently section 2800 (a) (5) of the Internal Revenue Code was amended 
by Public Law 355 (82d Cong.), effective July 1, 1952, so as to eliminate the rec- 
tifying tax on vodka produced in the manner authorized at registered distilleries. 
This exemption was enacted so that a rectifier producing vodka would be placed 
on an equal footing, taxwise, with the distiller producing a similar product. 
(H. Rept. 1712, 82d Cong. 2d sess. ; S. Rept. 1498, 82d Cong. 2d sess.) 

Section 2897 merely extends this doctrine so that complete equality from a 
tax standpoint will exist between the rectifier and the distiller in the production 
of gin and vodka. This is accomplished by relieving the rectifier from the pay- 
ment of tax on spirits lost during processing, a privilege now enjoyed exclusively 
by the distiller. 

It should be noted that the bill authorizes only the production of gin and vodka 
in the special process room and no type of whisky or other distilled spirits may 
be produced therein. 

In a letter addressed to Hon. Robert L. Doughton by the Acting Secretary of 
the Treasury under date of May 28, 1922, H. R. 6366, 82d Cong. 2d sess., which 
is identical with the bills here under discussion, was fully analyzed and the 
Acting Secretary concluded that there was no objection on the part of the Treas- 
ury Department to the enactment of the proposed legislation. 

In conclusion I wish to again thank the committee on behalf of the members 
of the league for the opportunity of appearing before you in support of these 
measures, and we sincerely hope that they will receive favorable action by the 
committee so that small members of the rectifying industry may secure the relief 
to which, we submit, they are equitably entitled. 


The Cuarrman. The next witness is Mr. Edward W. Wootton of the 
Wine Institute. 

We appreciate your appearance here. Give your name and the 
capacity in which you appear and we will be glad to hear you. 

Mr. Woorron. Mr. Chairman, my name is Edward W. Wootton, 
manager of the Washington office of the Wine Institute. This is a 
consolidated statement for the entire United States wine industry and 
will take only about 7 minutes. 

The Cuairman. Thank you very much. You may proceed. 


STATEMENT OF EDWARD W. WOOTTON, REPRESENTING THE 
UNITED STATES WINE INDUSTRY, WINE CONFERENCE OF 
AMERICA 


Mr. Wootton. This statement on wine excise tax rates is presented 
on behalf of the United States wine industry by the 20 member asso- 
clations of the Wine Conference of America. ‘These associations are 
the representative associations of winegrowers, and bottlers and im- 
porters of wine, throughout the United States, producing and han- 
dling over 95 percent of the wine consumed in this country. The 
member associations of the Wine Conference are listed in appendix A 
to this statement. 

We understand the purpose of the present hearings is to secure for 
the committee a complete background record of the economic effects 
of the present Federal tax structure, as a basis for legislative recom- 
mendations for general revision at the next session of this Congress. 
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Our statement will be limited to a brief description of the basic facts 
with regard to the present wine excise tax picture. We should be 
glad to furnish the committee or its oe ar staff at any time with 
such additional information as they may feel necessary. 

Winegrowing is an essential and m: ajor outlet for the fruit crop of 
the Nation. There are 667 bonded wineries throughout the country 
operating in 27 States, and these crush about 114 million tons of fruit 
each year. The principal growing areas lie through California, the 
Pacific Northwest, and the States surrounding the Great Lakes, 
including New York, and in the Southeastern States. 

Winegrowing is essentially a farmers’ occ upation, conducted by and 
for farmers. It is estimated that at least 75 percent of the “fruit 
crushed by wineries is a direct farmers’ operation, and that only about 
25 percent is handled on a commercial, “arms’ length” basis. Wine- 
growing is an important element in the farm economy. There are in 
the United States about 675,000 acres of grapes, the principal source 
of wine, worth about $325 million. It is estimated that total vine- 
yard and winery employment, including seasonal labor, is 158,000 
people with a total payroll of about $265 million; and that the value 
of United States wineries, including plant, equipment, inventory, and 
real property, is about $250 million. The correlation of the economic 
health of the wine outlet for grapes, so far as the farmer is concerned, 
to the economic health of such other fruit outlets as drying, fresh 
shipment, juice, and jams and jellies, has previously been described 
to this committee. In this connection, and for further details on the 
economic functioning of winegrowing, we refer to the testimony given 
before this committee in March 1951 by numerous witnesses from 
various parts of the country. A list of these witnesses and the pages 
at which their testimony appears in the record of those hearings is 
attached to this statement as appendix B. 

The best summary of the wine industry’s 1951 testimony can be 
found in this committee’s own conclusions which it reported to the 
Congress with the 1951 tax bill, H. R. 4473, as follows: 

Your committee deemed it appropriate to make only a moderate increase in 
the case of taxes on wines because of the importance of wines to the grape- 
growing industry. Between one-third and one-half of the total grape crop is 
customarily absorbed by wine. The demand for wine, therefore, also has an 
important effect on the prices which can be obtained by producers of raisins and 
fresh grapes, the two other important uses of grapes. Moreover, in view of the 
fact that it has been necessary for the Department of Agriculture at times since 
the end of World War II to support the price of raisins, it would appear in- 
appropriate for your committee to make a substantial increase in the tax on 
wine which might have the effect of requiring further price supports. In addi- 
tion, it should be pointed out that wine consumption in the United States rela- 
tive to consumption of other forms of alcoholic beverages is relatively low when 
compared to relationships generally established abroad. Moreover, the wine 
industry is one of the few industries which has been classified under the excess- 
profits tax as a depressed industry. 

The foregoing conclusions of this committee were also accepted bv 
the Committee on Finance when it subsequently reported the same bill 
to the Senate. 

The present taxload on wine stems from the rates enacted in 1944 
muta with the approximately 1214-percent increases enacted in 
1951. In terms of dollars of tax per ton of grapes, these taxes now 
amount on a weighted-average basis to $52.75 per ton. 
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We submit that the continuation of these wartime rates under post- 
war conditions is neither justifiable nor sound. 

Since 1947 the winegrowers have been going through a period of 
adjustment to current economic conditions. As we pointed out before 
this committee in 1951, the Treasury Department itself in that year 
classified winemaking as a depressed industry for excess-profits-tax 
purposes, based on 1946-48 operations, and this was the only agricul- 
tural industry so found. 

The adjustment of wine to current economic conditions since World 
War II has been typified by a generally declining price structure. 
The Bureau of Labor Statistics Wholesale Price Index confirms this. 
From an index figure of 100 in December 1947, there has been a grad- 
ual downward trend to an index figure today of 77. 

In wine, by far the major part of costs is grape values, plus Federal 
tax. The tax, now $52.75 per ton, is a fixed charge; the grape values 
are the only flexible item in the structure. ‘onsequently, in this down- 
ward readjustme nt, and with this heavy fixed tax charge of $52.75 per 
ton, it is the grape values and returns on grapes that have had to give 
way. 

The current Federal taxload on wine is actually about 50 percent 
more than the average value most farmers have received for the 
grapes they put into wine in this postwar period. For example, the 
average gross returns to California farmers for this period have only 
been $3 34.08 a ton, as compared with the Government’s tax rate of 
$52.75 per ton. Prior to World War II, the relative returns of the 
farmer and the Government from wine were just about in a reverse 
proportion. 

We feel that the present taxload on winegrowing is substantially’ 
higher than it should be under present economic conditions. We ear- 
nestly hope that the tax studies of this committee will enable it to 
find a method of readjusting the general Federal tax structure so that 
it will no longer impose on a particular and substantial segment of 
our farm economy a taxload that is inconsistent with the economic 
well-being of that segment. 

Specifically, we recommend that the committee consider a return to 
the wine-tax structure in existence immediately prior to the 1944 in- 
creases, that is, the rates established in 1942 which were equivalent to 

28.48 perton. These rates would be much more nearly comparable to 
the farm returns from wine than the present tax of $52.75 per ton. 
We suggest these 1942 rates as a reasonable objective for the com- 
mittee in its study of revisions of the general Federal tax structure. 

Wine growing is an ancient and time- honored profession. We feel 
that it has a legitimate place i in the country’s economy and that it 
should have equal consideration with other agricultural enterprises. 

In addition to the foregoing suggested general revision of the basic- 
rate structure for all wines, we should like to call the attention of the 
committee to the sparkling-wine rates. For some reason or other, per- 
haps because sparkling wine is only about 1 percent of total wine sales, 
the rates on these products have increased out of all proportion to 
other wine taxes and now amount to $544 per ton of grapes. 

Sparkling wines are nothing but table wines which have been made 
effervescent (“bubbly”), usually through a slight secondary fermenta- 
tion. The present tax rates, in the opinion of the trade generally, have 
been so high that they have practically eliminated any incentive to 
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grow grapes for champagne or sparkling red wines or to develop this 
type of business into a proper relative position with wine production 
generally. We feel that these wines should not be taxed on a basis 
materially different from still wines, and that any apparent loss of 
revenue involved would be more than balanced by a return of these 
wines to their proper place in the wine production picture. We hope 
this matter also will be given the committee’s consideration. 

Respectfully submitted by the tax committee of the Wine Confer- 
ence of America: John W. Caffey, Wine Institute; Harry L. Lourie, 
National Association of Alcoholic Beverage Importers, Inc.; Frank 
M. Ludwick, Finger Lakes Wine Growers Association; Edward W. 
Wootton, Wine Institute. 

(Appendix A and appendix B are as follows:) 


APPENDIX A TO STATEMENT OF THE UNiITED States Wine INpusTRY 


American Wine Association 

Associated Vintners of the Middle West 

Bottle Fermented Champagne Producers, Inc. 

Council Bluffs Grape Growers Association 

Finger Lakes Wine Growers Association 

Maryland Institute of Wine and Spirits Distributors, Inc. 
Michigan Wine Institute 

National Association of Alcoholic Beverage Importers, Inc. 
National Wine Association 

New Jersey Wine Association 

Ohio Grape Growers and Vintners 

Ohio Grape Growers Institute 

Ohio Wine Dealers Association 

North Carolina Association for Wine Control 

Texas Wine Association 

Vermouth Institute 

Washington Wine Council 

Wine Association of Pennsylvania 

Wine Distributors of Northern California 

Wine Institute 





APPENDIx B To STATEMENT OF THE UNITED States WINE INDUSTRY—RECORD OF 
HEARINGS BEFORE THE COMMITTEE ON Ways AND MEANS ON REVENUE Revision 
or 1951, Recorp, Part 3, Marcn 1951 


Testimony on behalf of the wine industry appears at the following pages: 


Pages 
Resolution of the California delegation in Congress__...._--.__----___-__ 2041 
Statement of Harry Baccigaluppi, on behalf California wine industry. 2042-2049 
Resolution No. 3056 of the city commission of Fresno, Calif._._._-..__..._--- 2063 
24 letters and statements with regard to wine tax from growers, fruit 
processors and wineries, filed by Hon. Daniel Reed_____--__-----__ 2083-2095 
Statement of Matt Triggs, assistant director, Washington office, American 
Farm Bureau Federation___._.----_-_____-_- nb ei ik ce oh 2128-2131 
Statement of W. C. Jacobsen, assistant to California State Director of 
Agriculture.......... a Ee Bc cal a 2139-2142 
Statement of Greyton H. Taylor, chairman of the Wine Conference of 
America A pe ecee stile Pineal e pecot en ae SI 2145-2152 
Statement of William J. Wagoner, Livermore, Calif., grower__.._____ 2177-2178 
Statement of Freeman Mills, Lodi, Calif., grower.._.__-_- a Shas a beks thes 2182-2184 
California Senate Resolutions 13, 14, and 15, submitted by Hon. Leroy 
I oe aah ce eee ant ace ares uate ob inva astbanhaes aiaeMic niece 2184-2186 
Letter of Earl Warren, Governor of California_..........-___-______-__ 2186 
Statement of Ralph W. Emmons, Salem, Oreg__...._-_.---..-..-.-_-. 2189 
Letter from Joseph De Santis, editor, Portland Columbus Record... _--- 2191 


Resolution of growers of Niagara County, N. Y-..-..----._-..._..-_.__- 2191 
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Statement of A. Setrakian, president, California Grape Growers Coun- 
Sheed De cee i. s a : _.-._.. 2196-2198 
Statement of Walter K. Hines, vice president, California Grape Growers 


Council_...._~- inieiaaleieiees cneudeda pitentalds Bo kis eles 2198-2200 
meeteniens of Ties. “Lercy Pons. 6 os ek cc ewekinsent _.. 2577-2580 
Statement of Hon. Hubert B. Scudder__- an din etait _.._.. 2616-2618 
Statement of Hon. Thomas H. Werdel semen 2000-200 


The Cuatrman. We thank you, Mr. Wootton. 

Mr. Woorron. Thank you, Mr. Chairman. 

Mr. Chairman, the champagne people have a short statement that 
they asked me to submit, and if it may be filed for the record at this 
point, I would appreciate it. 

The CuHatrMAn. Without objection, it is so ordered. 

(The statement referred to is as follows :) 


STATEMENT OF GREYTON H. TAYLOR, PRESIDENT, BortteE FERMENTED CHAMPAGNE 
PRODUCERS, INC. 


The Bottle Fermented Champagne Producers, Inc., joins with the 20 wine 
associations forming the Wine Conference of America in a statement on wine 
excise rates filed with this committee August 11, 1953. Certain distinguishing 
factors peculiar to the champagne industry require this additional brief properly 
to inform this committee of the inequitable taxes which are presently levied 
on champagne and other sparkling wines. 

Certain misconceptions with regard to champagne have undoubtedly contributed 
to the levying of a discriminatory tax on champagne and other sparkling wines. 
Champagne is simply a light table wine which has undergone a slight secondary 
fermentation which tends to clarify and somewhat improve the quality of such 
wine but the main purpose of which is, by natural fermentation, to add a small 
amount of carbon dioxide gas which supplies the effervescence. It hardly affects 
the taste or the alcoholic content of the original table wine. The present war- 
time tax rate on light table wines is 17 cents per gallon and naturally we think 
the wartime increase should be reduced as was, in fact, assured the industry 
by Congress at the time of its enactment. 

The present wartime excise tax on champagne is $3.40 per gallon although 
undoubtedly the Congress meant to impose a tax of $2.72. The reason for this 
discrepancy lies in the fact that the taxable unit used in the tax bill was on a 
half-pint basis. Champagne and other sparkling wines are bottled in the 
standard 44-quart and %-pint bottles. This is necessary for competition with 
imports and also because of facilities which could only be changed with great 
expense. The result is that it becomes necessary to pay a tax of 68 cents on 
wine which does not exist. In other words, if the tax on champagne were 
levied on a gallonage basis the tax would be $2.72. H. R. 2065 which under- 
takes to revise and consolidate the existing wine laws which has the unanimous 
backing of the wine industry as well as the Treasury Department contains a 
provision which would correct this defect and provides that champagne and other 
sparkling wines shall be taxed on a gallonage basis as are other wines. 

While this would effect a reduction of 68 cents per gallon on the present war- 
time rates we would still be paying a tax of $2.72 per gallon as compared with 
still wines which are presently taxed 17 cents per gallon. The result is that 
the public is paying $2.52 per gallon for the bubbles in the champagne. The 
American public has evidenced a strong preference for sparkling beverages as is 
proved by the tremendous consumption of sparkling soft drinks. It has never 
been suggested that the bubbles in soft drinks be taxed. Why, therefore, should 
they be taxed because they are in table wine? 

Another misconception seems to be that champagne is a luxury item. The 
reason it has become a luxury item is this excessive taxation amounting to a tax 
cost to the consumer of $1.29 per bottle. 

Then there is the idea, which seems to be implanted in many minds, that 
champagne is far more intoxicating that other table wines. We have all heard 
the “old wives tale’? about how one can become intoxicated on champagne at 
night and by drinking a glass of water the following morning revive the effect. 
This is, of course, silly to the point of absurdity. The Congress, however, 
must have had some such an idea when, in enacting the District of Columbia 
Beverage Control Act, they prohibited the sale of champagne on Sunday but 
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permitted the sale of light table wines and sparkling burgundy. Sparkling 
burgundy is exactly the same type of wine as champagne except that the light 
table wine used in its production is a red light wine instead of a white light 
wine. All have the same alcholic content. 

A comparison of the wine movement in the United States between 1951 and 
1952 shows a per capita increase in 1952 of 6.02 percent. By classes of wine 
an increase of 5.66 percent of table wine, 10.48 percent of dessert wine, 4.1 
percent of vermouth and a decrease of 1.67 percent on champagne and sparkling 
wines 

The West German Government has reduced the tax on champagne from 3 
marks per bottle to 1 mark according to a letter from a German producer. This 
is a tax reduction of approximately 45 cents per bottle and has resulted, 
the producer writes, in a big increase in sales volume. 

The French Government, with notoriously high taxes, levies a production 
tax of 15 percent of the sales price to wholesalers, distributors or exporters 
which would amount to approximately $1.40 per gallon based on average costs 
of American champagne to wholesalers which would probably be far less in France 
due to the much cheaper costs of production. For example, a year ago we were 
informed by the chief quartermaster for the European Command that he had 
been purchasing French champagne at $1.05 a fifth which is 23 cents less than 
the consumer tax on a bottle of champagne in the United States. 

It is an unescapable conclusion that the Federal Government is taxing the 
champagne producer out of business, is losing money for the Treasury, ruin- 
ing the producers of champagne and destroying the outlet for champagne grapes 
for the grape raisers of the United States. 

We beg your earnest consideration of this problem before this business is 
permanently destroyed. 


The Cruarrman. The next witness is Mr. John E. O'Neill, of the 
Brewer’s Association of America. 

Mr. O'Neill, if you will give your name and the capacity in which 
you appear, we will be glad to hear you. 


STATEMENT OF JOHN E. 0’NEILL, GENERAL COUNSEL, BREWERS’ 
ASSOCIATION OF AMERICA 


Mr. O’Neuw. Mr. Chairman and gentlemen, my name is John E, 
O'Neill, and I appear as general counsel of the Brewers’ Associa- 
tion of America. My office address is suite 604, Washington Build- 
ing, Washington, D.C. The main office of the Brewers’ Association 
of America is 183 West Randolph Street, Chicago, Il. 

The association which I represent embraces in its membership 
the local and regional browers of the United States, most of whom are 
struggling against heavy odds to survive the inroads of competition 
from big business. We do not have in the association any of the 
so-called million-barrel breweries. It is strictly a small brewers 
organization. 

Again I appear before your committee to make an ae for tax 
relief for these remaining small brewers of the United States, who 
are providing local industry and local employment to hundreds of 
workers, and whose future is threatened by the growing concentration 
of beer production in fewer and fewer plants. 

I do not appear at this time to urge any general tax relief for 
the brewing industry in the shape of reduced excise taxes, because the 
wartime excise tax rate of $9 per barrel upon beer, now in effect, will 
be antomatically reduced under existing law to $8 per barrel effective 
April 1, 1954. 

Iowever, I do want to stress the fact that even $8 per barrel is an 
exorbitant tax on “the poor man’s drink” and that the tax rate should 
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be reduced to at least the 1943 level of $7 per barrel, as soon as the 
fiscal situation will permit. 

Whether your committee eventually fixes the tax rate at $8 a barrel 
or $7 a barrel, however, the problem of the small brewer remains 
unsolved. Local and regional plants cannot survive under present 
economic conditions unless they obtain some special consideration in 
the form of excise-tax concessions. 

The last time I appeared before your committee in February 1950, 
to urge excise-tax relief for small brewers, I stated: “The growth of 
monopoly is no more desirable in the brewing industry than in any 
other industry, but unless some affirmative steps are taken to assist 
small concerns to remain in business, the growing concentration of 
production in fewer and fewer plants will continue.” 

My prediction at that time has been amply borne out by intervening 
events and developments. Nearly 25 percent of the breweries which 
were in operation on June 30, 1949, were out of business as of June 30, 
1953, in the short space of 4 years. Of the 412 plants operating 
in June 1948, only 314 now remain in business, and many of these 
represent multiple plant operations by big brewers. This shocking 
death rate among small plants is all the more significant when we 
reflect that back in 1935, 1936, and 1937 there were over 700 breweries 
operating in the United States. 

When I last appeared before this committee to urge relief for small 
operators, the largest brewers in the United States were each pro- 
ducing about 4 million barrels of beer annually. Today their rate 
of production has increased to about 6 million barrels, and with new 
plants in operation, and in process of construction, an annual pro- 
duction rate of 10 million barrels for several leading brewers is not 
far off. 

The 4 largest breweries in the United States sold over 21,200,000 
barrels of beer in 1952, and accounted for more than 25 percent of 
the total beer sales that year. In 1945, the four largest companies 
enjoyed only 11.8 percent of the beer business. 

However, the concentration of production is not confined to the 
four largest plants. There were 18 breweries operating about 41 
plants in 1952, which sold over 1 million barrels of beer each. The 
total sales of these 18 brewers amounted to over 46 million barrels, 
representing about 54 percent of the total business. This left only 
about 38 million barrels of beer business in 1952 to be divided between 
the remaining 280 breweries then in operation. 

The following tabulation showing plants in operation year by year 
since 1947 furnishes evidence of the alarming death rate of small 
plants, and the growing concentration of production in the larger 
units of the industry. 

















! 
Fiscal year ending | Breweries in Barrels Fiscal year ending Breweries in Barrels 
June 30 | operation produced June 30 operation | produced 
dehettideihte ainsi hci honrattnintiteamestiel | acssesietainnaie Sealed eaittndicclnaniy é 
| | | 

Resin anf 466 | 87, 856, 902 || 1951 cs . 361 | 88, 976, 226 
1948 | 448 91, 291, 219 |} 1952 ; ; 334 | 89, 573, 158 
1949 412 89, 735, 647 || 1953 314 90, 200, 000 
1950 392 88, 807, 075 









We respectfully propose that excise-tax relief be extended to all 
small producers, by an amendment to existing law which will impose 
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i lesser excise tax upon the first 100,000 barrels of beer produced in 
oe brewery in any calendar year, than is imposed on quantities pro- 
duced above that amount. 

Specifically we ask that the first 100,000 be arre Is of beer produced in 
any plant in any calendar year be taxed at $2 per barrel less than any 
quantity above that amount. Under such a proposal, for example, a 
brewer producing only 50,000 barrels per year would pay a reduced 
tax upon his entire production, while the brewer producing a million 
barrels a year or more would pay the reduced tax only on the first 
100,000 barrels of his production. 

This desirable objective can be accomplished by a simple amend- 
ment to section 3150 (a) of the Internal sic Code, as follows: 

(a) Rate: There shall be levied and collected on all beer, lager beer, ale, 
porter, and other similar fermented liquor, containing one-half of 1 per centum, 
or more, of alcohol brewed or manufactured and sold, or removed for consump- 
tion or sale, within the United States or imported into the United States, by 
whatever name such liquors may be called, a tax of $9 for every barrel contain- 
ing not more than 31 gallons, and at a like rate for any other quantity or for 
the fractional parts of a barrel authorized and defined by law: Provided that 
the rate of tax for the first one hundred thousand barrels of such fermented 
liquor manufactured and sold, or removed for consumption or sale, within the 
United States, in any calendar year, by any brewer, shall be $7 for every barrel 
containing 31 gallons and at a like rate for the fractional parts of a barrel. On 
and after April 1, 1954, the tax imposed by the preceding sentence shall be at 
the rate of $8 in lieu of $9, and $6 in lieu of $7. [Nore.—Italic is new matter 
proposed to be added.] 

The present flat-tax rate of $9 per barrel upon all beer imposes an 
unequal tax burden upon the small operators, who sell their product 
at lower prices than the nationally advertised brands. The large 
brewers charge higher prices for their merchandise, and spend a large 
percentage of their gross receipts in expanding plant facilities, and 
in large-scale advertising programs, with which the small local opera- 
tor cannot compete. 

Many small brewers remain small and eventually close up because 
of high taxes which prevent them from building up a reserve, and as 
recently pointed out in the preliminary report of the Select Commit- 
tee on Small Business, House Report 1002, because of the well-known 
difficulties encountered by all small firms in securing adequate working 
capital, while large operators secure unlimited capital at lower rates, 
and on better terms. 

The price charged by large brewers for their nationally advertised 
brands of beer is ‘uniformly above the level of prices charged by their 
local and regional competitors. Consequently, with a flat tax rate of 
$9 per barrel applicable to all production, it is obvious that the tax 
represents a substantially higher percentage of the sales price of local 
brewers, than in the case of nationally advertised brands. 

To illustrate this I have prepared the following comparison be- 
tween local brewers’ prices, and the prices of ns ationally advertised 
brands in their local markets. Each item represents a different local 
brewers’ prices as of the spring of 1952, compared with his large 
competitors. 

























GENERAL REVENUE REVISION 2819 


(The table referred to is as follows :) 


Comparison between 40 local brewers’ prices and the prices of national brands 
in their local markets 








Local brewers’ prices National brand prices National brands price 
to retailers to retailers sd vantage 
State | a 
Per case, Per % Per case, Per 4% Per case, Per’ 
| bottles barrel bottles | barre] bottles barrel 
California $2. 38 23. 30 $3. 55 $1.17 
Colorado 2.15 22. Or 3. 27 $27. 71 1.12 $5. 70 
2. 30 | 23. 00 3. 25 27.00 95 4. 
Florida. 2. 70 28. 00 3. 95 35. 50 1.2 7. 50 
2.70 | 28. 00 4.00 35. 50 1. 30 7. 50 
Idaho 2. 95 25. 5 4.00 31. 50 1. 05 6. Of 
Illinois 2. 25 21. 60 3. 00 26. 00 75 4.40 
2. 47 | 23.85 | 3.00 26. 00 | 53 215 
2.15 23. 20 | 3.15 26. 50 1. Of 3.30 
2.00 | 22. 00 2.50 24. 0 50 » 00 
Indiana... 2. 25 | 22. 00 2. 90 25. 00 65 3. Of 
2. 20 22. 50 2. 95 75 
| 2. 40 | 23. 00 3. 10 29. 00 70 6. 00 
Towa....... . . | 2.35 23. 00 3.15 27. 1 R0 4.00 
2. 25 23. 50 | 3. 20 27. 50 95 4. 00 
Michigan... 2. 50 | 22. 00 | 2. 90 26. 00 40) 4.00 
Minnesota 2.15 | 21. 50 | 2. 65 23. 20 50 1.70 
Montana... _..-....- : 3. 00 22. 00 | 4.15 1.15 
Nevada . pel 2. 90 | 22. 50 3.45 55 
New York.. ae } 2. 25 22. 00 | 3. 20 26. 00 95 4.00 
| 2. 40 22. 50 3. 25 27. 50 RS 5.00 
Ohio | 2. 35 23. 00 3. 25 26. 00 0 300 
| 2.15 | 20. 50 3. 35 27. 00 1. 20 6. 50 
Pennsylvania... 3.13 22. 50 3. 35 27. 80 1. 23 5. 30 
2. 35 23. 00 3. 30 27. 50 95 4. 50 
2. 55 23. 50 3. 40 28. 00 RE 4. 50 
| 2. 35 23. 20 3. 40 28. 50 1. 04 5. 30 
| 2. 45 | 23. 80 3. 45 27. 00 1.0 3. 20 
2. 51 22. 7! 3. 50 29. 00 i) 6. 25 
Rhode Island -- 2. 35 | 22. 50 3. 30 27. 00 95 4. 50 
Este ties Bi 2. 20 23, 14 3. 20 | 27. 50 1.00 4.36 
Wisconsin... ....-.-- 2. 60 22. 50 | 2. 90 | 24. 50 30 2. 00 
2.00 21. 00 2. 95 | 24. 00 95 3.00 
2. 35 21. 80 2.75 | 23. 00 | .40 | 1. 20 
2. 25 | 21. 00 3. 00 | 24. 00 75 | 3. 00 
2.35 | 22. 00 2. 85 | 25. 00 50 3. 00 
2.18 | 20. 00 2.85 22. 20 67 2. 50 
2.10 | 21. 00 3.00 | 25. 00 90 4.00 
1.90 | 19. 00 2.95 25. 50 1. 05 6. 50 
2. 25 | 20. 00 24. 50 4.50 
RVOIRGS. wesocwendsess- 2. 36 22. 58 3. 21 26. 78 85 4. 20 





Mr. O’Net. I will not trouble the committee to go into this com- 
parative statement in detail except to observe that a glance at this 
comparative statement clearly shows that the national brands have ¢ 
price advantage in every market, and that this price advantage runs in 
some places as high as $1.30 per case and $7.50 per half barrel. ‘The 
average price advantage enjoyed by the national brands is indicated as 
85 cents per case and $4.20 per half barrel. In other words, the amount 
of the big brewer’s price differential alone in many markets is in excess 
of the Federal excise tax paid upon his beer. 

In the District of Columbia, for example, the spread in price be- 
tween local beers and national brands runs about $1 per case. The 
local beers sell around $3 per case, and the national brands around $4 
per case. On the basis of these sales prices, which pretty much re- 
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flect the average price range in the various States, a tax discrimina- 
tion against local plants arises, as follows: 


1. National brands at $4 per case retail: 
Price of 6 bottles__._-~_- 
Tax on same 


Beer cost. _- 


2. Local brands at $3 per case retail: 


Beer cost 

1'Tax equals 17 percent of sales price. 

? Tax equals 22% percent of sales price. 

In other words, generally speaking 2214 percent of each consumer’s 
dollar spent for local packaged beer represents Federal excise tax; 
whereas only 17 percent of each consumer’s dollar spent for national 
brands represents Federal excise tax. This is clearly inequitable and 
unfair. 

The plight of the local brewer is not unlike that of the manufacturer 
of economy priced cigarettes. In each case a disproportionate amount 
of the consumer’s dollar is paid in Federal excise taxes, while the 
larger units of the industry, with this tax advantage in their favor, and 
more of the consumer’s dollars in their pockets, spend large sums on 
business expansion and in advertising which cannot be matched by 
small competitors, and continue to enlarge their markets and stifle 
competition. 

Representatives of the tobacco industry have appeared before this 
committee many times and requested the elimination of the present 
flat tax rate on cigarettes and the adoption of a more equitable taxing 
principle. Your committee has held hearings at this session of the 
Congress on bills with this objective, introduced by Congressmen 
Boggs and Simpson, H. R. 1221, and H. R. 1417. 

On behalf of the local and regional brewers selling economy priced 
beer, I join my voice with those of the cigarette people in appealing to 
your committee for special consideration of the problems of these 
small operators. 

I earnestly hope that your committee will see fit to adopt the pro- 
posals which we recommend for the relief of the remaining small 
breweries in the United States. The loss in revenue from the adoption 
of these proposals would be inconsequential, and much of the loss of 
revenue would be made up by income taxes realized upon income accru- 
ing to the small plants which have the benefit of this relief. 

The proposals I have made here today, are substantially the same as 
those I made at the hearing conducted by this committee on the ques- 
tion of excise taxes in February 1950, and I respectfully request that 
my testimony in that hearing be made and considered as a part of this 
record. 

In conclusion I quote from the recent preliminary report of the 
Select Committee on Small Business, July 28, 1953—House Report 
1002—for no language of mine could better summarize the problem 
of the small brewer, or give the answer to that problem, than the 
concluding sentences of the Select Committee’s Report, as follows: 


The serious financial predicament of small business and the detrimental effect 
of current tax rates on the continued competitive status of the small firm cannot 
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be too strongly emphasized. If small business is to play its part in our economy, 
it is essential that the tax structure be amended to provide a healthier climate for 
the growth of new and established small business. A solution of these problems 
is vital to a sound competitive economy. 

The Cuarmrman. We thank you, Mr. O'Neill, for your very fine 
presentation. 

Mr. Eberharter will inquire. 

Mr. Esernarter. Mr. O'Neill, your proposition would also give this 
$2 reduction to the large breweries on their first 100,000 barrels, would 
it not ¢ 

Mr. O’Neitx. That is correct, sir. I propose that to be entirely sure 
that there would be no constitutional dbistiion to the proposal under 
the equal applicability of the tax to all concerned. 

Mr. Eseruarrer. Would it be practical, then, for these large brew- 
eries to pass on that savings to customers? 

Mr. O’Neww. I doubt it very much. 

Mr. Exseruarrer. If they sell millions of barrels of beer and pay a 
higher tax on all of their production except the first 100,000 barrels, 
how could they pass the benefits on to the consumers? 

Mr. O’New.. It would mean very little, sir, to the large brewery. 
The largest breweries produce around 6 million barrels of beer a year. 
That represents $54 million in excise tax. This relief proposed here 
would amount to only $200,000 at the maximum. So $200.000 out of 
$54 million would mean nothing to the large operator. However, it 
would mean the difference between success and bankruptcy, in my 
opinion, for a lot of small operators who are in the 100,000 barrel or 
200,000 barrel class who are purely local and regional. 

Mr. Eseruarrer. If it meant $200,000 to perhaps 50 percent of the 
breweries in the country—there are about 200 breweries ? 

Mr. O’New.. There are about 275 or 280 breweries, some of whom 
operate several plants. I would say that around 200 of those brew- 
eries would benefit by this, what I regard as small breweries. 

Mr. Exernarrer. If 200 breweries each would benefit to the extent 
of $200,000, it would be a considerable amount of revenue. 

Mr. O’Neruu. No, they would not all benefit to the extent of $200,000 
because some of them produce only 25,000 barrels a year, and they 
would benefit only to the extent of $2 on each barrel produced. Some 
produce perhaps 35,000 or 50,000 barrels a year. Of course I don’t 
have the actual production figures of all the breweries, but the com- 
mittee can readily obtain that information from the Alcohol and 
Tobacco Tax Division. 

Mr. Eperuarrer. The only reason I am asking you this is that this 
is a new kind of proposal. That is the reason I am interested. I cannot 
recall any other item that is subject to an excise tax which is taxed 
on a graduated scale like that. Do you know of any other item ? 

Mr. O’Nemu. Cigars, I believe, are taxed on the basis of the price. 

Mr. Esernarter. On the basis of the price but not on the basis of 
the volume of production. It would be a total departure from any- 
thing we have ever tried in excise taxes. 

Mr. O’Newu. I think that is correct, sir. That has the same basic 
idea behind it. Because the small brewery’s product is lower priced, 
I make this proposal. It would be very difficult, of course, to change 
the entire taxing system and apply the tax as in the case of cigars at 
the retail level. 
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Mr. Esernarrer. I want to help the small breweries, but I do not 
want to start a precedent in order to help them. Other items would 
want to be subject to a graduated excise tax, you might call it. 

Mr. O’Neti. Of course, all our tax system is gradu: ited, whether 
it is State tax or income tax. The whole system of taxation is based 
upon graduation. 

Mr. Esernarrer. That is income tax. 

Mr. O’Netiu. The State tax. 

Incidentally, I think the closest thing to this proposal I make was 
before the Supreme Court many years ago, and the Supreme Court 
held that such a tax would be constitutional. The case came from 
Alas ka and involved the taxation of canneries of salmon in Alaska 
and exempted from tax canneries producing less than 10000 cases of 
salmon a year. Then the canneries producing above that amount 
were taxed seouieeilensnaky abtaae 10,000 to 25,000 cases, 5 cents a 
( Re 

Mr. Esernarrer. It is not so much the legal angle, Mr. O’Neill, it 
is just the departure from what we have always done in the past with 
respect to excise taxes, 

Thank you very much. 

The Cuamman. Mr. Simpson will inquire. 

Mr. Srmpson. I have a couple of questions. 

[ think that any manufacturer should have the tax which is levied 
on his product based upon the price at which he chooses to sell his 
article. In other words, it should be ad valorem and not a specific 
tax based merely upon gallonage in this instance and upon a thousand 
cigarettes 1n another instance. 

So while I would like to accomplish the purpose and help the small 

in of whom you are speaking, just as you try in your suggested 

eme here, it does not seem to me, as Mr. Eberharter pointed out, 
that that would be the better way. It would seem to me that you 
should undertake to establish an ad valorem method so that the 

smaller brewery producing and selling as he does, as your table 

shows, at a lower price than the big one, would have the benefit of 
the lower tax rate. 

What is happening here is what has happened in the cigarette field ; 
namely, the big businesses get bigger and the little ones are put out 

f business as a result of Federal tax legislation, and that is what I 

ind some other members of this committee deplore. 

Thank you, sir. 

The Cuamman. Thank you, Mr. O’Neill. 

Mr. Coorer. Mr. Chairman, our distinguished colleague, Mr. Din- 
gell, has requested that I ask unanimous consent that the statement 
of Mr. Clinton M. Hester, Esq., Washington counsel for the United 
States Breweries Foundation, be made a part of the record at this 
ONT. 

The CHamman. I was just about to make the same request. Our 
colleague, Mr. Byrnes of Wisconsin, has also requested that Mr. 
Hester’s statement be included in the record. 

Without objection the statement will be inserted in the record. 
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TESTIMONY OF CLINTON M. HESTER, WASHINGTON COUNSEL, UNITED STATES 
BREWERS FOUNDATION, IN SUPPORT OF A REDUCTION IN THE EXcISE TAXx ON 
FERMENTED MALT BEVERAGES, AND ON H. R. 6653, H. R. 6662, H. R. 6705, ano 
H. R. 6717 


Mr. Chairman and members of the House Ways and Means Committee, my 
name is Clinton M. Hester. I am an attorney located in the Shoreham Build- 
ing, this city. I appear here today as Washington counsel of the United States 
Brewers Foundation. This is a trade association which, except for slight 
change in name, has been in continuous operation since 1862. It is believed to 
be the second oldest trade association in the country. Its members manufac- 
ture in excess of 85 percent of the beer produced in the United States. 

It has been my great honor and pleasure to have appeared frequently before 
this committee over a period of more than 20 years both while I was in the 
Government service and in private practice. Indeed, while Ll was legislative 
counsel for the Treasury, it was my privilege to have worked closely with the 
members and staff of this committee. 

In order to conserve the time of the committee, I respectfully request that my 
testimony before this committee on March 12, 1951 (Hearings on Revenue Act 
of 1951, pages 1885-1892) be incorporated by reference in these hearings. I testi 
fied at that time at length in opposition to the recommendation of the Treasury 
Department that the excise tax on fermented malt beverages be raised from &8 
to $12, an increase of $4 per barrel. My testimony at that time is equally 
applicable, if not more so, today to a decrease in the present excise tax on fer 
mented malt beverages. 

The law of diminishing returns has long since been applicable to excise taxa- 
tion on fermented malt beverages. And this proposition, it is respectfully su 
mitted, has been accepted by this committee as evidenced by its reluctance for 
many years to accept in toto the recommendations of the Treasury Department 
for an increase in excise taxes on fermented malt beverages. 

In addition to a decrease in the excise tax on fermented malt beverages, 
another matter of great importance to the brewing industry is the bill recently 
introduced by four distinguished members of this committee: Representatives 
Dingell (H. R. 6653), Forand (H. R. 6662), Byrnes (H. R. 6705), and Eber 

arter (H. R. 6717). This measure would greatly benefit both the Government 
and the brewing industry. It would result in decreased administrative costs to 
the Government as well as to the brewing industry. The measure would further 
modernize and simplify the present laws and regulations governing the opera 
tion of breweries and the method of collecting the excise tax on fermented malt 
beverages. 

The measure follows in the footsteps of the Dingell, Forand, and Eberharter 
Acts enacted in recent years which marked milestones in the modernization aid 
simplification of Government supervision over the operation of breweries, and 
the collection of excise taxes on fermented malt beverages. 

The measure would relieve the manufacturer of fermented malt beverages 
from much of the present Government regulation in the manufacture of his 
product. It would also permit him to pay his excise taxes on fermented malt 
beverages in practically the same way in which he and other businessmen ave 
now permitted by the Federal Government to pay their corporate and individual 
income taxes. 

Notwithstanding the great progress resulting from the enactment of the Din 
gell, Forand, and Eberharter Acts, some of the present system of Government 
supervision over the operation of breweries and the collection of excise taxes 
on fermented malt beverages is still antiquated and archaic. For example, for 
almost 100 years there has been no change in the law which requires brewers 
figuratively to “lick” tax stamps and place a separate stamp over the bung of 
every keg of fermented malt beverages sold. In striking contrast many other 
American industries on whose products excise taxes are imposed, are merely re- 
quired to determine the amount of excise taxes they owe the Government and 
send to the Bureau of Internal Revenue their check in payment of the tax. 
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If and when representatives of the Treasury Department appear before this 
committee to testify on the Dingell, Forand, Byrnes, and Eberharter measure, 
we should like to have an opportunity likewise to appear and testify at length 
as to its merits. It is possible, however, that such testimony can be avoided. 
After the Dingell, Forand, and Eberharter bills, enacted in recent years, were 
introduced, we were invited to discuss and study them with officials of the 
Treasury Department. A great deal of the time of this committee was thus 
saved since as a result of our conferences with Treasury offivials on these bills, 
it was not necessary for this committee to hold any hearings on the Dingell and 
Eberharter bills, and only a very short hearing on the Forand bill. We should 
like to have the same opportunity to discuss and to study the new Dingell, 
Forand, Byrnes, and Eberharter measure with officials of the Treasury Depart- 
ment and will appreciate it if the committee will request the Treasury Depart- 
ment to invite us in for such discussion before reporting its recommendations on 
this measure to this committee 

In any event, may we respectfully request that this committee consider this 
new Dingell, Forand, Byrnes, and Eberharter measure in connection with any 
legislation it may formulate and recommend to the House for enactment result- 
ing from these hearings 

Thank you, Mr. Chairman and members of the House Ways and Means 
Committee. 

The CuarrMan. The next witness is Mr. George T. McCall or Mr. 
F. P. Hankerson. Is this Mr. McCall? 

Mr. McCa.v. Yes, sir. 

The Cuatrman. We are very glad to see you. Will you give your 
name and the capacity in which you appear for the record, and we 
will be glad to hear you. 

























STATEMENT OF GEORGE T. McCALL, PRESIDENT, THE ASSOCIATED 
COOPERAGE INDUSTRIES OF AMERICA, INC. 


Mr. McCatx. Mr. Chairman and gentlemen of the committee, I am 
appearing on behalf of the Associated Cooperage Industries of Amer- 
ica, Ine. 

My name is George T. McCall and my home is in Memphis, Tenn. I 
am preside nt of the Associated Cooperage Industries of America, Inc., 
on h I shall one r identify later. I am also vice president of the 
J. C. Pennoyer Co. of Chicago, Ill, and Memphis, Tenn. The first 
paiiien isa ls te of love. I make my living from the second position. 

The cooperage industry, gentlemen, manufactures wooden barrels 
and kegs, and the component parts thereof. It is one of the oldest in- 
dustries in the world. It was in existence 2,000 years before the birth 
of Christ, and I am up here trying to help to keep it in existence. 

John Alden, of M/ayflower fame, was brought to the New World as 
a cooper, and history records that he failed to speak for himself. We 
do not intend to make the same mistake. We have been hit in the 
pocketbook instead of the heart, and at our age it hurts worse. We 
want to tell you all about it. 

Our troubles, we firmly believe, stem from the unreasonable and 
unrealistic Federal excise tax of $10.50 per gallon on whisky. We 
make the barrels that make this whisky mellow and give it age. We 
make the staves and heads that make the barrels that make this whisk 
mellow. And on festive occasions, we have even been known to drink 
a reasonable amount of this whisky which has been well aged in our 
barrels. 

(ientlemen, the $10.50 Federal excise tax on whisky has changed this 
picture. Weare not making many barrels today. Most of our stave 
and heading mills are closed down. And the festive occasions on 
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which we used to sample the product from our barrels are becoming 
fewer and farther between. The moonshiner is taking the business 
away from the legitimate distiller, who uses our barrels. The moon- 
shiner does not like barrels. They cost him money, and he is not in- 
terested in the quality of his product. 

This reminds me of a story of young Father Kelly, who was hearing 
his first confession. The young priest listened carefully to the as- 
sorted sins of the rough-looking man before him, and assigned him 
the correct penance. Just as he was priding himself on getting along 
so well, the rough-looking man confessed to making moonshine. 
Father Kelly, who had been sheltered from evils of this type, didn’t 
know what moonshine was so he excused himself on one pretext or 
another and telephoned an older priest for advice. 

“I’ve got a man here at confession,” said Father Kelly, “who says 
he has made moonshine. What will I give him for that?” 

The old priest, more wise in the ways 3 of the world, replied : “Don’t 
give him over $2) a quart. The stuff is usually terrible.” 

The old priest was right, gentlemen. The stuff is usually terrible, 
because it hasn’t experienced the soothing influence of one of our 
charred, white oak barrels. 

With these preliminaries over, I want to get down to the facts. If 
you gentlemen will indulge me, I would first like to identify for the 
record our trade association, the Associated Cooperage Industries of 
America, Inc. It is a national trade association composed of the 
manufacturers of new wooden barrels and kegs, and of manufacturers 
of the staves, headings, hoops, and machinery used in making these 
barrels and kegs. It is the only trade association in its field in the 
United States, and it has been in existence 38 years. It represents 94 
percent of the production of cooperage in this country. Members of 
this association, in good times, operate some 546 plants located 
throughout the United States. 

Our problem, as pointed out to you, is the exorbitant excise tax on 
whisky. That is the bullet that has ricocheted and hit us right be- 
tween the eyes. We are the innocent bystanders, gentlemen, that 
have been shot in the scramble to load whisky up with taxes. 

I want to talk to you first about our stave and heading mills. There 
are some 400 of these and, for the most part, they are off the hard 
road and back up the hollows. You will see them, or would have seen 
them before the high excise tax, in Arkansas, in Missouri, in Tennes- 
see, in Kentuc ky, in I]linois, in Ohio, in Indiana, in Maryland, in 
West Virginia, in Pennsylvania, in North C arolina, in Louisiana, in 
Alabama—in fact, wherever white oak timber grows. 

These are little ‘fellows I speak for, gentlemen. They have small 
portable mills back in the hills, and they employ 20 or 30 of their 
neighbors to cut timber for them and to fabricate that timber into 
barrel staves and heading in the mills. They buy the timber and the 
bolts they use from the farmers in their neighborhood and they fur- 
nish employment and a payroll in their communities. 

More often than not, these stave and heading mills offer the only 
employment within many miles. The farmer who is struggling to 
get along can piece out his income by selling his timber to the mill and 
working in the mill when he is not busy on the farm. 

Let me give you an example of how important these mills are to 
their communities. In three or four cases where a stave mill has been 
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destroyed by fire, with no insurance, the people of the community have 
declared a holiday and the men, the women, the children, and even the 
preacher have aided in rebuilding the mills. 

Today, gentlemen, more than 50 percent of these mills are shut down 
Some of them have been shut down almost 2 years. The machinery 
is idle and rusting. The people in the community have been deprived 
of employment and the farmers have lost a market for their white 
oak. The mills cannot make any other product, as you cannot make 
anything but staves and heading in a stave and heading mill. 

On top of this, the few mills that are operating are running only 
2 or 3 days a week, and only a few hours a day. 

We are not in the same boat as the big distillers, gentlemen. We 
wish we were. The big distillers, with plenty of capital and extensive 
lines of credit, can coast when the going is tough. But the stave and 
heading man is up against it. He usually has little, if any, capital. 
If he has credit with a local bank, the bank watches him like a hawk, 
and closes in on him when things look bad. He has to close up his 
mill, let his employees go, and try to find some other way to make a 
living. His investment is worthless until somebody w ants to buy his 
staves and heading again. I know his problems, gentlemen, because 
I deal with him every day, and he has really been taking a beating in 
the last year or two. 

Why? Because the moonshiner and the illegal producer have been 
doing a good share of the liquor business. We are not authorities on 
moonshining, and we do not know how much business the moonshiner 
is doing. We have, however, been told that more than 20,000 moon- 
shine stills were seized last year. We have no reason to doubt this 
figure. If we assume that it is true, the moonshiner, with his illegiti- 
mate business, is depriving us of a whale of a lot of legitimate business 
we could use. The bootlegger, remember, does not use barrels, he 
uses tin cans and bottles to peddle his tax-free “rotgut.” 

We would like to make those staves and heads and those whisky bar- 
rels the moonshiner deprives us of. We would not have much of a 
gripe if we had lost this business to legitimate competitors, gentlemen. 

3ut when we realize that gangsters, thugs, lawbreakers, and tax evad- 
ers have closed us down and hs ampered our legal means of making a 
living, we think we have a howl coming and we think we are entitled 
to ask for relief. 

We are not the only ones who are suffering. Uncle Sam is taking 
it on the neck from all sides, too. Our closed mills are not paying any 
taxes at all. The operators of these mills are not paying any income 
taxes, and the former employees probably are in the same boat. The 
closed mills are not buying any timber from the farmers. They are 
not buying any machinery or saws or logging equipment. And it 
would be my guess, based on our own experience, that the few mills 
running part time on a shoestring are not paying much in the way 
of taxes, either. And do not forget that the moonshiner does not pay 
a cent of tax on the liquor he makes each year. 

We know the moonshiner is in business, gentlemen, and we know 
that he is in business in a big way. We see him in our own com- 
munities. We see the white mule sold in gallon jugs and in 5-gallon 
tins and it has never been near a barrel. We find it in bottles that 
still carry the label of good legal whisky. The moonshiner, as we 
have pointed out, does not want anything to do with a whisky barrel. 
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He is not interested in making a quality product. As a matter of 
fact, he does not seem to care much whether you go blind or die from 
drinking his stuff. He is interested only in making a lot of money 
by selling his “rotgut” to people who cannot afford to buy legal 
whisky. And, gentlemen, he can sure make a lot of money, with no 
$10.50 Federal excise tax, no State tax, no cooperage costs, and no 
storage costs to worry about. 

I have told you the story of our stave and heading mills, and now 
I want to talk to you about our cooperage plants, the plants which 
assemble these staves and heads into finished barrels. ‘There are not 
as many of these, only about 30 of them, but they are just as hard hit. 
They are small fellows, too, for the most part, employing from 50 
to 300 or 400 men. Some of them, of course, are owned by the big 
distillers, but they are in the same boat as the others who are not. It 
is my contention, and I will so express it to this committee, that all 
of the cooper shops, whether independent or distillery-owned, are in 
a legal, taxpaying business and are entitled to protection from an 
illicit, tax-free racket. 

We can tell better what has happened to the entire cooperage in- 
dustry by taking a look at the barrel plants, as they collect statistics. 
Here is the picture: 

In 1950, the barrel plants produced 2,959,500 whisky barrels. In 
1951 this figure dropped to 2,582,623 whisky barrels. On November 
1, 1951, the further increase in the distilled spirits tax went into effect, 
and in 1952 production took a drastic slump to 1,186,641 whisky 
barrels. 

Somewhere along the line we lost almost 2 million barrels. We 
know that part of that loss is accounted for by reduced whisky pro- 
duction in 1952 on the part of the distillers. We are equally sure that 
a sizable part of that loss was caused by the expanding operation of 
the moonshiners. Last year, Federal, State, and local authorities 
seized more than 20,000 moonshine stills with a reported producing 
capacity of 715,000 gallons of moonshine every day. This 715,000 
gallons represents 14,300 barrels a day. 

We didn’t know how many days these moonshine stills that were 
seized actually operated. We inquired about it and were told that 
the Treasury Department estimated that the stills that were seized 
in the South operated an average of 37 days before seizure. Those 
seized in the metropolitan areas outside of the South operated an 
average of 107 days before seizure. If we just take the 37-day figure, 
it shows a total of 529,000 barrels the moonshiner cost us last year. 

Now, what does the loss of 529,000 barrels mean to the cooperage 
industry? It means, first of all, a loss of more than $10 million that 
would have been spent for barrels. It means that the stave men 
were deprived of a market for approximately 30 million staves. It 
means that the heading men were deprived of a market for approxi- 
mately 1 million heads. It means that the farmers and timber own- 
ers were deprived of a market for 50 million log feet of white oak 
timber. It means that the steel companies were deprived of a market 
for 714 million pounds of steel in the form of barrel hoops. 

Of course, that might not be a staggering loss to a big corporation, 
gentlemen, but it is a terrific loss to our little industry. We are good, 
law abiding Americans, for the most part, and we hate to see moon- 
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shiners and bootleggers depriving us of our business and cheating 
our Government out of taxes. 

That is why we are up here, and that is why we are making our 
earnest plea to this committee. We do not mean to tell you what to 
do, but we beg you to give careful thought to an immediate and 
drastic reduction in the Federal excise tax on whisky. 

We are not authorities on the distilling industry. We are not 
authorities on taxes. We are in the cooperage business, or were, a 
couple of years ago. But our ox has been gored, too, and that is 
why we feel we are entitled to tell you our story. 

As far as we can see, looking in from outside, the only factions that 
benefit by this exorbitant excise tax on whisky are the moonshiner 
and the Sentlonner. It certainly hurts the distiller. It makes the 
price of whisky so high that it certainly hurts the consumer. It hurts 
the hotels and the taverns and the bars and the wholesalers and the 
retailers. It must hurt the bottlemakers and the casemakers and 
the labelmakers. It certainly hurts the United States Government, 
when the moonshiner pays no taxes, and when most of us have lost, 
income upon which we formerly paid taxes. 

This moonshine business is growing, gentlemen. We are sure the 
Treasury will tell you that. It is getting bigger every day, and every 
day it is costing us more business. The time to crack it is right 
now, not next year or the year after that. 

We think that the case is clear. The moonshiner will stay in 
business and grow in numbers as long as he gets a lot of money for 
the risk he takes. He can make a lot of money as long as you retain 
a $10.50 tax on legal whisky. 

That is why we urge you, in all humility and in all sincerity, to 
reduce this Federal excise tax to a reasonable level. If you do that, 
gentlemen, we are confident that we can make more staves and head- 
ing and barrels, buy more timber and put more men to work. We 
can start up our mills and barrel plants again and make an honest 
living under the American system. 

That is all we ask, gentlemen, the right to make a living unham- 
pered by a bunch of gangsters and crooks that have blossomed forth 
under the fertilization of an unreasonable tax on legal whisky. 

Up to this point I have been speaking as president of the As- 
sociated Cooperate Industries of America, Inc. This is my honorary 
job, and I have tried to do my best for the little fellow who cannot 
afford to come up and talk to you himself. 

Now I want to speak to you from my bread-and-butter job, vice 
president of the J. C. Pennoyer Co. of Chicago and Memphis, and 
to tell you what this unreasonable Federal excise tax on whisky has 
done to our own company, as an example of what has happened to 
others. 

Our company is now in its 78th year. Our principal business for 
the past several years has been the supplying of bourbon staves and 
heading. For the last 12 months our business has dwindled to prac- 
tically nothing. 

We are a stock company and no stockholder likes to see the company 
in which he has invested capital lose money, with the prospect of 
continuing along the same lines for an indefinite period. So, in Sep- 
tember, we will have a meeting to determine whether we shall con- 
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tinue operations or — the company. Personally, I see little 
chance of a change in business between now and September. 

Most of our employees have been with us over a long period of time, 
so the outlook is that we, who have put our life’s mal into this busi- 
ness, will be thrown out of employment. What is happening to us 
will undoubtedly happen to others, unless conditions take a change 
for the better. 

The Cuamman. We thank you very much for your appearance 
and the testimony which you have given. You certainly have a very 
old and a very fine business. 

Are there any questions? 

Thank you very much. 

Mr. McCauux. ‘Thank you, Mr. Chairman. 

The Cuarrman. The next witness is Mr. Karl F. Feller, president 
of the International Union of United Brewery, Flour, Cereal, Soft 
Drink and Distillery Workers of America, CIO. 

If you will give your name and the capacity in which you appear, 
we will be glad to hear you. 


STATEMENT OF KARL F. FELLER, INTERNATIONAL PRESIDENT, 
THE INTERNATIONAL UNION OF UNITED BREWERY, FLOUR, 
CEREAL, SOFT DRINK, AND DISTILLERY WORKERS OF AMERICA, 
cIO 


Mr. Freier. Mr. Chairman and members of the committee, my 
name is Karl F. Feller. I am international president of the Inter- 
national Union of United Brewery, Flour, Cereal, Soft Drink and Dis- 
tillery Workers of America, CIO. Our headquarters is at 2347 Vince 
Street, Cincinnati, Ohio, and I have been instructed by our member- 
ship to speak here tonight on their behalf. 

Our union is the oldest industrial union in this country. We num- 
ber 72,000 workers in malt beverage, distilling and allied operations. 
Our entire organization wants this committee to give favorable con- 
sideration to the industrywide plea that you roll back taxes on the 
licensed beverages, taxes we now consider to be not only discriminator 
in conception, ‘but so high as to defeat the very purpose for which 
they were ostensibly imposed. 

It might not be amiss at this point for me to explain that as presi- 
dent of the international union, I am in direct contact with all our 
local unions and State councils, charged with legislative work carried 
out in the various States. These local unions and State councils 
are responsible for the protection of the interests of the workers 
and employees in the licensed beverage industry at the State level. 

And I feel no hesitation in telling you that the sky-high tax rates 
now in effect on these beverages is playing havoc in “the States. 
From Pennsylvania, from New York, from Ohio, from L[llinois— 
from everywhere we are getting reports to the effect that Federal 
imposts on these products are creating serious problems for State 
governments. The excessive tax rates are, as you know, accompanied 
by a sharp decline in the sales of legal, taxpaid products in this field. 
And this decline in demand is reflected in lower State revenues. 

But of even more concern to us is the story of what is happening to 
jobs. In our union alone, distilling operations have shown a decline 
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of 20 percent in employment since the Congress last increased the 
tax rate on distilled spirits. Other witnesses tonight will fill you 
in on the impact of these taxes on other crafts and other lines of 
employment. 

We can be sure that what is happening is not a decline in the sales 
of alcoholic beverages, but rather a decline in the sales of these bever- 
ages that count—the legal, taxpaid beverages. 

And as the sales of legal products fall, we are watching the devel- 
opment of a boom of amazing proportions in what one Alabama 
paper described the other day as “America’s fastest-growing industry.” 
It is not an industry that the local chambers of commerce are crow- 
ing about. But its dollar volume appears to be climbing—and in 
direct proportion to the climb of alcohol tax rates. 

I refer, of course, to the industry known as moonshining. Only 
nowadays moonshining, once hidden up in the farthest reaches of 
mountain gullies has, because of this remarkable tax structure, moved 
out of the mountains to the environs of the Nation’s biggest cities. 
Last year more than 20,000 stills were seized by the Federal, State, 
and local government officers. It has been stated that for every still 
seized five escaped detection. It stands to reason that the plants 
still doing business must be turning out a whale of a lot of alcohol. 

It is worth noting that among the seized stills, a substantial num- 
ber, including the biggest one, of course, were found close to impor- 
tant markets. They were picked off in our biggest cities. Just last 
month, in Philadelphi: 1, Federal agents w alked in on a plant in which 
the capital investment was estimated to be at least $50,000. 

It stands to reason that the “take” must be enormous to justify 
risks of that proportion in an enterprise so hazardous. And this 
Philadelphia plant was but one of many. likewise large and expensive, 
found operating up and down the opulous eastern seaboard. 

The size of these illegal eauletbisinn operations points to one 
certain fact: That more and more people are choosing to buy the 
bootlegger’s product because it is cheaper. And the reason it is 
cheaper, of course, is that the bootlegger starts off with a price ad- 
vantage of $10.50 a gallon—because he pays no tax. 

It is plain to see “that the capital for these expensive investments 
is coming from some place, and it is an educated guess on my part 
to suggest that it is coming from those mobsters and hoodlums who 
have been driven from gambling into something where the heat is 
less severe. 

And with the mobsters, we are beginning to read of other aspects 
of the whisky underground reminding us of the unhappy days of 20 
or 25 years ago. 

In Alabama last year the ATTU men seized and destroyed, along 
with 1,851 stills, tons of mash and thousands of gallons of mountain 
dew, 247 motor vehicles all souped up and ready to roar down the 
midnight higways to deliver their contraband cargoes. 

Out in Cleveland the other day it was disclosed that two police 
officers so far forgot their oaths of a support for law and order as 
to hijack a cargo of $34,000 worth of legal whisky of a well-known 
brand. 

Not many months ago, from Atlanta, the Nation heard the -gminie| 
news that 42 people had died from drinking moonshine that prove 
to be nothing but bottled death. 











GENERAL REVENUE REVISION 2831 


Our membership, gentlemen, is deeply troubled by these clear signs 
of a breakdown in the commonsense methods of liquor control en- 
visioned when the people voted an end to the era of rotgut by repealing 
the 18th amendment. 

We are disturbed over the loss of jobs already reflected in the legal 
plants. We are disturbed over the fact that the present scale of 
taxes is a special burden on the men and women, working people, 
who are 85 percent of the market for these products. 

I am reminded, when I speak of this tax and its effect on consumers, 
of an editorial some time ago in the Cincinnati Enquirer which 
described the $10.50 tax as lee ding to prohibition for the masses, but 
not for the classes. 

And that isa fact. Legal liquor is so high in cost now that men and 
women on smaller incomes are placed in the position of denying 
themselves what is rightfully theirs, or of finding it in some alley 
pouring spot where the consumer tax is not imposed. 

And let it be noted here, that the men who operate that pouring spot, 
have noscruples. The illegal producers and bootleggers of moonshine 
liquor, either straight, mixed, cut, dirtied, or poisoned, have no 
scruples and will sell to anyone from 8 to 80, so long as they have the 
money. ‘They observe no health regulations. The hire no legitimate 
craftsmen behind their bars. They operate as parasites, outside the 
law, but within easy reach of the consumer, their victim. 

Speaking for the members of my intern: ational union, I wish to make 
clear the fact that we stand solidly behind all those who are represent- 
ing all levels of the industry here tonight, in urging that your com- 
mittee roll back these taxes. 

We ask that the present tax of $10.50 per gallon on distilled spirits 
be restored to the prewar level of $6 per gallon. We ask that the 
present tax of $9 per barrel on beer also be restored to the prewar 
level of $7 per barrel of 31 gallons. 

We feel strongly that by taking this course you will not only bust the 
bouncing bootleg boom, but that you will halt a marked trend toward 
unemployment in the industry, and that you will, as well, restore the 
bloom to tax collections on these products. 

I thank the committee for this opportunity to present our views and 
for your indulgence in listening to me. 

The Cuarrman. The next witness is Mr. Joseph E. Brady, coordi- 
nator of State councils of United Brewery and Distillery Workers, 
International Unions. 

Mr. Brady, you may give your name and the capacity in which 
you appear and we will be very glad to hear you. 


STATEMENT OF JOSEPH E. BRADY, CORRDINATOR OF STATE COUN- 
CILS OF UNITED BREWERY AND DISTILLERY WORKERS, 
INTERNATIONAL UNIONS 


Mr. Brapy. Joseph E. Brady, coordinator of State councils of 
United Brewery, Flour, Cereal, Soft Drink, and Distillery Workers 
of America. 

Mr. Chairman, I am not going to make any oral statement but I have 
been delegated here to submit “this statement for the record for the 
United Paperworkers of America, CIO. 
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The CuarrMan. We thank you, sir, and without objection it will 
be made a part of the record. 
(Statement referred to follows:) 


STATEMENT OF Harry IL). SAYRE, PRESIDENT, UNITED PAPERWORKERS OF AMERICA— 
C1O, RE TAXES ON ALCOHOLIC BEVERAGES 


Gentlemen, the United Paperworkers of America—CIO represents some 50,000 
workers in the paper, paperboard, and paper-converting industry of the United 
States. Our organization discovered long ago that the interests of these mem- 
bers are directly affected by conditions and employment in corelated industries. 
For this reason we have developed a program of mutual interest and coopera- 
tion with other organizations and industries because of these interrelated prob- 
lems. Our concern with the alcoholic-beverage industry is an outstanding exam- 
ple. 

The products of many paper companies manufactured by thousands of paper- 
workers are consumed by the beverage industry. Many tons of paper and paper- 
board converted into labels, display cartons, bottle and can carriers, corrugated 
cartons, fiber cases, and packing are used by the legitimate-beverage industry 
every day. Statistics are no doubt available on the extent of this annual con- 
sumption of paper products but we believe it sufficient to say that it is a signifi- 
eant factor in employment, wages, and profits of the American paper industry. 

lor these reasons we join with other interested parties in requesting considera- 
tion of the tax problem of the alcoholic-beverage industry and the workers of 
that industry and the paper industry who are thereby affected. Prohibitive 
taxes which encourage consumption of illegally produced alcoholic beverages 
will in the long run benefit no one in legitimate industry. Bootleggers use no 
labels, cartons, cases, or other products of the paper industry or its related 
industries, nor are their products produced under wages and conditions tending 
to support the American standard of living as established in legal industry. 

Briefly, and in conclusion, we request that the committee give careful con- 
sideration to the impact of excessive alcoholic-beverage taxes on the prosperity 
of the paper industry and other industries directly related to the beverage in- 
dustry as well as to the welfare of the thousands of workers also directly affected 
by this question. 


Mr. Brapy. On your list of witnesses, Mr. Chairman, beginning 
with No. 12 through No. 14, the labor representatives would like also 
to submit their statements for the a but would like to be called 
separately to identify themselves before this committee, in order to 
cooperate with you, sir. 

The Cuatrman. We thank you very much. 

I call Mr. Joseph Kunz, Coopers’ International Union. 


STATEMENT OF JOSEPH KUNZ, FIRST VICE PRESIDENT, COOPERS’ 
INTERNATIONAL UNION, BOSTON, MASS. 


Mr. Kunz. Mr. Chairman, my name is Joseph Kunz. I represent 
the Coopers’ International Union and I would like to submit this 
statement in behalf of that union. 

The Cuatrman. Without objection it may be made a part of the 
record. 

(Mr. Kunz’ prepared statement follows:) 


STATEMENT OF JOSEPH KUNZ, FIRST VICE PRESIDENT, Coopers’ INTERNATIONAL 
UNION OF NORTH AMERICA, AFFILIATED TO THE AMERICAN FEDERATION OF LABOR, 
ON REDUCTION OF THE ALCOHOLIC BEVERAGE TAX 


My name is Joseph Kunz. I am first vice president of the Coopers’ Interna- 
tional Union, with headquarters at room 345, Park Square Building, Boston 16, 
Mass. My home is Baltimore, Md. 

This statement is made in behalf of our members who manufacture and recon- 
dition barrels for the distilling and wine industry. Our organization is one with 
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a long and tragic history. We survived wars, panics, depressions, and reces- 
sions. But we were almost completely destroyed during the years of the “noble 
experiment,” the 18th amendment. 

After the repeal of that monstrosity, that breeder of crime and corruption, 
the cooperage industry rapidly recovered. Many new cooperage plants started 
production and prospered. Thousands of workers were steadily employed up to 
a few years ago when the effect of this excessive alcoholic-beverage tax began 
to cut sales which resulted in curtailed production and consequently few har- 
rels were made. As time goes on we are experiencing a form of creeping pro- 
hibition, the net result of this present excessive, oppressive tax. 

The demand for distillery and winery cooperage is at an alltime low. Nat- 
urally, bootleggers do not purchase new white-oak charred barrels such as are 
used by licensed distilleries. 

The Coopers’ International Union represents approximately 95 percent of the 
workers ae in the manufacture and reconditioning of distillery and wine 
cooperage. However, there are several thousand unorganized workers in the 
sawmills which produce rough staves and heading. Most of these mills are 
located in the South where organizing is difficult due to antilabor laws. In some 
instances this work is performed by small groups, or farm labor between crops. 
Of course we are not speaking officially for these groups or individuals. How- 
ever, we are positive they will not object because most of rough heading and 
stave sawmills are shut down for an indefinite period. The reason for this 
deplorable situation is simply that there is no demand for their product. 

Many of the members of our union, which union is intimately related to the 
distilling and wine industry, are unemployed due primarily to the decrease in 
the production of alcoholic beverages. We are of the opinion this curtailment 
of production is due to the continued imposition of excise-tax rates adopted 
during World War II. We do not propose to submit statistics covering the 
damage to our industry from the effects of this tax because others present here 
today will cover that phase quite thoroughly. 

When the tax was raised from $6 to $9, then to $10.50 per proof gallon on 
distilled spirits, no protest was raised by the Coopers’ International Union. 
We considered such increases as just another burden incidental to world con- 
flict. Now many workers are unable to purchase a good grade of whisky on 
account of high retail prices. We, therefore, request that the war increase per 
proof gallon be eliminated and return to the excise tax on distilled spirits of 
$6 per proof gallon. 

With the price of legal tax-paid distilled spirits manifestly being driven by 
high taxes beyond the purchasing power of the average consumer, moonshining 
and bootlegging are on the increase. Sales of legal liquors are falling while the 
sales of the illegal article are going up. 

Consumer resistance and resultant slackening in consumer purchase of legal 
tax-paid distilled spirits are becoming more evident. Federal, State, and local 
governments have been suffering diminution in liquor receipts for some time past. 

We, therefore, respectfully request that the wartime excise tax on distilled 
spirits, wine, and beer imposed by the Revenue Act of 1943 be revoked and that 
such tax revert to the level in effect before the imposition of these war-emergency 
taxes. 


The CHatrmMan, Mr. Paul Maxwell, West Virginia Glass & Pot- 
tery Workers Protective League. 


STATEMENT OF PAUL E. MAXWELL, EXECUTIVE SECRETARY, 


WEST VIRGINIA GLASS & POTTERY WORKERS PROTECTIVE 
LEAGUE 


Mr. Maxwewt. Mr. Chairman, my name is Paul E. Maxwell. I am 
executive secretary of the West Virginia Glass & Pottery Workers 
Protective League. I speak officially for a membership of some 8,000 
in West Virginia. I want to thank you for this opportunity of put- 
ting our org: ranization on record as being fully behind the argument 
put forth for a substantial reduction in the excise taxes on liquors, 
wines, and beer. 
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With your permission and to conserve time, I would like to file a 
brief to that effect. 

The Carman. Without objection, it will be made a part of the 
recort L. 

(Mr. Maxwell’s prepared statement follows :) 


STATEMENT ON Liquor TAXES By West VirGInrA GLAss & PoTrreERY WORKERS 
PROTECTIVE LEAGUE 


Mr. Chairman, my name is Paul E. Maxwell. I am executive secretary of the 
West Virginia Glass & Pottery Workers Protective League. Officially, I speak 
for our membership of some 8,000 in West Virginia. Our legislative program is 
also supported by many thousand glass and pottery workers in other States. 
Unofficially, but accurately I assure you, they are in full accord with our stand 
on excise taxes, 

For sensible, revenue-producing purposes the present excise tax on distilled 
spirits and malt beverages is suicidal; from other viewpoints, grossly unjust 
and ill advised. Other evidence in abundance has been presented here, proving 
beyond a shadow of a doubt that the reduction in Federal income from these 
industries, and the increase in illegal moonshine traffic, stems directly from the 
excessive tax burden placed upon it. It is not my intention to discuss these 
facts further. 

The one point I would like to make most impressive to this committee and the 
entire Congress is this. Our people are fully aware of, and aroused by, the 
hypocrisy and sham that has been so apparent in the recent formulating of tax 
laws for the legal beverage industry. Twenty years ago, after 13 disgraceful 
years of national prohibition, the American people overwhelmingly rejected the 
false doctrine thrust upon them by the prohibitionists of that day, and still ad- 
vocated by the dry forces of today. 

In rejecting the farce that was prohibition, they adopted a constitutional 
amendment as a guaranty that it would never again happen. Blocked by the 
Constitution, the drys sought other avenues for attack and taxation seemed the 
most promising. The last several tax increases on the legal beverage industry 
has been a struggle by the industry to preserve an American heritage against an 
underhanded attack by the drys to return prohibition by taxation. Yielding to 
dry pressure, Congress has contributed largely to the conspiracy to again place 
the American people at the mercy of moonshiners, prohibitionists, and racketeers, 

The wisdom of a general reduction in excise taxes before Federal expenditures 
can be curtailed is questionable. In the event Congress rules that the present 
level of revenue is necessary, they cannot consistently refuse to adjust a tax 
that admittedly is destroying a most lucrative source of revenue, not only by the 
direct tax upon the product but indirectly on incomes, employment, ete. 

I am quite grateful to this committee for the opportunity to put our organization 
on record as favoring a substantial reduction in the Federal excise tax upon 
liquors, beer, and wine. We earnestly entreat you that the due and deliberate 
consideration it merits, apart from the general tax picture, be given this tax, and 
that a recommendation for relief come out in your report for the return to $6-per- 
proof-gallon tax on distilled spirits. 


The CHarrMan. The next gentleman is Mr. Roland Hidde, of 
Wisconsin. Mr. Hidde, if you will just give your name and the ca- 
pacity in which you appear. 


STATEMENT OF ROLAND J. HIDDE, EXECUTIVE SECRETARY, 
WISCONSIN STATE COUNCIL OF BREWERY AND SOFT DRINK 
WORKERS 


Mr. Hippe. Mr. Chairman, I am Roland J. Hidde. I am executive 
secretary of the Wisconsin State Council of Brewery and Soft Drink 
Workers. I would like to submit this statement for the record. 

The Cuatrman. Without objection, it will be made a part of the 
record. Thank you very much for your appearance. 
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(Mr. Hidde’s prepared statement follows :) 


STATEMENT oF ROLAND J. HipDE, ExEcUTIVE SECRETARY OF THE WISCONSIN STATE 
CoUNCIL OF BREWERY AND Sorr DRINK WORKERS 


Mr. Chairman and members of the committee my name is Roland J. Hidde, and 
I am the executive secretary of the Wisconsin State Council of Brewery and Soft 
Drink Workers, whose membership approximates 12,000 workers in the brewing, 
malting, soft drink, and allied industries. 

I have been instructed by my members to solicit your support in securing a 
reduction of excise taxes on distilled spirits, beer, and wine to the end that we as 
workers in the alcoholic-beverage industry may again enjoy full and regular 
employment. We have found that employment among our members has decreased 
proportionately to the various increases in excise taxes imposed by the Federal 
Government since 1940. We strongly urge you to seek the passage of such 
legislation that would roll back the present $10.50 tax on distilled spirits and the 
$9 tax on beer to a more realistic level of $6 and $7 tax, respectively, and a 
proportionate reduction on wine. 

Another point I may bring out is the fact that since the latest increase of 
excise taxes on distilled spirits the size and number of seizures of moonshine stilis 
has also increased proportionately. 

While we in Wisconsin enjoy reasonable but strict enforcement of the law in 
regard to the sale of alcoholic beverages there is a strong feeling of resentment 
among the retailers against the high excise tax on their products and some of the 
fringe elements are seriously considering the purchase of tax-free liquor if they 
have not already done so. 

We feel that if these excessive excise taxes are rolled back to the prewar level, 
the industry as a whole will enjoy a period of prosperity and the volume of taxes 
collected will more than make up for the rollback of these excise taxes, and in 
addition will also return the retail sale of alcoholic beverages to legal channels 
where it belongs. 

The CuarrMaNn. The next witness is Mr. James O’Neill, of Michigan. 
We are glad to see you, Mr. O'Neill. Will you give your name and the 
capacity in which you appear? 


STATEMENT OF JAMES O’NEILL, EXECUTIVE SECRETARY, MICH- 
IGAN STATE COUNCIL OF BREWERY WORKERS, CIO 


Mr. O’Nenu. Mr. Chairman and members of the committee, my 
name is James O’Neill. I am the executive secretary of the Michigan 
State Council of Brewery Workers, CIO. I would like to place my 
statement on record. 

The Cuamman. Thank you, sir, for your appearance. Without 
objection your statement will appear in the record. 

(Mr. O’Neill’s prepared statement follows:) 


STATEMENT OF JAMES O’NEILL 


Mr. Chairman, my name is James O'Neill, executive secretary of the Michigan 
State Council of Brewery Workers, ClO. We have a membership of approxi- 
mately 10,000 workers in the alcoholic beverage industry in this area. 

This membership is wholeheartedly in favor of a Federal alcoholic excise tax 
rollback from $9 to $7 on the barrel of beer; from $10.50 to $6 on the gallon of 
whisky and a proportionate reduction on wine. 

The Michigan State Council in Convention, February 1, 1958, at the Tuller 
Hotel, went on record unanimously in support of legislation to accomplish this 
rollback. You, Mr. Chairman, and all the members of your fine committee were 
notified of our action at that time. 

The Michigan Legislature, in its 1953 session, considered a bill to raise alcoholie 
beverage taxes, including a 60 percent increase on beer. After due deliberation, 
this bill was killed. Most important reason, because it wouldn’t be in the public 
interest—taxes being already too high. 
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We feel that too much emphasis cannot be given to the Federal alcoholic tax 
box score. After repeal the tax was: 
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No other taxes have shown the proportionate increases in the last 
10 years than the burden placed on beer and distilled spirits. This 
of course has been an open invitation to the bootlegger, he has lost 
no time in making it big business, until today the “number of stills 
seized by the Federal and State oflicers compares favorably with 
the number taken at the peak of bootlegging during national 
prohibition. 

We sincerely hope that you and your committee will give favorable 
recommendation to legislation that will relieve this situation, redeem 
a promise written into the law in 1944 and deal a smashing knockout 
to the bootlegger. 

The Cuarkatan. The next witness is Mr. Raymond Koth. Mr. 
Koth, will you give your name and the capacity in which you appear? 


STATEMENT OF RAYMOND KOTH, EXECUTIVE SECRETARY, OHIO- 
KENTUCKY STATE COUNCIL OF BREWERY, YEAST, SOFT DRINK, 
AND DISTILLERY WORKERS, CIO 


Mr. Korn. My name is Raymond Koth, executive secretary of the 
Ohio-Kentucky State ¢ ‘ouncil and I would like to file this for the 
record. 

The Carman. Without objection it will be made a part of the 
record. Wethank you for your appearance. 

Mr. Korn. Thank you. 

(Mr. Koth’s prepared statement follows :) 


STATEMENT SUBMITTED BY RAYMOND KoTH, EXECUTIVE SECRETARY, ON BEHALF 
OF THE OHIO-KENTUCKY STATE CouNCIL oF BREWERY, YEAST, Sorr DRINK AND 
DISTILLERY WoRKERS, CIO, FoR THE REDUCTION OF ExcISE Tax ON LICENSED 
BEVERAGES 


Mr. Chairman and members of the committee, the Ohio-Kentucky State Council 
of Brewery, Yeast, Soft Drink, and Distillery Workers, ClO, have instructed 
me to present the following statement in behalf of that organization, urging 
that the House Ways and Means Committee recommend to the Congress legis- 
lation to reduce the high, discriminatory excise taxes placed on distilled spirits 
and malt beverages (beer). 

This high Federal tax does more than increase the burden of the distiller 
and the brewer. It does more than take money from the Federal Treasury, 
from the taxpayer, and the consumer, it also eliminates jobs in the legal licensed 
beverage industry. This high tax is creating a new era in America. It is 
an era that is marked by crime, by violence, by racketeering, and a mushroom- 
like growth of a privileged outlaw class. 

The bootlegger is back. The patent of prohibition is back—prohibition by 
taxation. You must not be misled about the character of today’s traffic in 
bootleg alcohol. This is no mere mountain moonshine, rather, what we are 
faced with today is a highly organized criminal conspiracy, The conspirators 
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are tax thieves, they prey on the American public. Their territory is America’s 
3,200,000 square miles. Their product is raw, and impure whisky—bootleg 
whisky. Last year, Federal, State and local enforcement officers seized over 
20,000 stills. It is said that these stills had a daily producing capacity far 
greater than the daily production of the legal industry. How many illegal 
stills are not seized? No one knows, but it has often been said that for every 
one seized, five escape. These illegal producers hire nonunion help, they package 
their whiskey in used containers of every description. These employees of the 
illegal producers pay no income tax, social security, or other taxes that the 
union men and women employed in the legal beverage industry pay. 

I sincerely urge that you give this matter your earnest consideration and 
recommend to the Congress that the present high excise tax on distilled spirits 
of $10.50 per gallon be rolled back to the prewar level of $6 per gallon, and 
that the present tax of $9 per barrel of beer (31 gallons) also be reduced to the 
prewar level of $7. 

On behalf of the Ohio-Kentucky State Council of Brewery, Yeast, Seft Drink, 
& Distillery Workers we thank you for giving us the opportunity to present 
our statement. 


The CuatrMan. The next witness is Mr. Ludwig Boch of 
Pennsylvania. 


STATEMENT OF LUDWIG BOCH, EXECUTIVE SECRETARY, PENN- 
SYLVANIA STATE COUNCIL OF BREWERY, SOFT DRINK & 
DISTILLERY WORKERS 


Mr. Bocu. Mr. Chairman, my name is Ludwig Boch, executive 
secretary of the Brewery, Soft Drink & Distillery Workers Council 
of Pennsylvania. I respectfully ask to submit my statement for the 
record. 

The CuHarrman. We thank you for your appearance, and without 
objection your statement will be made a part of the record. 

(Mr. Boch’s prepared statement follows :) 


STATEMENT SUBMITTED BY LUDWIG BocH, EXECUTIVE SECRETARY, PENNSYLVANIA 
State CouNcIL OF Brewery Sort-Drink & DISTILLERY WoRKERS, PHILADEL- 
PHIA, Pa. 


Mr. Chairman, my name is Ludwig Boch, executive secretary of the Pennsyl- 
vania State Council of Brewery, Soft-Drink, & Distillery Warkers, which 
represents approximately 10,000 workers in the malt beverage and distilling 
industries in the State of Pennsylvania. They have directed me to submit a 
statement in their behalf, urging that the House Ways and Means Committee, 
Senate Finance Committee, and Congress act favorably on legislation for re- 
ducing the high Federal excise tax, placed on the products of malt beverages 
and distilling industries. 

Newspaper stories in the Philadelphia papers during the past several months 
have reported a large increase in moonshine and bootleg liquors; in fact 2 
illegal distilleries were raided by the authorities in Philadelphia in the past 
2 weeks, both in full operation, with a combined capacity of 1,000 to 1,500 
gallons per day. 

There is no question that this expanding illegal industry is responsible for the 
loss of jobs to thousands of members of our union that were employed in the 
legal licensed beverage and distilling industry here in Pennsylvania. 

I urge that this committee recommend to the Members of the Congress, 
a cutback in the present excise tax of distilled spirits from $10.50 per gallon 
to $6 per gallon, and on malt beverages (beer) from the present $9 per barrel 
(31 gallon) to $7 per barrel (31 gallon). 

$y reducing these taxes back to the prewar level, I am sure it would take 
away the incentive for the producers and distributors of nonunion nonlicensed, 
and nontaxable products. 

We are sure that with the lower tax, it will increase the purchase of legal 
made products, thereby bringing in a greater revenue to the United States 
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Treasury, as well as to increase employment of workingmen and women in the 
legal beverage industries. 

Thank you. 

The Cuarmman. The next witness is Mr. Ed S. Miller, general 
secretary and treasurer, Hotel and Restaurant Employees and Bar- 
tenders Union, A. F. of L. 

Mr. Sweer. Mr. Chairman, my name is Frederick Sweet. I ap- 
pear instead of Mr. Miller. 

The Cuamman. Very well, you may proceed. 


STATEMENT OF FREDERICK SWEET, REPRESENTING THE HOTEL 
AND RESTAURANT EMPLOYEES AND BARTENDERS INTERNA- 
TIONAL, A. F. OF L, 


Mr. Sweet. Mr. Chairman, my name is Frederick Sweet. My home 
is in Cincinnati, Ohio, where I am employed in the general head- 
quarters of the Hotel and Restaurant Employees and Bartenders In- 
ternational Union, A. F. of L., as managing editor of The Catering 
Industry Employee, its official publication. 

In addition to these editorial duties, I am also responsible for our 
research and public relations work bearing on the legal sales of licensed 
beverages, a subject in which you may be sure we have the liveliest 
interest. In both capacities I report to our general secretary-treas- 
urer, Ed S. Miller, in whose behalf I appear here tonight, and who 
has asked me to thank you and this committee for the courtesy you 
have shown us in giving us this opportunity to speak our piece on this 
question. 

We are here as part of an industrywide effort to convey to this com- 
mittee and its technical staff in the clearest possible terms our strongly 
held view that it is high time the Congress rolled back excise taxes 
on the licensed beverages to levels far more fruitful, for Government, 
public, workers and industr y, than the sky-high levels now obt: aining. 

We are asking that distilled spirits be taxed at $6 the gallon, not 
the present $10.50; that the sate beverages be taxed $7 the barrel 
instead of $9; and that you reduce as well the rates on the various 
wines. We shall address ourselves principally to the tax on distilled 
spirits, since in our view this levy is the chief source of the several 
kinds of mischief now besetting not only our members, but the whole 
Nation in this field. 

It is important that you understand the nature of our international 
union’s concern in this matter of liquor taxes. To begin with, ours 
is by far the largest labor organization in the licensed bever: age in- 
dustry. We number 430,000 men and women, a very large. pro- 
portion of whom are employed on licensed premises, and are by no 
means confined to the skilled craftsmen who tend bar. Waiters and 
waitresses, kitchen crews, hotel housekeeping and front service 
workers, yes, and dining car crews, are also at work in houses with 
liquor licenses to a degree which leads us to estimate that at least 80 
percent of our me .mbers are deeply and directly concerned in the taxa- 
tion of these produc ts. 

In addition to these we represent directly, we speak too for many, 
many thousands of fellow union members in other organizations 
whose people work in the production, transportation, distr ibution and 
sale of these goods, or in lines closely tributary to this industry. And, 
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I may add, at such times as this we do not hesitate to speak as well 
for the unorganized people in the public feeding and lodging indus- 
try, chiefly in the smaller towns and cities, who have none to come 
forward to such a forum as this to represent them. All told the hotel 
and restaurant industry employs some 2 million citizens according to 
the latest census figures. 

From where we sit we see four main points to be driven home here 
tonight. 

The first is that the present tax rates have already contributed di- 
rectly to unemployment among our members, well as other crafts- 
men, and threaten to aggravate our employment problems further if 
consumption of legal, taxpaying liquor continues to decline as it has 
since 1946. 

The second is that working people, including our members, are the 
major portion of the market for licensed beverages, and as consumers 
we resent a tax so high that it is beginning to produce what the Cin- 
cinnati Enquirer has called “prohibition for the masses but not for 
the classes.” 

The third is that our members, as good citizens, are disheartened 
at the growing number of stories in newspapers and magazines which 
Jeave no doubt that we are, with this tax structure, fostering a return 
to the American scene of the outlaws which brought shame to the 
Nation in the repudiated days when “Chicago” became synonymous 
with “murder” 

And finally, we wish to call to your attention what we call the 
“mystery of the missing market.” 

Not long ago the Wall Street Journal published one of its excellent 
business roundups on trends in the tavern trade. Its writers found 
in spotchecks from Boston to the coast that unemployment had hit 
bartenders because of a decline in business, largely traced by tavern 
men, union officials and consumers to the high price levels imposed 
principally by high taxes. 

In New York City our local 15 reported 5 percent of its members 
out of work. San Francisco’s local 41 said 500 men of 3,000 were 
looking for jobs. In Boston the report was gloomiest: 30 percent 
of local 34’s members were haunting the union hall in search of work 
at their trade. 

The journal’s report also bore out the Enquirer’s warning of “pro- 
hibition for the masses, but not for the classes”; they found that the 
bitterest complaints were coming from the corner cafes in working 
class neighborhoods, while the plush spots catering to the heavy 
spenders found their bar sales were holding up fairly well. 

There has been, highlighting this decline, a most interesting and, 
we think, significant switch in the pattern of buying liquor. Back in 
1940, when the tax on whisky was $3 per gallon, consumers bought 
65 percent of their spirits over the bar. Ten years later, when the 
tax had climbed to $9 only 35 percent of spirits were sold for con- 
sumption on licensed premises. This sharp drop has been found 
generally throughout the country, although there is some evidence, 
we understand, that the legal bar’s share is now down to 30 percent 
with the tax at $10.50, and reports from our local unions bear out this 
view. 

The direct cost in terms of jobs in the taverns themselves is clear 
enough to see. Not so clear is the cost of this trend to the hotel 
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worker employed in another department, but it can be understood 
when you know that Horwath & Horwath, the principal hotel ac- 
countants tell us that from 13 to 15 percent of a hotel’s revenue de- 
rives from its bar or cocktail room. When the customers are driven 
away from the bar, it will not be long before the maid and the house- 
man are joining the bartender at the unemployment insurance office. 

In preparation for this hearing we checked with the research people 
at the AFL’s Distillery Workers Union, and learned that about 20 
percent of their members are out of work. They report that distil- 
lery warehouses are stacked to the rafters with unsold whisky, that 
some of the smaller plants are threatening to close down for keeps, 
and that bottling operations in the big ones have been spotty for 
months. All these facts reflect the weak demand for high-priced, tax- 
paid liquor. 

Our second point concerns the plight of the consumer, including 
not only our members but many other citizens. The celebrated Dr. 
Gallup tells us that almost 60 million adult Americans use these prod- 
ucts, a figure not much smaller than the total in the labor force. The 
industry’s market analysts tell us that 64 percent of the taxes paid 
on liquor sold in 1952 were paid by consumers earning less than $5,000 
a year. A couple of years ago another industry study put it this 
way: that 80 percent of its market was made up of wage-earners. 
Such a share of the market means it’s a certainty that most con- 
sumers of liquor—as of soap or soup or cigarettes or anything else 
offered to the mass market—are working people. 

The figures show that more than half the cost of a bottle of whisky 
is accounted for by taxes, with the Federal bite of $2.10 a fifth of 
bonded whisky taking the lion’s share. We are told that the increase 
since repeal is 854 percent in the Federal rate alone, and that while 
rates on other articles were rising an average of 45 percent after 1941, 
the tax on liquor went up 162 percent. 

Why should consumers of this one product be called upon to pay 
so large a share of the excise tab? The tax not only discriminates 
against a single branch of industry; it discriminates as well against 
all who use its products. 

Much the worst aspect of that discrimination against a single mar- 
ket was the practical result of the latest increase: it cost the consum- 
ing public an extra $237 million in taxes alone—and that is not count- 
ing the markup, by the way—to buy the smaller quantity consumed 
in the first year after the last tax increase. Yet those $237 million 
we paid out brought the Treasury only $30 million more than the 
old tax rate. We paid nearly $5 to get $1 for Uncle Sam. What 
kind of economics is that? 

When we were digging into this subject we came upon a pair of 
figures showing clearly what the public thought of that kind of eco- 
nomics. We found that in 1946, peak year of liquor sales in this 
country, we consumers bought 231 million gallons of spirits. But we 
found that in 1952, the year following the last rise in the Federal tax, 
we bought only 188 million. That was a loss of 48 million gallons 
from the top of the market, or more than 20 percent. 

Then we looked at other figures, showing there were more people 
in the country in 1952 than in 1946. Spendable income was higher. 
Commodity sales in all lines were booming during those years. Wages 
were rising. Yet sales of spirits were off by 20 percent. Why? We 
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called it the mystery of the missing market, and began hunting for 
clues. 

We found the clues, all right. We found them in the Treasury 
Department’s own reports on still seizures, and in the newspaper and 
magazine articles reporting the facts of life in the whisky under- 
ground. 

There is an old rule-of-thumb among tax gatherers to the effect that 
you pluck the goose that squawks the least. Another rule counsels the 
wise man not to kill the goose that lays the golden eggs. The case of 
the missing market indicates that Congress, guided by the first of 
these injunctions, forgot about the second. 

Result: Uncle Sam has put himself in the impossible position of in- 
viting the moonshiner down from his mountain and setting him up 
in business on Main Street where he is muscling in on Uncle Sam 
himself by supplying that missing market. 

The evidence of the growth in illegal production is to be found not 
only in the Treasury’s figures showing seizures of about 20,000 stills 
last year—including State and local raids—with the stills getting 
bigger and bigger. Last year’s bag had a daily capacity of 684,000 
gallons of contraband, robbing the Treasury, at that rate, of more 
than $7 million a day. And nobody knows how many stills the Feds 
failed to find. 

More evidence is to be found in published reports like last June’s 
Collier’s story reporting a survey of New York City where their 
writer found 500 pouring spots in operation, supplied by well-financed 
stills hidden in the wilds of Brooklyn and the jungles of New Jersey. 

It is to be found in the tragic story last year in Atlanta, where 42 
luckless and foolish low-income customers of a conscienceless crook 
died from drinking wood alcohol sold as “whisky.” 

It is to be found in the shocking account of a month ago in Cleve- 
land, where two police officers were caught in possession of a hijacked 
load of legitimate tax-paid whisky. 

We may be sure that the stills, the hijackers, the peddlers of bottled 
death and the pouring spots are not in business just for kicks. You 
can bet your last dollar they are in business to supply that missing 
market, while Uncle Sam collects on fewer and fewer gallons the tax 
that guarantees that missing market will keep on growing. 

And as that market grows, more and more working people will be 
losing jobs to the minions of the muscle boys who have already taken 
over 20 percent of the legitimate business of the licensed beverage 
industry. 

We think the Congress should roll back these taxes, and roll them 
back now. We figure that way Uncle Sam will get more, and the 
moonshiner less. We figure it will prevent the loss of thousands of 
jobs. And we figure, too, that in urging Congress to reduce these 
taxes we are doing our part to preserve the self-respect of a Nation 
which remembers with shame the period when racketeers ruled the 
roost. 

Mr. Chairman, I would like also, if I may, to file a supplemental 
statement which I won’t read, concerning the cabaret tax, and I have 
also been asked by the Laundry Workers International Union of 
Indianapolis to file on their behalf a statement. 

The CuarrmMan. Without objection, it is so ordered. 

37746—53—pt. 4——44 
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(The statements referred to follow :) 


MATERIAL PRESENTED FOR THE RECORD BY THE HoTeL AND RESTAURANT EMPLOYEES 
AND BARTENDERS INTERNATIONAL UNION AS A SUPPLEMENT TO TESTIMONY OF 
AvuaustT 11, 1953, on Excise Taxes 


Gentlemen, a few weeks ago our international union’s headquarters queried 
local unions of waiters in New York, Chicago, Los Angeles, and San Francisco 
for data concerning the effect on employment of the 20 percent entertainment tax 
imposed on checks of patrons in establishments using “live” entertainers. Fol- 
lowing is the gist of their replies: 

Waiters Local 17, Los Angeles: “The night club business is not what it used to 
be. We believe the reason (for closings) is the 20 percent tax added to the total 
check. The figures below are for waiters only, and don't cover bartenders, cooks 
and other help who, if added, would more than double the number.” ‘There 
follows a list, by name, of 19 establishments which have closed in the past 18 
months. Local 17 reports that the closing of these 19 houses cost the jobs of 
713 waiters, and adds “this list is by no means complete.” 

Waiters Local 30, San Francisco: This union submitted a list divided into 
three categories: Night clubs closed, 13, with a loss of 165 waiters’ jobs; hotels 
which have closed rooms formerly used for entertainment, 5, with a loss of 88 
jobs for waiters ; clubs where entertainment was curtailed, but which still operate, 
5, with 17 jobs lost to waiters. Total jobs lost: 270. Local 30 adds that their 
figures cover ‘“‘waiters only,” and is not a complete report on all San Francisco 
places affected. 

Waiters Local 25, Chicago: This union estimates the total cost in jobs for all 
classifications in “the Chicago area” to be 3,000, a very large proportion of which 
it traces to the imposition of this entertainment tax. They include in their report 
a graph showing a decline in caberet tax collections in the 26-county First District 
of Illinois while national income figures were rising. They assert they can 
“identify approximately 20 establishments that voluntarily closed or went 
bankrupt” due to the cabaret tax. 

Waiters Local 16, New York City: Of 28 establishments reported on, 11 have 
closed, while others have reduced entertainment services. All but 2 of these have 
reduced their dining room staffs. Jobs lost by closings, 711. Jobs lost by curtail- 
ment, 145. These figures do not include kitchen, bar and other employees in the 
culinary departments. 

Waiters Local 219, New York City: This is a small union operating largely in 
the Yorkville section of Manhattan. Reporting on 9 houses, it says 1 closed with 
a loss of 31 jobs, while 29 jobs were lost in curtailed operations in the other 8 
houses. 

We respectfully ask that these data be considered by the committee in its over- 
all review of the excise-tax program. We urge that this form of admissions tax 
be eliminated as a serious barrier to employment among culinary workers as 
well as among musicians and other entertainers, 


Tue LAUNDRY WORKERS’ INTERNATIONAL UNION REQUESTs REDUCTION IN THE 
Excise Tax ON ALCOHOLIC BEVERAGES 


Any excise tax has far-reaching effects which it is often difficult to anticipate 
when the imposition of the tax is being contemplated. However, the increase in 
the excise tax on alcoholic beverages, which became effective in November 1951, 
has operated to the detriment of the members of the Laundry Workers’ Inter- 
national Union. 

In the first place, an excise tax is not based upon the ability to pay principle. 
Any such tax falls especially heavy on low-income groups. The members of the 
Laundry Workers’ International Union are one of those low-income groups. 
However, the greatest injury to our membership resulting from this excise tax 
has not been the increased cost of consumption of alcoholic beverages. Rather, 
it has been the depressive effect which the tax has had upon the laundry 
industry itself. 

It is very probable that all but the most astute student of economics would 
immediately raise the question, ‘What possible connection can there be between 
an increase in the excise tax on alcoholic beverages and the volume of business 
of the laundry industry?’ Wein the Laundry Workers’ International Union feel 
especially qualified to answer that question, not because we are such brilliant 
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economists, but because we have learned from experience exactly what the 
relationship is. 

Needless to say, the tax increased the cost of liquor to the bars, hotels, restau- 
rants, and other distributors. This increase was either passed on to the ultimate 
consumer or absorbed by the distributor. In either instance, the result was a 
decrease in the volume of laundry business done for the hotels, restaurants, and 
bars. When the increase was passed on (as is the case in all goods or services 
which are not a prime necessity) there was a decline in the total volume con- 
sumed by the consumer. This had the same effect in the final analysis on the 
operation of the bars and restaurants as the absorption of the increase. When- 
ever one of the costs of operating a business increases, the business is forced 
to find a way to cut other costs in order that the business can meet competition. 

What have these businesses done to cut costs? They have cut down on the 
number of tablecloths, napkins, aprons, uniforms, etc., in order that they can 
reduce their laundrying costs. Indeed, some bars and restaurants have discon- 
tinued the use of table cloths entirely and some bars have instituted the use of 
paper napkins which need not be laundered. 

We do not have any statistics on the number of laundry workers who became 
unemployed as a result of this process; however, nearly every local union in our 
International Union was affected. On behalf of the Laundry Workers’ Interna- 
tional Union, I sincerely hope that the Ways and Means Committee of the House 
of Representatives will give serious consideration to reducing the excise taxes 
on alcoholic beverages. 

Respectfully submitted. 

HERBERT S. SHOCKNEY, 
Director of Research and Education. 

The Cuarrman. The next witness is Mr. Charles E. Sands, Hotel 
and Restaurant Employees and Bartenders International Union. 

Mr. Sanps. Mr. Chairman, I would like if possible your permission 
to give my time to William Tomar, who is the attorney for the Glass 
Bottle Blowers Association. He wants to make a brief statement, if 
you please. 

The CuarrMan. Is this Mr. Sands? 

Mr. Sanps. I am Mr. Sands, but I want to give him my time. 

The Carman. Very ‘well, Mr. ‘Tomar may appear. 

If you will give your name and the capacity in which you appear, 


we will be glad to hear you. 


STATEMENT OF W. M. TOMAR, GENERAL COUNSEL, GLASS BOTTLE 
BLOWERS ASSOCIATION 


Mr. Tomar. Mr. Chairman, my name is William Tomar. I am 
associated with and general counsel for the Glass Bottle Blowers 
Association of the United States and Canada, and I have been asked 
to appear here before this committee to give a brief statement of our 
position with respect to the proposal or the request to this committee 
that it consider a reduction in the excise tax on alcoholic beverages. 

I have not had time to prepare a written statement so I ask the 
committee to allow me to present a brief oral statement for the record. 

First, I would like to acquaint the committee with the labor organ- 
ization known as the Glass Bottle Blowers Association of the United 
States and Canada. It is one of the oldest labor organizations in this 
country, having entered into its first collective bargaining agreement 
in 1946, since which time it has consistently grown to the point where 
today it has collective bargaining agreements with the entire glass 
bottle industry in the United States. 

We add the voice of the 46,000 members of this organization to those 
already presented before the committee. 
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There are 36,000 employees, members of this union, who are en- 
gaged directly in the manufacture of glass bottles, and of course glass 
bottles are the containers in which practically the entire production 
of alcoholic beverages is dispensed in this country. 

I won’t burden the committee with repeating the very sound and 
potent reasons for the economic reduction of that tax, but will con- 
fine my remarks to the way in which it affects our membership. 

The glass bottle industry is scattered throughout the United States 
by reason of the fact that it must be near the sources of supply, which 
consists of sand and gas. It is not an industry which is centered in 
large areas of population, so our workers are more or less confined to 
that particular industry and must seek their employment in that 
industry. Most of them have been in the industry for 10, 20 or 30 
years or more, and as such they know nothing else. 

Anything that affects the glass bottle industry of course affects 
them directly in their incomes, in their ability to raise their families 
and in their purchasing power. 

I would like to point out to the committee that in 1951 the industry 
with which we are concerned now used 1,728,707,000 glass bottles. 
In 1952 that figure was reduced to 1,229,376,00% ), or 500 million bottles, 
half a billion bottles. 

That is reflected not in bottles to us. That means less jobs. That 
means foregoing sending the boy to college. It means less purchasing 
power, the ability to buy less groceries, “food, and clothing from the 
local merchants. This is what has happened largely as a result, we 
think, of the present tax on alcoholic beverages. 

We are interested in knowing what happened to that one-half 
billion bottles, where they went to. 

There are two reasons, as have been pointed out already this 
evening. The first is the reduced consumer demand for beverages 
because of the high tax. The second is the fact that a large part of 
this has gone into illegal channels. 

The bootlegger and the moonshiner don’t order bottles from the 
people with whom we have collective bargaining agreements. He 
picks up used bottles from various sources, and I understand there is 
a very heavy traffic in used bottles at the present time, and a lucrative 
traflic. That cuts into the employment of the people in our industry. 
These 500 million bottles have not completely disappeared. A large 
portion of them have been reused illegally. 

We know what happens to our people when a large part of their 
business, such as the alcoholic beverage trade, is curtailed. At the 
present time, as I have already pointed out, we have 36,000 people 
employed directly in the glass bottle industry making glass bottles. 
During the period of prohibition that figure was reduced to 2,000 
people employed in making glass bottles. 

We see a trend at the present time of continued reduction in the 
amount of glass bottles produced, and we add our voice to those al- 
ready presented here this evening in the feverent hope that this 
committee will see fit to give some tax relief with respect to alcoholic 
beverages and thereby benefit our own members both as t: axpayers and 
as directly concerned with an industry closely alined with that of 
the alcoholic beverage industry. 

The Cnarrman. Thank you very much for your appearance and 
the information you have given the committee. 
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Mr. Tomar. Thank you, sir. 

The Cuarrman. The next witness is Mr. Sylvester Calabro and Mr. 
George B. Riley, on behalf of the A. F. of L. Are you both appear- 
ing, or just one? 


STATEMENT OF GEORGE D. RILEY, NATIONAL LEGISLATIVE 
COMMITTEE OF THE AMERICAN FEDERATION OF LABOR 


Mr. Rizey. I am going to present Mr. Calabro’s statement. My 
name is George D. Riley. I am a member of the national legislative 
committee of the American Federation of Labor. I have a statement 
which I hope you will indulge me in submitting to the reporter, with 
the remark that the representative of 10 million men and women who 
are members of the American Federation of Labor will be working 
to bring this tax down from $10.50 a gallon to what we hope to be 
at most $6. 

I would like to have leave also to present the statement for Mr. 
Calabro on behalf of his international union, Distillery, Rectifying, 
and Wine Workers International Union of "America, which repre- 
sents the majority of those in the distillery industry. 

The CuatrmMan. Without objection, it is so ordered. 

Mr. Rizey. Thank you. 

The Cuatrman. We thank you very much for your appearance and 
the information you have given and filed with the committee. 

(The statements referred to follow :) 


STATEMENT OF GEORGE D. Ri~eY, MEMBER, NATIONAL LEGISLATIVE COMMITTEE 
AMERICAN FEDERATION OF LABOB, ON TAXATION OF ALCOHOLIC BEVERAGES 


My name is George D. Riley. I am a member of the national legislative com- 
mittee of the American Federation of Labor. I am accompanied by Mr. Sylvester 
Calabro, who represents the Distillery, Rectifying and Wine Workers Inter- 
national Union, Joseph O’Neill, president, with headquarters in Chicago. Mr. 
Calabro’s station is Baltimore. 

We are in protest of the prolongation of the $10.50 tax on distilled spirits. 
This is the tax which was imposed upon liquor in the honest assumption that 
it whould bring more revenue. On a per gallon basis, it has brought more reve- 
nue, but I believe every member of this committee knows so well the story of what 
has happened. 

Somehow, the Congress has managed to bring back in a creeping sort of way 
the “noble experiment” of the roaring twenties, certainly by indirection, that 
“noble experiment” of which the American electorate said they want no more 
back in the early thirties. That $10.50 tax has done more and with greater 
effect to bring us the same insincere form of prohibition which plagued us with 
the Capone era, 

Illicit stills and their output are so much more valuable to their owners 
and operators today than they were in the unhappy prohibition days because 
excessive Federal tax is equal to a greater take for the moonshiners and dis- 
tillers today than during the period when they formerly held reign. Nor is it 
at all sure that if you could or would repeal this $10.50 forthwith that the greater 
part of the former legitimate business could be recaptured by the licensed in- 
dustry. 

Only over the last week end, a truck which was carrying an overload was 
stopped in Maryland and found to be hauling a tremendous cargo of illicit spirits. 
Yet, this happened within the shadows of a number of plants of National Dis- 
tillers, Schenley and numerous other companies which are closed down because 
there no longer is a market for their products. 

Why isn’t there a market for these products? Because the bootlegger has 
taken over the market. Customers are finding it less costly in a cheap sort of 
way to patronize the man who carries a supply on his hip or can reach in a 
dark corner on which he pays no rent, no license fees, no insurance, no social 
security and, above all, no taxes of any sort, Federal or local. It is even im- 
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possible to trace him through a stamp tax or special fee as you would the 
gamblers who were set back upon their heels by a recent Congress and which 
caught that fraternity in a crossfire between central and local government 
jurisdictions. 

Bootlegging was but a so-so pursuit between the date of repeal in 1938 till 
the time the Congress upped its tax to $10.50. That additional levy was just 
enough to bring the illicit distiller out of hiding. It is true, moonshining never 
did vanish as an industry but neither did it ever get out of hand to the point 
that is became the problem it is today. 

Today, wildcat distilling is big business. Fifty-thousand gallon stills are 
being set up. Five-thousand gallon stills are just run of the mill. Without 
regard to capacity, here is the recent 5-year record for seizure of such stills by 
the Federal Government only, the State and local governments probably ac- 
counting for as many more of all sizes and shapes. 

Number of 

Fiscal year: stills seized 

1949__ baba. = 8, 008 

1950 ; ‘ 10, 030 
1951 


IN sis Bt ethan inalienable itis Sipe ts 49, 175 


This is an average of more than 9,000 a year, with the prospect that this year, 
the figure will reach 11,000. 

But even this is not the whole picture. There were some men killed in line 
of duty and some were injured, thereby increasing the cost to the Government 
of enforcement of this $10.50 tax. 

Nothing is changing the drinking habits of this Nation faster than this $10.50 
tax. I believe most of us know that the public is fast drawing the line on how 
much it will accept in the form of taxation whether it be income, movie admis- 
sions, liquor, entertainment in general or any other excise taxes. It still will 
be months before relief can be had by those who purchase licensed beverages. 
As matters stand, it appears that the only thing necessary in this regard is to 
take no action which would prolong the $10.50 tax. I am not too sure that a 
return even to the $9 level would bring the indicated relief now that the public 
has begun to form new habits and now that the bootlegger and moonsbiner are 
enjoying prosperity at the expense of everyone. It may well be that $6 a gallon 
will be the correct solution to rehabilitate this industry and to encourage the 
creation and maintenance of jobs in the industry. The latter of course is one 
of their prime interests. 

There may be other taxed articles in commerce which cost the consumer con- 
siderably more in taxes than the true price of the commodity, but the licensed 
beverages that the men and women engaged in supplying the legal trade in this 
respect appear to be getting just about as rough treatment as it is possible to 
hand them. This is why we are here now to protest what we must describe 
as a punitive tax. If Congress did not see this far ahead, perhaps even now 
it is not too late to try to repair some of the damage and attempt to rehabilitate 
this industry. Reference is made from time to time to “sick industries.” This 
is one for fair. 


STATEMENT BY DISTILLERY, RECTIFYING AND WINE WORKERS’ INTERNATIONAL 
UNION OF AMERICA, BALTIMORE, MD. 


Gentlemen, my name is Sylvester Calabro of Baltimore, Md. I represent 
Joseph O'Neil, president of the Distillery, Rectifying and Wine Workers’ Inter- 
national Union, American Federation of Labor, representing more than 90 per- 
cent of the workers in the distilling industry. We, the workers in this industry, 
are very much interested in having excise taxes on liquor reduced since due to 
curtailment in sales, many workers have been laid off and- others have been 
working part time. 

In the Maryland district, a number of plants have been shut down and for 2 
years haven't operated. To mention a few, Frank Wight, Park & Tilford, James 
Finch Cedarhurst, National Distiller, No. 1 plant, United, etc. The same story 
ean be told of other sections. This situation has also had its effect on sister 
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industries, cooperage, glass, labels, cartons, and other materials used by the 
distillers. It has also resulted in less income tax paid to the Government by 
these workers whose incomes have been curtailed. 

It is not within my province to try and present any data or statistics; others 
more qualified will do that, but the workers’ conception of taxes is that the 
higher they are, the less sales, and the less sales, the lower income to them and 
also to the Government. 

Gentlemen, if you, and through you, Congress, can see its way to reduce the 
excise tax on liquor, and if the reduction is passed on to the consumer, then in 
the opinion of the workers I represent, there will not be as much financial in- 
centive for the bootlegger to keep on in business. The bootlegger exists because 
of the high taxes which the legitimate distiller has to pay and that he does not. 
The bootlegger works hand in hand with some tavern owners who have no 
respect for the law; no one knows how many of these there are. When you 
consider how many dispensers of liquor are over the Nation and how many in- 
spectors would be required to properly inspect these places, it can easily be seen 
that the job would be tremendously expensive to be done properly. If the boot- 
legger has to be put out of business, he not only must be hit at the source but 
also at the distribution point. 

Yesterday, in the Baltimore Sun, this item appeared: “Truck Weigher Finds 
585 Gallons of Whisky.” Then it goes on to state how a routine inspection of 
a truck at a weighing station near Woodbridge, Va., turned up 585 gallons of 
corn whisky in half-gallon cans. The truck was coming from North Carolina. 
The question is, “Where was it being taken to?” 

Here was a loss to the Government of over $6,000 in taxes. This liquor, if 
it would have reached its destination, would have meant that much less legiti- 
mate whisky would have been sold, affecting the income of the Government, 
workers in the liquor industry, and also sister industries. 

We, the Distillery, Rectifying, and Wine Workers’ International Union of 
America, A. F. of L., and its workers, plead with you to study the existing situa- 
tion and reduce the tax to a just level. 


The CHatrmMan. The committee will stand adjourned. 
(The following material was submitted for the record :) 


UNITED PAPERWORKERS OF AMERICA, 
Washington 5, D. C., August 11, 1953. 


Reference : Taxes on alcoholic beverages. 
HOUSE OF REPRESENTATIVES, 
Ways and Means Committee, 
Washington, D. C. 4 

GENTLEMEN: The United Paperworkers of America, CIO, represents some 
50,000 workers in the paper, paperboard, and paper-converting industry of the 
United States. Our organization discovered long ago that the interests of these 
members are directly affected by conditions and employment in correlated indus- 
tries. For this reason we have developed a program of mutual interest and 
cooperation with other organizations and industries because of these inter- 
related problems. Our concern with the alcoholic beverage industry is an out- 
standing example. 

The products of many paper companies manufactured by thousands of paper 
workers are consumed by the beverage industry. Many tons of paper and 
paperboard converted into labels, display cartons, bottle and can carriers, Cor- 
rugated cartons, fiber cases, and packing are used by the legitimate beverage 
industry every day. Statistics are no doubt available on the extent of this an- 
nual consumption of paper products but we believe it sufficient to say that it is 
a significant factor in employment, wages, and profits of the American paper 
industry. 

For these reasons we join with other interested parties in requesting consid- 
eration of the tax problem of the alcoholic beverage industry and the workers 
of that industry and the paper industry who are thereby affected. Prohibitive 
taxes which encourage consumption of illegally produced alcoholic beverages 
will in the long run benefit no one in legitimate industry. Bootleggers use no 
labels, cartons, cases, or other products of the paper industry or its related in- 
dustries, nor are their products produced under wages and conditions tending 
to support the American standard of living as established in legal industry. 

Briefly, and in conclusion, we request that the committee give careful con- 
sideration to the impact of excessive alcoholic beverage taxes on the prosperity 
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of the paper industry and other industries directly related to the beverage 
industry as well as to the welfare of the thousands of workers also directly 
affected by this question. 
On behalf of the 
Unrrep PAPERWORKERS OF AMERICA, CIO, 
Harry D. Sayre, President. 


ARIZONA RETAIL LiqguoR DEALERS ASSOCIATION, INC., 
Phoenia, Ariz., March 14, 1953. 
Hon. DANreL A. REED, 
Chairman, House Ways and Means Committee, 
House Office Building, Washington, D. C. 

DEAR CONGRESSMAN Reep: Realizing that a good portion of your time is taken 
up in reading and answering the huge mass of correspondence you receive each 
day, the undersigned is appreciative of this fact, having just completed four 
terms in the Arizona State Legislature, therefore, I will state my case as briefly 
as possible but beg your indulgence and thoughtful consideration of the con- 
tents hereof. 

Unfortunately Arizona does not have a representative on the House Ways and 
Means Committee who could more adequately present these facts to you, so the 
enclosed copy of a resolution passed at our annual convention last year, which 
seems apropo at this time, is being sent along with this letter to each member 
of the committee. 

Today I join millions of Americans who feel that the Federal excise tax 
on distiller spirits is exorbitant and unrealistic. This tax has reached a detri- 
mental level to all concerned; it failed, according to revenue figures, to produce 
more revenue for the Federal Government although it was raised to $10.50 per 
gallon on November 1, 1951. 

According to the above-mentioned revenue figures for 1952, the Fderal Gov- 
ernment gained $30 million as a result of the last $1.50 per gallon tax increase, 
while losing approximately $50 million in other revenues from the liquor industry, 
as a result in the loss of consumption of legal liquor. State governments lost 
another $33 million for the same reason. And even so, this is not the whole 
story, because there are more than 400 other industries which supply goods and 
services to the alcoholic beverage industry, which paid lower taxes as a result 
of the loss in legal sales. It is easy to see that this tax has reached a point of 
diminishing returns. 

There is another dangerous condition arising as a result of this exorbitant 
tax, and that is the skyrocketing of moonshining and bootlegging. This trend 
toward the retfrn of the evils of prohibition is alarming and dangerous. If 
Congress permits this tax to remain as it is today, so high that the bootlegger 
operates at an advantage, and that the legal manufacturer, distributor, and 
retailer must try to compete with him with a $10.50 plus State taxes per gallon 
handicap, then our entire social structure will change, and we will again be en- 
during the evils of prohibition. Moonshining today is big business. The 20,400 
stills seized in 1951 had a producing eapacity of 715,000 gallons per day. If 
these stills operated at full capacity for 1 day, the Federal Government would 
lose $7.5 million, not to mention how much the States would lose. These huge 
stills would not have been constructed unless there was a market for their prod- 
ucts; the market for this moonshine is created by the consumer of alcoholic 
beverages who can no longer pay the price of legal liquor. 

Today when a consumer purchases a bottle of legal liquor for $4.27, he is pay- 
ing $2.38 in taxes and $1.89 for the product. It is amazing that 90 percent of the 
increase in the price of legal liquor since 1989 has been taxes. Taxes on distilled 
spirits have not increased 200 or 300 percent since repeal, but have increased 854 
percent. If the taxes on any other industry had been increased this much you 
would have destroyed that industry, and I predict that you will destroy the legal 
liquor industry and drive its consumer to the bootlegger if you retain the present 
tax on distilled spirits. 

Alcoholic beverages are the largest industrial source of revenue to the Federal 
rovernment, but when a tax gets so high that it brings about crime and lawless- 
ness—when it gets so high that it defeats its own purpose by bringing down 
revenues instead of pushing them up—when it gets so high that it threatens to 
kill the goose that is laying the golden egg—then it has gotten out of hand, and 
has defeated the economic and social objectives of repeal. 
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Arizona, while a product of the old West, is considered to have a model and 
extremely effective liquor code, very ably enforced by our State department of 
liquor licenses and control, and a system of industry self-policing through the 
guidance of our organization which officially represents the 2,200 legal retail 
establishments in the State. 

I sincerely hope that you will see fit to lend your support to a reduction in the 
Federal excise tax in the interest of good government and a continuation of our 
society as we enjoy it—minus the moonshiner and bootlegger. 

Sincerely yours, 
AL. Linpsey, Executive Secretary. 


ARIZONA Reratr. Liquor DEALERS ASSOCIATION, INC., FIFTEENTH ANNUAL CONVEN- 
TION, KINGMAN, ARK., OCTOBER 7, 8, AND 9, 1952 


RESOLUTION 


Whereas excessive taxes in general tend to weaken and undermine the economy 
of this Nation and impair its ability to meet the economic demands which this 
country would be called upon to meet in the event that it should ever be forced 
into an all-out war; and 

Whereas excessive taxes on distilled spirits specifically are contrary to the 
public welfare in stimulating the growth of moonshining and bootlegging, pro- 
ducing less revenue for the Federal Government by diverting sales to illegal 
and untaxpaid production, thereby also depriving the individual States of reve- 
nue which would otherwise be derived from the sale of legally produced and 
taxpaid distilled spirits; and 

Whereas excessive taxes on distilled spirits are negating the purposes and 
social gains of repeal, and are once again threatening the various systems of 
legal control of manufacture, distribution, and sales; and 

Whereas the diversion of sales to illegal and untaxpaid moonshine is a serious 
threat to the capital investments and livelihood of thousands of small-business 
men, licensed to distribute legal, taxpaid alcoholic beverages: Now, therefore, 
be it 

Resolved, That the members of the Arizona Retail Liquor Dealers Association, 
Inc., in convention at Kingman, Ariz., on October 9, hereby request that Congress 
reduce the demonstrably excessive excise taxes on distilled spirits to a $6 per 
proof gallon rate, and also authorize the employment of additional agents to 
combat the increasing menace of illegal manufacture; and it is further 

Resolved, That the Secretary is authorized and directed to send a copy of this 
resolution to each incumbent in the United States Senate and House of Repre- 
sentatives from this State, and to the candidates who are running for such 
office. 

-assed unanimously, October 9, 1952. 
ARIZONA Retart Liquor DEALERS ASSOCIATION, INC., 
Francis AEs, President. 
GorpoNn Evans, Chairman, 
FRANK B. ALVIDREZ, 
WILLIAM B. STEPHENS, 
W. H. CLEMENTs, 
AL. LINDSEY, 
Resolutions Committee. 


Repeat Associates, INC., 
Washington 6, D. C., July 28, 1958. 
Hon. DANTE. A. REED, 
Chairman, Ways and Means Committee, 
House of Representatives, Washington, D. C. 


Sie: This letter is addressed to you in my capacity as president of Repeal 
Associates, Inc., a nationwide membership organization of citizens who are 
interested in furthering proper control of the sale and use of alcoholic beverages, 
and who are opposed to prohibition. 

Although I can speak officially for only those who are members of this organ- 
ization, I feel that a very great many of the millions of citizens who use bever- 
ages containing alcohol, as well as many who do not drink such beverages at 
all, would endorse the representations which I shall make herein. I invite your 
consideration of these points: 
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1. The present excise-tax rates on alcoholic beverages are not normal ones. 
They are wartime levies. Prior to World War II the tax rates were $4 per 
gallon on distilled spirits, and $6 per barrel on beer. 

2. After the entry of the United States into World War II, the tax rates 
were increased to $6 per gallon on distilled spirits, and $7 per barrel on beer; 
these increases effective November 1, 1942. This was the first wartime increase. 

3. On April 1, 1944, the second wartime increase became effective. This 
made the tax rate on distilled spirits $9 per gallon, and on beer $8 per barrel. 
Written into the Revenue Act of 1943 which made these increases was the 
stipulation that the tax increases therein imposed were to come to an end 
6 months after the end of the war. That did not happen. 

4. The latest tax increases might be termed wartime levies also. These 
became effective November 1, 1951, and made the tax on distilled spirits $10.50 
per gallon, and on beer $9 per barrel. 

5. One consequence of the high tax rates existing at present is that there 
has been a very considerable increase in the amount of illicit distilling. Records 
of still seizures by the ATTU and the liquor-control administrations of the 
various States provide ample evidence of this fact. 

6. Citizens and public officials aiike are disturbed by the constantly increasing 
volume of illegal liquor manufacture and sale, as well as by the harmful and 
tragic results of the use of poisonous liquor by many who feel themselves unable 
to afford the higher price of legal liquor. These conditions are painfully rem- 
iniscent of those which maintained during the years of national prohibition, 
and many are coming to feel that now we have prohibition by taxation. 

7. Many of the citizens who worked to bring about the repeal of the national 
prohibition amendment, and who voted for its repeal when the opportunity 
came, did so largely because they were disturbed and distressed by the growth 
of a large lawless and criminal element which was amassing such wealth and 
becoming so deeply entrenched as to constitute a grave danger to our national 
welfare and safety. Corruption became widespread, and contempt for all laws 
followed as a consequence of contempt for the prohibition laws. 

8. These same citizens, as well as many others, see with grave apprehension 
the growing illicit-liquor business throughout our land, stimulated into being 
and fostered into a position of power by the very great profits realizable from 
the illicit-liquor trade. 

9. Citizens who looked to the Congress for relief from the corruption, crime, 
and defiance of law by the murderous criminal organizations which flourished 
all over the country upon the enormous profits made in the bootleg liquor traffic 
during the years the prohibition amendment was in force, and who were an- 
swered by the Congress through referral of the repeal amendment, are now 
looking to the present Congress for relief from conditions existing and threaten- 
ing in consequence of the large profits once again possible because of the high 
taxes imposed upon alcoholic beverages. 

10. Speaking for the citizens who are members of Repeal Associates, and 
voicing a request which I feel assured would be endorsed by countless thou- 
sands of citizens all over the country who are interested in having a legal, con- 
troled alcoholic-beverage industry, it is respectfully requested that your committee 
approve the reduction of the excise-tax rates on beverages containing alcohol to 
the rates which existed prior to the increases which became effective on April 1, 
1944 

When a great majority of the American voters at the polls expressed their 
wishes for repeal of national prohibition, in order to put an end to the great 
volume of illegal traffic in alcoholic beverages carried on by powerfully entrenched 
criminal gangs, and to establish instead legal and orderly control of the liquor 
industry, the responsibility for such control was placed, by the repeal amend- 
ment, directly with the State and local authorities. Any action by the Federal 
Government which increases the difficulties of State and local control, as high 
Federal excise taxes unquestionably do, tends to prevent the fulfillment of 
the wishes of the people as they have indicated those wishes by their votes. 

One other general fact I would call to your attention. That is that every 
penny collected as a tax on alcoholic beverages is paid by the consumers. In 
the past, when increases in these taxes were under consideration, some Mem- 
bers of Congress who favored the proposed increases stated that the tax collec- 
tions would not come from the pockets of the average citizens—the consumers— 
but from the distillers and the brewers. There is not shred of justification 
for such a point of view. 

Sincerely yours, 
Cc. L. Coaprn, President. 
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Van ARKeL & KAISER, 
Washington 6, D. C., August 14, 19538. 
Hon. DANtTet A. REED, 
Chairman, House Ways and Means Committee, 
United States House of Representatives, 
Washington, D.C. 


Dear Sir: On behalf of James C. Petrillo, president of the American Federa- 
tion of Musicians, I wish to express to your committee the federation’s support 
of the pending proposals to reduce the alcoholic-beverage taxes. 

As you know, many members of the federation are employed as musicians in 
nightclubs, hotels, cabarets, and other places of entertainment where alcoholic 
beverages are sold. The impact of the taxes on alcoholic beverages has been 
to increase the prices paid by customers, causing many of them to cease their 
patronage and creating financial distress for the owners of the establishments. 
As a result, musicians have been put out of work and job opportunities for them 
in this area have materially declined. When this situation is added to the gen- 
eral economic difficulties facing musicians today the undesirability of continuing 
these high taxes becomes even more apparent. 

The federation therefore earnestly requests favorable action on the proposals 
to reduce taxes on distilled spirits back to $6 per gallon, with comparable lower 
rates on wine and beer. And in these respects, it wholeheartedly endorses the 
testimony and arguments advanced before your committee on August 11 by 
Mr. George Reilly, of the American Federation of Labor. 

It will be appreciated if you will make this letter a part of the record of the 
hearings before your committee. 

Very truly yours, 


HENRY KAISER. 


(Whereupon, at 10 p. m., the committee was recessed.) 
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WEDNESDAY, AUGUST 12, 1953 


House or REPRESENTATIVES, 
CoMMITTEE ON Ways AND Mezans, 
Washington, D. C. 

The committee met at 7 p. m., pursuant to recess, in the Ways and 
Means Committee room, Hon. Daniel A. Reed (chairman) presiding. 

The Cuamman. The committee will come to order. 

We are dealing with excise-tax rates tonight, and we have the honor 
of having with us for our first witness Mr. Beardsley Ruml, member 
of the board of directors of the Bulova Watch Co. and president of 
the Jewelers Acceptance Corp., New York City. 

Mr. Ruml, we are very pleased to have you here. We will listen 
with great interest to what you have to say. If you desire, Mr. Ruml, 
to have your paper included as part of the record, that will be done 
without objection. 

Mr. Rumw. I would like to have my paper included, and I will also 
have three technical appendixes. 

The CuarrMan. Without objection they will be made a part of the 
record at the conclusion of your remarks. 


STATEMENT OF BEARDSLEY RUML, MEMBER, BOARD OF DIREC- 


TORS, BULOVA WATCH C0.; PRESIDENT, JEWELERS ACCEPTANCE 
CORP. 


Mr. Rumi. Mr. Chairman, my name is Beardsley Ruml. I am a 
member of the board of directors of the Bulova Watch Co. and I am 
president of the Jewelers Acceptance Corp. Accordingly, I have a 
definite interest in Federal excise taxes. 

In addition to this testimony, with your permission I should like to 
file with you three appendixes of a statistical and technical nature 
which support the position which I shall present. 

My remarks are directed toward the entire list of discriminatory, 
selective excise taxes, with the exception of those on alcoholic bev- 
erages, tobacco, and gasoline. I exclude these three categories, not 
because I believe they are now correctly taxed, but because in each 
case there are special controlling situations, and in each case a good 
argument can be made for continuing an excise at a suitable rate. 

As for the rest of the discriminatory excises, they should be repealed 
completely and at the first opportunity. Furthermore, as I shall 
show in this testimony, the repeal of these taxes does not require the 
adoption of a Federal sales tax, nor does it require the increase of anv 
existing taxes, nor the continuance of present rates which have been 
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scheduled for reduction in the various acts in which they were 
increased. m 

In fiscal 1953, the gross amount collected from the taxes to which I 
refer was $4,600 million. The net amount flowing into the Treasury 
was certainly less, how much less is a matter of opinion. In testi- 
mony supported by statistics presented before this committee in Feb- 
ruary 1950, the net return of the selective excises was figured at not 
much more than 50 percent of the gross. But to be conservative, let 
us reduce the gross by only 25 percent to estimate the net receipts, a 
figure which I think few will think too high, and which I am sure 
many will think too low. Taking a shrinkage of 25 percent from 
gross, the net receipts from the selective excises here considered in 
fiscal 1953 in round numbers was $3,400 million. 

Speakers representing the several industries subject to excise taxa- 
tion have shown abundantly the unwisdom, the unfairness and the 
absurdities of the selective excises. They have shown how they bear 
down with discriminatory inequity on consumers, employees, busi- 
nesses, and communities. They have reminded you of why these taxes 
were adopted—that they were measures for wartime control of con- 
sumption and not primarily revenue measures as such, that the occa- 
sion that caused their adoption has long since passed. What is true 
of each of the affected industries is true of them as a whole, and there 
is nothing that I can or need to add to the overwhelming indictment 
of discriminatory, selective excise taxes. Except for the special con- 
sideration of alcoholic beverages, tobacco, and gasoline, they should 
be thrown out of the Federal system of taxation, promptly and 
completely. 

The selective execises can be thrown out and no new taxes need be 
imposed to take their place. The reason is clear and definite. The 
reason is this: The need for tax revenue is overstated in the budget by 

$12 billion annually. And the selective excises to which we “refer 
produc ed in fiscal 1953 net receipts of only $3,400 million. 

The overstatement of $12 billion a year is composed of four princi- 
ps : parts as follows: 

Reductions possibly by efficiency and economy, $2 billion. 
s Capital items, improperly included as expense, $2 billion. 
Investments that could be organized as self-financing authorities, 
$ $4 billion. 

4. Result of going on a consolidated cash budget, $4 billion—for a 
total of $12 billion. 

I shall discuss each of these four items in detail, but briefly. 

First, I have included an item for efficiency and economy to indi- 
cate that I favor efficiency and economy to the maximum extent con- 
sistent with the national interest. I have placed the figure as low as 
$2 billion for two reasons : (a) So that there can be little dispute 
that such a figure can be attained by sensible economy measures, and 
(b) so that if anyone should feel that my estimates under the other 
three headings are a little too high, then a little more can be assigned 
to efficiency and economy. 

Second, capital items improperly included as expense. These items 
are of two kinds: (a) Those disbursements that result in the acquisi- 
tion of revenue aaa ing assets. The most conspicuous of these are 
the FNMA mortgages, of which the Federal Government now holds 
$2.250 million. And there are other similar holdings such as RFC, 
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small business and rural electrification loans. Detail is presented in 
appendix II to this testimony. (b) A different class of assets are 
purchases intended to be resold under appropriate circumstances. 
Disbursements for the stockpiling of strategic materials are of this 
class. ‘To be sure, the expense of storage, deter ioration, and so forth 
are current expense items; but the cost of acquisition is not. Lending 
and spending for the holding of agricultural surpluses should be simi- 
larly considered. 

The total under this second general heading varies greatly from 
year to year, but I feel that few would think that an estimate for 
capital items now improperly included as expense a figure of $2 billion 
is excessive. 

I am well aware that the treating of capital items separately is sub- 
ject to abuse, and I would limit it strictly to the two obvious cate- 
gories of assets which I have just specified. 

Third, investments that could be organized as self-financing 
authorities. Some may not like the term “authorities,” but it has 
been made meaningful and respectable by the conspicuous success of 
self-financing authorities in many States and cities, for example New 
York and Pittsburgh. Detail is provided in appendix III to this 
testimony. 

Two general classes of authorities may be distinguished, those that 
derive their income from charges of one kind or another from the 
public using the facilities; and the other, those that might receive cur- 
rently by lease or by contract from the appropriate department of the 
Federal or local government the revenues necessary to cover costs of 
operation and annual financial charges for interest and amortization. 
Real estate purchases, construction of Government buildings, and 
investment in atomic energy plants for the production of plutonium 
could be included in the latter class of authorities. The Defense De- 
partment buys oil on a contract basis; why shouldn’t it buy plutonium ? 

Few would dispute the businesslike principle that revenue-produc- 
ing assets should be capitalized, and that the benefits realized from 
these assets should be paid for as they are consumed. The financing 
of authorities on a self-financing basis will of course necessitate a rate 
structure appropriate to the costs. There is no logic, however, in 
forcing this year’s taxpayer to pay for benefits to go without cost to 
future taxpayers for years to come. 

My estimate for authorities is $4 billion annually. It would take a 
year or two to organize to attain this figure, but having analyzed the 
budget, I believe ‘that a conscientious study of the opportunities for 
reclassification of expense would result in time in a figure even higher 
than the $4 billion suggested. 

The question will occur to many, Where will the money come from 
to pay for the capital items to be excluded from the budget and for 
the investment needs of the various authorities? The answer is that 
the money will come from the same sources as it comes from today, 
that is, as borrowings from commercial banks, savings institutions, 
and the public. The difference would be that the borrowings would 
be associated in general, and in many cases specifically with recog- 
nized capital investments. And to be slightly technical, variations 
in the sources from which the funds are derived could be a powerful 
instrument of fiscal policy. 
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This powerful instrument of fiscal policy requires explicit coordina- 
tion of the financial operations of Federal authorities, and it would 
be well at the same time to bring about informed collaboration among 
the fiscal, monetary, and lending agencies of the Federal Government. 

I believe that under such an instrument of policy it would be possible 
to adhere rigidly to the rule “set taxes to balance the budget at high 
levels of employment”—just because of the great flexibility that would 
then exist in the financing of capital items no longer considered as 
current expense. 

Fourth, the result of going on to a consolidated cash budget would 
reduce by $4 billion the apparent Federal requirements of tax reve- 
nue. This change has been recommended for years by students, or- 
ganizations, and Government agencies—among them the Committee 
for Economic Development, the Council of Economic Advisers, and 
the 1949 Senate Subcommittee on Monetary and Fiscal Policy, headed 
by Senator Douglas. The change has the support of persons in both 
parties. It is unfortunate that the change was not made with the 
beginning of the new fiscal year which has just started; but I see no 
insuperable difficulties about making the changeover at any time, say 
January 1, 1954. 

As is well known, the present so-called Federal budget is nothing 
more than a system of financial recordkeeping, a hodgepodge of cur- 
rent and accrued items, of exclusions and inclusions. All taken to- 
gether, of whatever historical interest or administrative convenience, 
it is only a listing of numbers with no overall financial meaning. It 
is misleading as a guide to apraising the impact of the Federal Gov- 
ernment’s intake and outgo on the private economy and on the sound- 
ness of money. It has no economic significance. The present system 
of financial recordkeeping, the mise alled budget understates by at 
least $4 billion the net receipts which are cles rly shown in the official 

cash consolidated budget. 

The people generally accept the proposition that it is in the national 

interest to balance the budget. The goal of a balanced budget is an 
objective of administration policy. There are two reasons that sup- 
ort convincingly a balanced budget policy. First, we want to 
valance the budget in order to protect the value of the dollar, and 
second, to make sure that we have a firm test of discipline that will 
keep us from spending beyond our means. 

These are understandable and good reasons for wanting to achieve 
a balanced budget. And the fact that these are good reasons, and 
the fact that the public earnestly wants the security of a balanced 
budget, makes it imperative to have the word “budget” and the word 
“balance” make sense. Certainly no one wants to balance a tradi- 
tional system of financial recordkeeping. Certainly no budget that 
is a hodgepodge of capital and current items can be balanced except 
by adding up columns of figures to see whether the totals are the same. 

We need a budget reform program. A budget reform program will 
be constructed on shifting sands and will signify nothing. We need 
a budget reform program that will replace our present system of finan- 
cial recordkeeping with a consolidated cash budget, and that will 
separate items that are clearly capital items from all the items that 
should be treated as expense, and financed by taxation. Then we 
shall know what the “budget” is and what “balance” means, and our 
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aspiration for a “balanced budget” will be supported by clarity and 
purpose. 

What are the obstacles to this budget reform program? I have 
been able to think of only three, although there may be more. 

The first criticism is that if the budget reform program is adopted, 
showing that tax requirements are presently overstated by $12 billion, 
the pressure for cutting expenditures will be eased, and Congress will 
become irresponsible in the making of appropriations. T his criticism 

seems to me superficial. Even if the tax burden is reduced by $12 
billion, taxes will still be dangerously heavy, and every sound measure 
of expenditure reduction will still be required to get the burden of 
taxes down. Furthermore, Conyress will not be deceived forever by 
faulty accounting. It is like a father who wants his son to drive the 
automobile only 45 miles an hour, and dopes up the speedometer so 
that it reads 6 miles when it is only going 45. This father would 
spe nd his time better in persuading the son that speeding is dangerous. 
‘The son will soon learn that the doped-up speedometer can be safely 
ignored. 

Another type of reservation comes from those who find the present 
accounting system convenient to their desires to keep taxes high, or 
to impose new forms of taxation. The desire to keep taxes high 
springs from a false base of tax requirements. As for those who want 
new forms of taxation, their arguments are just as sound with budget 
reform as they are under our present system of financial recordkeep- 
ing. But I must confess that even though their arguments will be 
just as sound, the urgency to act on them will be far less. 

Finally, there is the understandable hesitation on the part of the 
Government to solve our Federal financial problem merely by chang- 
ing the rules. It will require real courage in the administration to 
recommend these long overdue changes in the statement of the Federal] 
budget. Not only will the inertia of tradition have to be overcome, 
but there will be an inevitable amount of cynical comment that the 
administration is attempting to balance the budget by definition. On 
the other hand, the first step toward a firm solution of our fiscal policy 
questions requires that these reforms in our budget be made. 

Unfortunately, or perhaps fortunately, the administration will be 
embarrassed either way. If it does not put through the budget re- 
form program only because it will be embarrassed, it is sure to be 
embarrassed because it lacked the courage to do the right thing lest 
in doing so it would be embarrassed. Since embarrassment is prob- 
ably unavoidable in either case, it might be better suffered in the cause 
of wisdom rather than in the cause of tradition. 

I purposely have not introduced tables and charts into this testi- 
mony. And of course there will be much discussion as to whether 
any particular asset should be classified as a capital item or set up as 
an authority. The logic of budget reform is more important than 
detail. My studies of ‘the budget convince me that your experts will 
find that on this logic, the present system of financial recordkeeping 
overstates tax requirements by $12 billion annually—perhaps a little 
more, perhaps a little less. 

In any case, this budget reform program will make it possible to 
eliminate the unfair and foolish discriminatory excise taxes and to 
eliminate them promptly, without imposing new taxes to take their 

37746—58—pt. 445 











ISDS GENERAL REVENUE REVISION 


place. With budget reform it is apparent that other taxes can also 
be fadsienl: and all this within the framework of a balanced Federal 
budget, and a sound Federal fiscal policy. 

The CHAIRMAN. Does eH conclude your statement ? 

Mr. Rumu. That does, 

The Cuarrman. We ¢ tend thank you for your appearance here. 
I just want toe aye in ee your benefit and for that of the audience that, 
of course, we are carrying on these hearings beyond the expiration of 
Congress to try and complete this work and get all of this information 
before us for the experts to work upon while we are away. I assure 

‘ach person who testifies here their oral testimony and the documents 
from which they read will be embodied in the record, and that such 
rec ord will be examined carefully by the experts and later by many of 
us. 

We thank you very much for your appearance. Are there any 
questions ¢ Mr. Eberharter will inquire. 

Mr. Esernarrer. Mr. Ruml, I appreciate your appearance here to- 
night. Do business firms use the system you are advocating here for 

1e Federal Government ? 

Mr. Rum. Sir, Ll would say they use this system almost exclusively. 
The practice in business is to treat capital items as capital items and 
expense items as expense items. They have a balance sheet and they 
have a profit-and-loss statement. I was talking with the president of 
a utility company the other day and he said, “I wish the Federal 
Government would balance the budget.” And I said, “Do you balance 
your budget ie And he said, “Of cour eC. otherwise how could we pay 
dividends ¢” 

So I said, “Do you mean to tell me that the cash you spend i is equal 
to the cash you receive?” And he said, “No, cert: ainly not. Wearea 
ovrowlhng com any. 

I said, “This is a crowing country.” He said, “I never thought of 
that.” 

This is the businesslike aproach to the handling of capital items, 
expense items, and, of course, as far as going under the cash budget is 
concerned, it has beén so obvious that the present budget is misleading 
for many years that that is quite a separate and clear question in my 
Opinion. 

Mr. Esernuiarrer. That brings up this question to me: Of course, the 
Government has invested billions of dollars in projects which, in m: ny 
instances, are claimed to be self-liquidating. I am speaking of those 
such as power dams, TVA, the irrigation projects, and all of those. 

Many of the advocates of these programs say they are self-liqii- 
ae: ea we come to the question of whether or not they are 

apital investments. I agree with your thesis but the problem would 
arise as to > what is capital investment. That would have to be judged. 
I take it, on whether or not a project is self-liquidating and whether 
or not it will pay back to the Government in the long run, maybe 15, 
20, or 30 years, what has been invested by the Government in it. Is 
that correct ? 

Mr. Rumu. That is correct, and there are some very good examples. 
One good example is the Federal land banks which now have sai 


completely removed from the Government because of the fact that they 
paid back the money that the Government put into them. Another 
good example, of course, is the Export-Import Bank, in which the 





ee 
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Government has a billion dollars invested and now has a surplus of 
$290 million. I think it very import: int indeed that rigid controls be 
established so that the rates charged in fact do produce the interest and 
amortization, because the system is subject to abuse. 

You can play giveaway with authorities if you don’t have a rate 
structure that is defensible. But the experience ce rtainly in New 
York, and this new experience in Pittsburgh, and I have given you a 
lot of detail on Pittsburgh, shows that this gives an opportunity for 
Government and private cooperation that does not exist within the 
framework of the Federal budget as it presently exists. 

Mr. Esernarrer. J understand your thesis very well. Of course, 
then we come to the question of whether or not the Government is 
stepping in too much on these self-li quida ting projects, and by doing 
that stifling private enterprise. That is a question of policy, too. 

Mr. Rumu. May I answer that ! 

Mr. Esernarrer. Certainly; that is the reason I mentioned it. 

Mr. Rumi. I am proposing that nothing more be done than is pres- 
ently being done, but only that it be reclassified. I agree with you 
completely, that each separate project must be considered from the 
point of view, does it he ‘Ip or does it hinder? It is evidently clear that 
when in Pittsburgh they set up a parking authority to make it possible 
for the Aluminum Co. and the Steel Co. to build their office buildings, 
they are not interfering with private enterprise, they are helping it. 
It is that kind of cooperation that I think you would envision. 

There are some things that can only be done by a local State or 
Federal authority, and when properly done and properly financed, 
they aid the private economy r: ather than compete with it. 

Ener arrer. There are many projects, Mr. Ruml, that cannot 
be undertaken by private capital or private enterprise, and yet in the 
long run they are good for the economy of the country. It is a ques- 
tion of deciding which is which. Is that not right 

Mr. Rumn. Yes. And in some eases, sir, the risks in the beginning 
ure so great that the cost of financing waits be prohibitive. I will 
give you a good example. That is the New Jersey St: ate Turnpike, 
which was a great gamble. But I will bet if the State of New Jerse "y 
wanted to sell it as a private stock company today they could make a 
handsome profit on it. But the risk was too great for the original 
investor. 

Mr. Esernarter. If I may continue, that is the same as the research 
programs in rubber, the power dams, and in many of these projects 
that were too much of a gamble or, if they were not too much of a 

gamble, they required too much capital for private industry to under- 
a Is that correct. 

Mr. Rumi. That is correct. May I give another illustration from 
New York State that I think is very instructive. The Tri-Borough 
Bridge Authority, which was extremely successful and doing very 
well on moderate toll charges, they were doing so well that it became 
possible for them to take the risk of building the tunnel to B rooklyn, 
which they thought would not pay. They could, however, take the 
risk in view of the fact the rest of their operations were so profitable. 
Well, it so turned out that the tunnel to Brooklyn was also successful. 
But as a separate commercial enterprise it never would have been 
built. 
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Mr. Enrruarter. I do not want to pursue this too long, Mr. Ruml, 
but the first thing you know you and I will be accused of being 
socialistic. 

If I say the Government has to step in to do things that private 
enterprise cannot do, I am going to be accused of being a socialist 
and perhaps you are, too. 

Mr. Rut. If we are, then the leadership in Pittsburgh will also 
be accused of being socialistic, and that is good company to be in, as 
far as I am concerned. 

Mr. Evernarter. Thank you. 


The Cratrman. We thank you very much for your appearance and 
the help you have given to us. 


(Appendixes to Mr. Ruml’s statement follows:) 
APPENDIX I 


A. EXTRACT FROM “TAX AND EXPENDITURE POLICY FOR 1953”? 


The cash budget 


While there is general acceptance of the principle that the budget should be 
balanced under conditions of hich employment, there is little understanding of 
what the budget means when this is said There are a number of ways of 
defining the Federal financial statement that we call the budget, depending, for 
example, on which agencies, or accounts, if any, are excluded, whether the 
accounts are kept on a cash, accrual or mixed basis, whether any distinction is 
made between capital transactions and current transactions, and so on. ‘The 
relation between receipts and expenditures in these different budgets wi!l differ. 
The policy implications of saying that the budget should be balanced depend 
upon which budget is meant. 

There are now 2 Federal budgets in fairly common use—the administrative 
budget and the cash budget. The chief differences between them are these: 

1. The cash budget includes the transactions of all Government accounts, 
including trust accounts and special deposit accounts excluded from the admin- 
istrative budget. 

2. The cash budget includes only cash transactions, and excludes transactions 
in debt. For example, the United States issued s)ecial notes to the International 
Monetary Fund as payment of the United States contribution to the fund's capital. 
In the administrative budget this was considered an expenditure when the notes 
were issued; in the cash budget this was considered an expenditure when the 
notes were cashed. 

3. The cash budget is consolidated. Payments by one Government account to 
another are excluded. This consolidation does not affect the size of the surplus 
or deficit in any year. 

CED’s main reason for using the cash budget is that it gives a better indication 
of the inflationary or deflationary effects of Federal finances. It is now common 
to say that a deficit is inflationary because when there is a deficit the Government 
is putting more money into the private income stream by its expenditures than 
it is taking out by its taxes. Such statements are more accurate when they 
refer to the cash budget. If the administrative budget has a deficit and the cash 
budget has a surplus, as happened in fiscal 1952, for example, the Government 
as a whole is not paying out more than it takes in. 

There has been some confusion about possible implications of the use of the 
cash budget for the surplus in the social security trust accounts. At present 
these trust accounts take in more from payroll taxes than they pay out in 
benefits. This surplus is invested in United States Government securities on 
which the accounts receive interest. Nothing in the use of the cash budget 
requires or suggests any change in this system. 


2 Source: Committee for Economic Development, April 1953—a statement on national 
policy by the Research and Policy Committee. 
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B. COMPARISON OF SURPLUS (+) OR DEFICIT (—) IN THE CASH BUDGET AND THE 
ADMINISTRATIVE BUDGET, 1951-53 







Difference 





| 
. . Administra- | 
Fiscal year | Cash budget | ‘tive budget | 
| 





Source: United States Treasury Department. 







AppPeNnprix II 







A. CAPITAL ITEMS IN THE FEDERAL BUDGET 


1. The Federal budget for 1954 included $26.6 billion for “Additions to Federal 
assets.” The amounts involved, says the budget message, are additions to the type 
of assets, which) under private accounting practice, would normally appear on a 
balance sheet. A large part of the $26.6 billion represents military item—planes, 
tanks, bases, and the like, and stockpiling. If the military items except stock- 
piling are removed from the total, the following figures remain for 1954: 













Millions 
IN cs tein cise tmamncmenieindeDieaan faite ch iil aN alia Hae ata ealets $1, 192 
PRI Wort, Cael Ae Cr ii cece tne cenit eens meeninciantn 3, 146 
Major commodity inventories, net change--...-.._.....-~--._..--..-.. 492 
BS Mai aa asrer ecstatic lale ide asst coenk iadenccehaaepemndtnasighenaglioa cht apanameiniamiabeias 104 
RE CREE PN a ciiccacenencntenncsiccinnesentitananesntninindeietrntitiinntan es tadhanty eaphiyteasuteiianineed 716 
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Stockpiling has been left in the figures because the items involved are useful 
for nonmilitary operations as well, and represent true economic assets. 

2. This $6,527 million is the amount involved when talking about (a) capital 
items in the budget improperly classified as expense and ()) investments that 
could be organized as self-financing “authorities.” The figure can be broken down 
into finer detail as follows: 








Capital items included in the Federal budget for 1954 
(excluding military items except stockpiling) 


[In millions of dollars] 











(a) Amounts to be spent for loans: 














1. FNMA purchases of mortgages__.__.-_-----.---.~.- $396 
%.. Other Beneind; 000., JOR icici ens mccinccetiennnnsens 148 
B. Dehomae: POOR tICW eR siiiisiieit ccaitiniwenecnmasnn 175 
4: A REIROE ID ia i. ma ciidicectiitbatnddiiitbannitts 371 
6. ixpegt-leapeut amkt 1eQGGs Jccisnscsandacatinnmsunene 93 
DCRR RIE. casieietscticthinccsite cininnitncsticsmrsitintninemenailaiitiiiads 9 














7 Gee Demi inst art debi atin ttn intintnndtiaainnbiotbn 
(6) Amounts to be spent for public works: 
1. Atomic energy—acquisition of sites, construction of 
buildings, and equipping plants, ete__._--_-__-_----__ $2, 396 
2. Water resources and related developments—building of 
irrigation, conservation, and flood-control works, dams, 
and hydroelectric facilities, steam-electric powerplants, 
power-transmission facilities, and the improvement of 
navigational facilities by the Corps of Engineers, 
Reclamation Bureau, TVA, Bonneville Power Admin- 
piensa ii Eis ahi itn: babciatinl wit insted 1, 069 
8. Other public works, including veterans’ hospitals, 
defense housing, merchant ships, ete.__._..----_-~.---- 

















3, 966 








4; Titi, ie OM) cs ct ccc cisetin dinate 
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Capital items included in the Federal budget for 1954 (excluding 
military items except stockpiling )—Continued 









c) Amounts te ent for inventories 
1. Stockpiling of strategic and critical materials___- ie 
2. Commodity Credit Corporation, etc a as alannah 494 
3. Other 2 


$877 


. il 5 canekadaeanniamans aa 


4. Subtotal, inventories 


(d Grand total : 6, 527 


3. The foregoing analysis doe not go beyond the figures published in the 


Federal Budget The magnitudes shown make it clear, however, that a large 
amount is involved for 1954 alone. Figures for recent previous years were 
of comparable size 


B. TH ESTABLISHMENT OF AUTHORITIES BY THE FEDERAL GOVERNMENT 


1, During the past 20 years, State and local governments have been turning 
more and more to the use of self-financing “authorities” to’ construct, own, 
operate, and finance State and local government projects of a self-liquidating 
character. By the use of such authorities, expenditures for a wide variety 
of projects—such as toll roads and bridges, port and airport facilities, public 


housing, ete have been removed from the budgets of the State and local govern- 
ments themselves. The financing of such projects is carried on apart also from 


the regular activities of the governmental unit or units involved. 

2. The self-financing authorities that have been set up by State and local 
governments charge fees, rentals, service charges, etc., for the use of their prop- 
erty The objective of these charges to the users is to provide funds suffici- 
ent to pay for the cost of acquiring and operating properties over a period of 
years without levying a general assessment on the taxpayers in the vicinity 
of the I rojec { 

>. The operation and financing of self-liquidating projects on a pay-as-you- 
go basis by self-financing authorities outside of regular State and local budgets 
s becoming one of the new cornerstones of State and local finance. The estab- 
lishment and use of authorities has permitted State and local governments 
to exclude billions of dollars from their regular budgets since the end of the 
war 

!. The Federal Government, on the other hand, has tried to avoid the exclu- 
sion of items from the budget as a matter of policy in recent years. The trend 
since the middle thirties has been in the direction of bringing one independent 
government corporation after another into the budget. As a result, the Federal 
budget today reflects the consolidated net result of the activities of practically 
all Federal governmental agencies, corporations, and organizations. Each 
dollar paid out for a budgeted purpose is counted as a budget expenditure, 
regardless of its character 

5. With respect to financing, the general rule is that each dollar of Federal 
expenditure in excess of revenue is financed by the Treasury under its general 
borrowing powers. Certain Federal agencies have the borrowing privilege, but 
with minor exceptions they borrow only from the Treasury; and the Treasury, 
in turn, goes to market. 

6. Neither Congress nor the executive branch of the Federal Government has 
reexamined recently, and in detail, the procedure of putting expenditures of 
all types for all purposes in the budget. Nor has the procedure been reevaluated 
in the light of the extension and success of State and local authorities in the 
postwar period, and their general acceptance as a sound method of financing 
capital items by governmental! units 

7. A review of Federal expenditures indicates that there are many items 
which micht be considered as appropriate for handling by authorities outside 
of the budget. Caution has to be exercised, of course, in selecting appropriate 
items. The fact that an expenditure involves a capital outlay, does not mean 
that it can appropriately be handled by an authority. A purely military 
airfield, for example, would not qualify, except under special circumstances. 

8. Opinion will differ as to preciseiy which items can be handled appropriately 
by authorities. The selection can be made from the large volume of Federal 
expenditures for capital purposes, the amount of which the budget sets at 
$6.5 billion for the fiscal vear 1954, as indicated above. The figures for the 
past few years are in the same general order of magnitude. 











GENERAL REVENUE REVISION 2863 


9. Some of the items included in the $6.5 billion figure may not be appropriate 
for handling by an authority, but this could be determined only by a detailed 
study of material available at the Bureau of the Budget. The magnitude of 
$6.5 billion for 1954 is sufficiently large, however, to indicate that the possible 
area of operations for authorities is quite substantial 

10. Question has been raised with respect to the inclusion of expenditures 
for atomic energy plants, sites, and equipment, among the items that might 


be handled outside the budget by an authority. The plants, etc. are for the 
purpose of producing fissionable materials. At the moment the end products 
are produced for military purposes only, but the long-run hope is that they 
will be available for peacetime use. Accordingly, the Government could well 


enter into a contract to buy the fissionable materials from the authority on a 
cost-plus basis within the budget, allowing the authority to finance sites, plants, 
and equipment at the same time outside the budget. 

11. In considering the possibility of authorities to handle a part of Federal 
expenditures at this time, it should be remembered that the Federal Government 
was a pioneer in this field with the Federal Land banks. Established in 1917 to 

al : i] 


ke mortgage loans to farmers, the banks have had 35 years of successf 


operation behind them. The banks were joint Federal-private organizations, 
it is true, but their objective—to provide necessary farm financing through a 
Government agency outside the budget—gives them most of the earmarks of 
authorities as considered in this memorandum 

12. The Federal Government is also closely associated with authorities through 
the operation of the joint Federal-State housing program, under which Federal 
contributions for a period of years are pledged as collateral for bonds issued by 
local public housing authorities. If Federal contributions for housing had been 
handled the same way as Federal purchases of mortgages (through FNMA), 
the Federal deficit reported for the past few years would have been larger by more 
than $2 billion. 

13. The effect of removing appropriate capital items from the budget will be 
to change their method of financing. Instead of being financed 90 percent or 
thereabout by taxes currently levied on the population, they wil! be financed 90 
percent or thereabout by borrowing. The money borrowed will be repaid over 
a period of time by fees and other revenues (or taxes in the case of atomic energy 
products acquired by the Government). The capital items will be paid for as 
they are used—a charge against the particular members of the population en 
joying their use—this year, or next year, or a decade hence. 

14. Removing appropriate capital items from the budget and financing them 
through authorities does not necessarily affect the gross amount spent by the 
Government. Creation of authorities, in other words, does not mean that more 
vill be spent on capital items. Congress can maintain the same spending con- 
trol over a Government authority as it does over a Government agency, bureau, 
or department. 





APPENDrx IIT 


AUTHORITIES ESTABLISHED AND OPERATING IN CITY OF PITTSBURGH, COUNTY OF 
ALLEGHENY AND COMMONWEALTH OF PENNSYLVANIA 


A, CITY OF PITTSBURGH AUTHORITIES 


1. Pittsburgh Housing Authority 

Created by act of legislature (1937). 

Empowered to clear slums and to construct and operate low-rent housing 
facilities. 

Value of present holdings, $25 million. 


2. Public Parking Authority of the City of Pittsburgh 

Created by act of legislature (1947). 

Authorized and empowered to construct, own, operate, and lease public park- 
ing facilities. 

Outstanding bond issue, $6 million. 

Presently 2 multilevel, above-ground parking facilities in operation, 2 parking 
lots in operation, 1 multilevel, below-ground facility in process of construction 
(Mellon Park covering block between new U. S. Steel-Mellon and Alcoa build 


ings). 
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$. Urban Redevelopment Authority of Pittsburgh 

Created by act of the legislature (1945). 

Authorized and empowered to elminate and redevelop blighted areas. 

Volume of transactions accomplished to date, $12 million. 

Principal acomplishments to date: Gateway Center, Jones & Laughlin Steel 
Corp. south side land assembly, and Jones & Laughlin Hazelwood district 
assembly. 


4. Water Authority of the City of Pittsburgh 

Created by act of legislature (1945). 

Authorized and empowered to acquire, construct, and operate waterworks and 
systems for the city of Pittsburgh. 

Transaction involving acquisition for $40,000,000 of the city’s water system 
held up because of increase in interest rates. Financing of this magnitude 
temporarily considered economically unwise. Authority presently operating 
in an advisory capacity. 


B. JOINT CITY AND ALLEGHENY COUNTY AUTHORITIES 


5. Allegheny County Sanitary Authority 


Created by act of the legislature (1945). 

Created and empowered for abatement of stream pollution. 

Authorized to acquire, construct, maintain, and operate sewage systems and 
treatment work. 

Estimated cost of program, $70,000,000. Program still in planning stage. 

6. Public Auditorium Authority 

Created by act of the legislature (1953). 

Authorized and empowered to acquire, construct, maintain, and operate facil- 
ities for public events, sports, civic light opera, and the like. 

‘lan for Pittsburgh and Allegheny County contemplates construction of a 
combined sports arena, civic light opera, and auditorium facility with retractable 
roof for open-air use in the summertime and closed for winter sports and 
includes parking facilities and highway connections. 

Roughly estimated cost, $8,000,000. 


Cc. ALLEGHENY COUNTY AUTHORITIES 


7. Housing Authority of Allegeheny County 
Powers similar to those stated for the city of Pittsburgh. 
Capitalization, $18,000,000. 

8. Urban Redevelopment Authority of the County of Allegheny 


Powers similar to those of the Urban Redevelopment Authority of the City 
of Pittsburgh. 
Program still in the planning stage. 


D. COMMONWEALTH OF PENNSYLVANIA AUTHORITIES 


9. General State Authority 

Created and empowered to acquire, construct, operate, lease and maintain 
public buildings; for example, hospitals, institutions for mental treatment, and 
the like. 

Bonded indebtedness, $186,000,000 ; debt limit, $235,000,000, unless raised during 


the 1953 session. 
10. State Public School Building Authority 


Authorized and empowered to acquire, construct, and lease to individual 
school districts school buildings and facilities. 
Bonded debt, $70,000,000. 


11. State Highway and Bridge Authority 


Authorized and empowered to construct and operate highways and bridges on 
a toll basis. 
Outstanding debt, $75,000,000 ; debt limit, $80,000,000. 
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12. Pennsylvania Turnpike Commission 


Authorized and empowered to construct, maintain, and operate the turnpike, 
a cross-State toll road from New Jersey to Ohio with proposed extensions north- 
ward to Scranton and Erie. 

Outstanding bonds, $263,765,000, 


13. State Tunnel Authority 


Created by act of the legislature (1953). 

Authorized and empowered to construct, maintain, and operate tunnels on a 
toll basis. 

Duquesne Heights Tunnel in Pittsburgh area now in planning stage (part of 
Penn-Lincoln Parkway West, which is a nonaccess highway to take traffic off 
Pittsburgh streets). 

(Nore.—No effort has been made to list nymerous county, township, school 
district, and other authorities created during the past 10 years for less extensive 
purposes but of equal local importance and with comparable effect upon municipal 
debt. ) 

Generally, these authorities have power to issue bonds on self-liquidating 
projects. 

Generally, since the bonds of these authorities must be marketed through 
conventional investment banking channels, the authority membership will in- 
clude persons of business as well as political experience. 


(The following letters were subsequently submitted for inclusion in 

the record :) 
UNITED STATES SENATE, 
COMMITTEE ON FINANCE, 
September 19, 1958. 
Hon. DANIEL A. REEp, 
Chairman, Committee on Ways and Means, 
House of Representatives, Washington, D. C. 

DEAR DAN: I regret my absence from Washington, after Congress adjourned, 
when the Ways and Means Committee held hearings preliminary to next year’s 
consideration of general tax revisions. Since returning I have read accounts of 
the hearings and the August 11 testimony of Mr. Beardsley Rum! in particular. 
The Ruml testimony should be refuted if the record is to be adequate and, if 
this letter is not too late, its inclusion at an appropriate place in the record would 
be appreciated. 

Mr. Rum! identified himself to the committee as a watch-company director, 
and as president of the Jewelers’ Acceptance Corporation, and said he was a 
witness with a “definite interest in Federal excise taxes.” Speaking to the “entire 
list of discriminatory, selective excise taxes,” he advised the committee that all 
of them “should be repealed immediately,” except those on gasoline, tobacco, and 
alcoholic beverages. 

And, according to him, this could be done without adoption of a Federal sales 
tax, increasing any existing taxes, or continuing present rates in other categories 
now scheduled for reduction or repeal, “because the need for tax revenue is over- 
stated in the budget by $12 billion annually.” 

He broke down this alleged $12 billion “overstatement” as follows: 

(1) $2 billion in expenditure reductions possible through efficiency and 
economy; 

(2) $2 billion in so-called capital items “improperly included as expenses,” 
such as housing mortgages, business and electrification loans, strategic 
materials stockpile disbursements, and loans and expenditures for holding 
agricultural surpluses; 

(3) $4 billion in “investments that could be organized as self-financing 
authorities,” such as Federal real-estate purchases, Government-building 
construction, and investment in atomic energy plants; and 

(4) $4 billion in so-called “consolidated cash budget” receipts which in the 
Federal budget are not counted as tax revenue. (Examples, such as old-age 
insurance premiums, were studiously omitted.) 

Mr. Ruml then criticized the present form of the Federal budget, telling the 
committee it is “nothing more than a system of financial record keeping, a hodge- 
podge of current and accrued items. of inclusions and exclusions.” He expressed 
the opinion that “it is misleading as a guide to appraising the impact of the 
Federal Government’s intake and outgo on the private economy and on the 
soundness of money,” and he said it has no “economic significance.” 
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He agreed that the Federal budget “should be balanced to protect the value 
of the dollar * * * and keep us from spending beyond our means”; but, he 
continued: “No budget that is such a hodgepodge of capital and current items 
can be balanced except by adding columns of figures to see whether the totals are 
the same.” 

Mr. Ruml listed three “obstacles” to changing the Federal budget in accordance 
witb his proposals : 

(1) He said it was contended that his plan would ease “the pressure for 
cutting budget expenditures.” 

(2) The budget in its present form is “convenient” to the desires of those 
who want to keep taxes high; and 

(3) “There is the understandable hesitation on the part of the Government 
to solve our Federal financial problem merely by changing the rules.” 

Mr. Rumi was careful to tell the committee that the “logic” of his budget-reform 
proposal was “more important than the detail.” 

I am for reduction in Federal expenditures, debt, and taxes, and I am for con- 
structive budgetary reform to bring about more disclosure of the purposes for 
which the Federal Government is spending and taxing. 

The Rum! proposal would result in no expenditure reduction. It probably 
would result in increased expenditures. The only way it could justify even 
partial and temporary tax reduction would be by increasing the debt and destroy- 
ing the actuarial validity of savings by millions of people against their old age, 
for which the Federal Government is trustee. It would remove from public view 
and congressional review many of the more colossal Federal programs and 
projects, costing billions of dollars annually, which just now are being increasingly 
disclosed in the Federal budget. 

Under examination the Ruml proposal falls apart as follows: 

(1) It is a special interest plea with emphasis on only a part of one 
category of Federal taxes, rather than on consideration of general tax 
revisions to which the American people are entitled 

(2) To justify this limited special interest objective the proposal would 
distort the Federal budget on both the expenditure and revenue sides: 

(a) On the expenditure side it would create the illusion of reduction 
by financing, outside the regular budget, huge nondefense programs 
through borrowing, increasing the debt, and increasing interest costs; 
and 

(6) On the revenue side it would create the illusion of increased 
general revenue by using, in lieu of general tax income, special funds be- 
longing to specific groups for specific purposes for which, under the law, 
the United States Government acts as trustee. 

I appreciate Mr. Ruml’s patriotic contributions of the past. But in this instance 
his proposal amounts to an attempt to justify special interest tax repeal by 
budgetary legerdemain—eoncealing in debt annual expenditures the Government 
must meet, and revealing as general revenue special fund premiums deposited 
with the Government in trust. 

He says the excise taxes in which he is interested could be repealed without 
increasing taxes elsewhere and without precluding scheduled tax reductions in 
other categories. But he appears agreeable to continuing excise taxes on some 
items in which others may have special interests similar to his own. And 
further, to accomplish his objective, he would invoke a combination of threadbare 
budgetary subterfuges which were originated as ideas by New Dealers over 
the past 20 years, but cast aside, even by them, as too phoney or too misleading 
for serious consideration. 

As presented, the whole proposal is contingent upon the erroneous contention 
that the Federal budget is overstated by $12 billion, $8 billion on the expendi- 
ture side and $4 billion on the revenue side. 

On the expenditure side, the first $2 billion of this alleged overstatement is 
said to be in inefficiency and uneconomical administration which could be elimi- 
nated as part of a basis for tax reduction. This is true. But the Rum! pro- 
posal would make reduction of this proportion even more difficult, because it 
would transfer out of the budget, beyond reach of practical reduction, huge non- 
defense programs in which lie great possibilities for savings in nonessentials. 

The other $6 billion of alleged overstatement on the expenditure side is said 
to be in so-called “capital” and “investment” items which the Rum] proposal 
would take out of the budget and finance by borrowing an increasing the debt. 
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So-called “capital” items estimated at $2 billion annually, according to the Ruml 
proposal, include “expenditure for revenue-producing assets,” such as housing 
mortgages, business and power loans, and other assets to be sold under certain 
circumstances such as stockpiled strategic materials, agricultural surpluses 
held as collateral for Federal lending and spending, ete. 

So-called “investment” items are set apart in the Rum] proposal from “capi- 
tal” items, and estimated at $4 billion annually. They are defined as Federal 
expenditures for investment in projects which derive income from charges as- 
sessed upon the using public, and expenditures for Federal acquisition of real 
estate, building construction, and investment in atomic energy plants, ete. 

To contend that such Government expenditures may be capitalized and amor- 
tized outside the Federal budge. as in business, requires a whole series of fal- 
lacious assumptions. One would have to assume that— 

Government is in business to make a profit on its services to citizens; 

Debt contracted by a Government agency is not the debt of the Federal 
Government and a burden on all taxpayers: 

Critical strategic materials are stockpiled for long-term investment, or 
econmic impact, such as price control, instead of for military defense in the 
case of war when they would be completely expendable with no financial 
return. 

The agricultural surplus program is primarily a long-range investment 
deal, instead of a prop for annual farm income to be used only when needed 
on a year-by-year basis; : 

In multipurpose projects, such as huge river-basin developments, the 
cost of features benefiting only localities and individuals could be accurate- 
ly and equitably segregated from the cost of features supposedly contributing 
to the general welfare, so the former could be paid by the immediate users, 
and the latter could be financed from general taxation revenue collected 
countrywide ; 

Annual interest, rental, and amortization costs, ete., for all existing Federal 
real property everywhere, are less than the cost of new acquisiion and con- 
struction ; 

Atomic energy plants are either in, or should be in, commercial pro- 
duction, ete 

The alleged $4 billion overstatement on the revenue side is largely the differ- 
ence between revenue calculations in the current budget with net trust fund 
receipts omitted, and the revenue calculations of the so-called “consolidated cash 
budget” with the net trust-fund receipts included. 

As presented to the committee, the Ruml proposal studiously omits the expla- 
nation that this difference means use as current general revenue the excess 
of premiums over payments in the old-age insurance, unemployment insurance, 
veterans’ insurance, Federal retirement insurance, and railroad retirement in- 
surance trust funds. 

To use or budget these funds, or any part of them, as if they were revenue 
from general taxation, would violate a trust. The Federal Government, under 
the law, is no more than fiscal agent and trustee for them, with responsibility for 
guarding their actuarial validity. 

If, actuarially, the trust-fund premiums are too high, the premiums should 
be reduced; not taxes for general revenue, including excise taxes. ‘The effect 
of using any part of these premiums in lieu of general taxation revenue would 
be to impose upon participants in these programs additional taxes not equally 
applicable to all. 

For use by the Federal Government, the characteristics of the so-called ‘con 
solidated cash budget” make it evil, dishonest, and deceitful. The evil lies in 
the answer to the question of what happens to payments to individuals who have 
contributed to trust-fund programs when the funds have been used for general 
purposes and the cupboard is bare. In its practice, the Government’s use of 
funds which did not belong to it would be essentially dishonest. Its objective— 
to meet annual expenses by increasing the Federal debt with increased interest 
costs, without calling it deficit financing—is a deceitful camouflage of revenue 
requirements either now or later. 

As one who yields to none in the desire to reduce expenditures, taxes, and 
debt, I submit that in the present situation, with peacetime spending programs 
at or near their peak, with the highest tax rates of all time, and with Federal 
debt virtually at its legal limit, it is time to reduce all three. 
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To do this in a manner to preserve the integrity of the Government, the solvency 
of the Nation, and the value of our money, you reduce expenditures. It cannot 
be accomplished by fiscal illusion fabricated from fallacy, subterfuge, and ex- 
ploitation of the sovereicnty of the United States Government. 

I agree with Mr. Rum! when he says “there is understandable hesitation on 
the part of the Government to solve our Federal financial problem merely by 
changing the rules.” I am certain that the President, the Secretary of the 
Treasury, the Director of the Budget, members of the Ways and Means and 
Finance Committees, Members of Congress generally, and the public at large 
join me in wishing the Federal budget could be balanced simply by changing the 
rules, or shifting methods of bookkeeping. That is the essence of the Ruml 
proposal, and the effect would be to hide huge annual expenditures in a debt 
budget. That, in the Federal Government, would be paradise for political 
spenders. 

At first blush the proposal is appealing to businessmen who are familiar with 
private enterprise operations for profits. But, on second thought, they will 
quickly realize that there are fundamental differences between the Federal 
Government and business which preclude application of capital and consoli- 
dated cash budget devices to the Federal budget. There are even differences 
between budgetary requirements of the Federal Government and State Govern- 
ments. 

How would Mr. Rum] charge allowances for depreciation and obsolescence of 
fixed assets to the cost of current operations in view of the variety, age, and 
peculiar nature of so-called assets owned by the Federal Government? 

How would he charge interest and amortization incident to the Federal debt 
to the cost of current operations in view of its size, age, duration, and other 
peculiarities? 

In view of our long history, if these charges are going to be added to current 
costs, it is conceivable that the Rum]! plan would increase current operations 
costs, even after vast expenditure programs are shifted out of the regular budget 
into a debt budget. 

Businessmen know that generally their budgets are on an accrual basis if they 
are large, and a cash basis if they are small. Mr. Rum! complains about hodge- 
podge in the current budget, but that is precisely what he proposes. Part of 
his proposal is on an accrual basis, and part of it is on a cash basis. 

The Government of the United States involves the greatest fiscal operation 
in the history of the world. In its simplest form the Federal budget necessarily 
is vast and complex, and those who try to make a textbook on economics out of 
it, as Mr. Ruml’s testimony suggests, would merely add to budget confusion. Ac- 
tually, its primary purpose is to add up annual expenditure estimates on one side 
and annual revenue on the other. 

The budget in its present form is doing this now better than ever before. It is 
showing inclusions and exclusions more than ever before. This is good, Mr. 
Rum! to the contrary, because in the process it discloses the purposes for which 
we are spending and taxing. I think the budget would be improved by more of 
this; not less as Mr. Rum! proposes. 

The capital investment items, for which Mr. Rum] proposes a new deal, are 
now shown for what they are costing, or yielding. If annual expenditures exceed 
revenue from them, the net effect is shown, and vice versa. How such expendi- 
tures from tax revenue would be disclosed in the Rum] budget apparently 
comes under his heading or “detail,” which is less important than the “logic,” 
because his statement is silent on the subject. 

It has taken years to develop the current budget to the degree of disclosure it 
now presents for viewing by the American people, for review by Congress, as a 
basis for intelligent action by the President, and as an indication of intent for 
the courts. 

The Rum! proposal would set back budgetary disclosure 20 years, to a point 
where Government corporations were springing up overnight, as a sort of 
fourth branch of Government, conducting so-called business-type operations by 
the exploitation of Federal credit completely outside of budgetary, appropriation, 
accounting or any other fiscal control. 

With its facilities for hiding Government encroachment on free enterprise the 
Rum! proposal would be an open invitation to creeping socialism, but as justifica- 
tion for tax reduction, or as an improvement in Federal budgetary procedure 
it would be a hoax. 

Very sincerely yours, 


Harry F. Byrp. 
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Fow ter, Leva, Hawes & SYMINGTON, 
Washington, D. C., August 19, 1958. 
BEARDSLEY RUML, Esq., 
New York, N. Y. 

Dear Mr. RuML: The purpose of this letter is to present an idea which your 
statement before the House Ways and Means Committee last Wednesday, with 
its proposal of a budget reform program has stimulated. 1 don’t know whether 
you counted on this particular idea or not. Anyway, it is the kind of an idea 
that you might anticipate from a lawyer who is reacting to a challenging proposal 
for budget reform. 

The idea is simply this: there ought to be a Jaw. Or, in more elegant and 
technical parlance, a further refinement of the law is needed to give definitive 
content to the word “budget” and provide order and rationality to the budgetary 
process. The most desirable course would be a Presidential message pointing out 
the lack of substantive standards in the present provisions of the Budget and 
Accounting Act (31 U. S. C. A., see. 2, 11, and 24) and requesting the Congress 
to enact rules and policies governing the form and content of the budget with 
reference to capital items, investments and the “cash” or the “administrative” 
budget, followed by the normal legislative process, 

Any result of this lawmaking exercise would be a great advance over the 
present “hodgepodge” and would constitute a desirable budget reform, whether 
the law, as enacted, embraced Beardsley Ruml’s ideas, or merely some of them, or 
an entirely different set of ideas. 

If the word “budget” and the budgetary process are to become meaningful 
elements in nationals fiscal policy and affairs, they should be be defined as a 
matter of law. I have no doubt that others in other professions and fields of 
interest will have entirely different reactions. But to me, the desirability of 
submitting the word “budget” and the budgetary function to the lawmaking 
process is compelling. In your own words, it is “imperative to have the word 
‘budget’ and the word ‘balance’ make sense,” for a government dedicated to a 
balanced budget as an objective of policy and faced with a tax overhaul and 
adjustment program of major consequences. 

There are several points to be noted: 


(1) The lack of adequate substantive standards for the preparation of the 
budget under the present Budget and Accounting Procedure Act of 1950 


The notion of submitting the budget and the bugetary process to a rule of 
law through the enactment of pertinent legislation is not a novel one in the 
field of Federal fiscal policy. Notable legislative landmarks were the enactment 
of the Budget and Accounting Act of 1921, the Reorganization Plan No. 1, 
effective July 1939, the Budget and Accounting Procedures Act of 1950 following 
in part the recommendations of the Commission on the Organization of the 
Executive Branch of the Government (the Hoover Commission). 

The Commission’s report on budgeting and accounting, submitted February 
15, 1949, contained the following comments in its introduction: 

“The President’s budget, as submitted to the Congress annually, does not 
indicate accurately what the costs of each activity will be over the coming 
year; * * * The time has come when the budgeting and accounting system of 
the Federal Government must be modernized. Unless this is done, the Congress, 
the executive branch, and the public will be unable intelligently to judge the 
wisdom of the proposed expenditures and the effectiveness of past expenditures.” 

Yet, as the concluding report of the Commission (the Hoover Commission) 
noted : 

“As a matter of principle, the Commission has not been concerned with matters 
of substantive policy.” 

Accordingly, the substantive standards and policies of developing the national 
budget do not seem to have been explored by the Commission or treated in the 
Budget and Accounting Procedures Act of 1950 by which Congress undertook to 
implement the recommendations of the Commission. 

The term “budget” is defined in section 2 of title 31 as meaning “The budget 
required by section 11 of this title to be transmitted to Congress.” One can read 
section 11 and get no glimmer of the will of Congress as to the form of Executive 
treatment of the ideas proposed in your statement concerning capital items, in- 
vestments, or the use of a cash or accrual basis, or any other substantive ideas 
about proper and adequate budgetary processing. There has been a great deal 
of laudable concern with the procedures of budgeting; these were treated at some 
length in the previous Hoover Commission report and in the Budget and Account- 
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ing Procedures Act of 1950. But the substantive policies and standards of 
budget—making, as distinct from the procedural, have not yet been made a matter 
ot law or legislative policy so as to give definiteness, content and logic to Federal 
fiscal operations. 


(2) The importance of the term “budget” as a concept and tool of governmental 
policy 

The state of the Union message of outgoing President Truman and incoming 
President Eisenhower illustrate the extent to which the content of the word 
“budget” and the objective of “balancing the budget” have become a key part of 
Government policy considerations, President Truman stated in his message on 
January 7: 

“Beginning in July 1946, when war and reconversion financing had ended, we 
have held quite closely to the sound standard that in times of high employment 
and high national income the Federal budget should be balanced and the debt 
reduced.” 

President Eisenhower in his state of the Union message emphasized the 
immediate task of charting a fiscal and economic policy that can “reduce the 
planned deficits and then balance the budget.” 

As long as this word “budget” is lacking in definitive content in law and 
there are no accepted substantive standards for the treatment of the various 
types of fiscal operations that the Government is engaged in annually, the full 
value of these concepts as tools of Government economic and fiscal policy cannot 
be realized. 


(3) Desirable changes in budgeting and budgetmaking policy may be inhibited 
or, if adopted, lead to abuses, unless the standards for the national budget 
are fired by law 

Modifications in the method of budgeting such as you have proposed are not 
likely to get a full and fair hearing unless they can be measured against national 
standards for the Federal budget determined as a matter of law. The pull 
of tradition and the natural abhorrence of changing rules in the middle of the 
game serve as powerful deterrents to fashioning changes, however desirable, 
in the budgeting process. 

There is something innately sound in the reluctance of Federal executive 
officials to adopt specific budget reform ideas such as yours, even though they 
may agree that the ideas have merit. They recognize that if the methods of 
preparing and presenting the budget are changed by mere executive fiat the 
process of preparing a budget that will balance may be open to the risk of 
becoming largely a mathematical exercise coupled with inventive rationalization. 

Under these circumstances, the development and maintenance of national 
economic fiscal policies that embody the concepts of stability and soundness 
could never be attained. 

Accordingly, the lack of legislative substantive standards for the term “budget” 
serves as a deterrent to justifiable changes and an invitation to abuses and 
distortions in national fiscal operations. 


(4) The development of substantive standards for the budgetary process is a 
joint concern of the legislative and executive departments 

While the preparation of the budget is and should be an executive respon- 
sibility, both the substance and procedures involve national policies in which 
the legislature should have a voice. In the final analysis, one of the primary 
purposes for the development of a budget by the Executive is to provide a guide 
and basis for the exercise of the congressional power over the purse through 
the appropriation and taxing authority of Congress. Smooth teamwork between 
these two branches of the Federal Government depend upon a common under- 
standing of the term “budget” and a common acceptance of the substantive 
standards to be used in its preparation. 

This being so, it is appropriate that the question of substantive standards for 
the budget become the subject of an Executive massage which will set the legis- 
lative process in motion. 

The preparation of a Presidential message, the conduct of hearings by the 
appropriate committee of Congress, and the subsequent action by the Congress 
would provide an opportunity for the crystallization of public policy on pro- 
posals such as yours and others relating to the budget. Perhaps, of equal im- 
portance, this process would pave the way toward a development of certainty 
and flexibility, both needed in this area of public affairs, and only possible 
through the rule of law. 
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In conclusion, it seems to me that the voicing of your own particular ideas 
of budget reform as a corrollary of the overhauling of the tax system has pointed 
the way toward another equally desirable ob, etcive—the reduction of the Federal 
budgeting process to a governance of law, rather than leaving it to the whimsey 
of a few men or, as far as the average citizen is concerned, the deep mystery of 
inexplicable columns of figures. 

Sincerely, 
HENRY H. FOWLER. 

The CuatrmMan. The next witness is Mr. George S. Jones, Jr., and 
Mr. Rudy Berg, on behalf of Air-Conditioning and Refrigeration 
Institute. 

We are glad to see you gentlemen here. Will you give your names 
and the capacities in which you appear. 


STATEMENTS OF GEORGE S. JONES, JR., AND RUDY BERG, ON 
BEHALF OF AIR-CONDITIONING AND REFRIGERATION INSTI- 
TUTE 


Mr. Jones. Mr. Chairman and gentlemen of the committee, my name 
is George S. Jones, Jr. Iam managing director of the Air-Condition- 
ing and Refrigeration Institute. There are some 160 members of 
our organization. Practically all manufacturers in our industry are 
included in this membership. Among them are those older and 
larger companies whose names have always been associated with the 
increasing Importance of air-conditioning and mechanical refrigera- 
tion in this country. But by far the larger number are properly 
identified as smaller manufacturers. We appreciate this opportunity 
to bring to your attention certain comments on the excise tax as it 
applies to our industry. 

These comments are the result of studies made by our excise-tax 
committee, several members of which are here tonight. The chair- 
man of that committee will present our opinions and recommenda- 
tions. 

May I present that chairman, Mr. Rudy Berg, of Copeland Re- 
frigeration Corp., Sidney, Ohio. 

Mr. Bera. My name is Rudy Berg. I am chairman of the excise- 
tax committee of Air-Conditioning and Refrigeration Institute. Our 
most pressing problems center in section 3405 (b) of the Internal 
Revenue Code, which imposes a manufacturers’ excise tax of 10 
percent on certain component parts of household-type refrigerators 
and freezers. The complete refrigerators and freezers are taxed 
under section 3405 (a). 

We are of course citizens as well as manufacturers, and fully ap- 
preciate the magnitude of your talk in arriving at the most pro- 
ductive and equitable sources of revenue. It does seem to us, how- 
ever, illogical to single out for application of a consumption tax, 
which taxes are of course passed on to the purchaser, a product which 
has contributed so much to the health standards of our Nation. In 
this connection may we point out that Canada, which has had exten- 
sive experience with commodity taxes, has for some time recognized 
that special consideration should be given to refrigerators, stoves, 
and washing machines. In September 1950, in response to the Korean 
situation, Canada imposed special excises at the rate of 15 percent on 
most household appliances, but not including refrigerators, stoves, 
and washing mancklaae In 1951 these taxes were ‘Increased to 25 
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percent, and tax at the rate of 15 percent was placed on the 3 items 
mentioned, but in 1952 the latter tax was entirely removed. 

We hope that the Congress will find it unnecessary to continue a 
special tax on refrigeration, which cannot, we submit, today be classed 
asa luxury. If you find it impossible to remove this tax at this time 
then our specific suggestion is as follows: 

We recommend elimination of the tax imposed by section 3405 (b) 
on designated component parts of household refrigerators and freez- 
ers. We make this recommendation because this tax is not only 
inequitable but also because its collection involves an uneconomical 
expenditure of time, effort, and money by the Government and by the 
taxpayer. As you are aware, component parts of a manufactured 
product are normally taxed as part of the end product when it is sold; 
and the bulk of the parts we are talking about here are sold tax-free 
under exemption certificates, by the parts manufacturers to the manu- 
facturers of refrigerators and freezers. In the Revenue Act of 1951 
this exemption was extended to sales to wholesalers or jobbers for 
resale to manufacturers. Also, if a refrigerator or freezer part fails 
within the period of the applicable warranty, and is replaced by the 
parts manufacturer, no tax applies. Further, all sales of parts to the 
State or Territorial governments, including the District of Columbia, 
or for export are exempt. The scope of the tax is accordingly so 
limited as to result in relatively little revenue; but the problems in- 
volved in its collection are many and complex. 

We believe that experience is now adequate to show that this tax 
cannot be administered without a heavily disproportionate amount 
of time, effort, and expense on the part of both the Treasury and the 
industry. In the first place, as I have said, the tax does not apply to 
sales of parts to another “manufacturer” or to a wholesaler for resale 
toa “manufacturer.” Under certain circumstances it becomes neces- 
sary for a manufacturer or other supplier of refrigeration equipment 
to assume responsibility for the exempt status of a purchaser who 
purports to be a “manufacturer” and accordingly claims to be en- 
titled to purchase tax-free. In view of the inevitable breadth of 
definition of a “manufacturer” [see regulation 46, sec. 316.4], it is 
frequently difficult to tell when the purchaser of a component is en- 
titled to this exemption. 

For example, at what point does a serviceman, who is installing 
refrigeration equipment, become a manufacturer by reason of “com- 
bining or assembling two or more articles,” or otherwise? The in- 
dustry is constantly faced with this and similar problems growing 
out of the necessary exemption of sales to another manufacturer. In 
addition, an immense amount of paperwork is involved in administer- 
ing the exemption certificates involved under this and other types of 
tax-free sales. 

In the second place, the tax applies to certain specifically named 
component parts which are “suitable for use as parts of or with house- 
hold-type refrigerators or quick-freeze units of the kind described in 
subsection (a). This limitation is necessitated by the fact that. only 
household-type refrigerators or freezers are taxed under subsection 
(a) of section 5405. As the Internal Revenue Service will testify, 
the term “suitable for use” has resulted in a long series of rulings on 
particular types of equipment, and on lines of individual manufac- 
turers; and it will, of course, continue to do so if the tax is continued. 
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For example, on August 24 there were 14 such rulings issued by the 
Treasury. 1 will delete some portions of this in deference to your 
time. All told, it seems no exaggeration to estimate that the tax on 
component parts has resulted in ‘far more administrative cost to the 
Internal Revenue Service and the industry than the revenue which has 
resulted. We respectfully urge that you consult in —_ regard the 
officials of the Service who deal with these problems day by day. 

In addition, an even more serious defect in this tax is in the com- 
petitive inequities which it causes. One manufacturer may consider 
that his produet is not “suitable for use” in household-type refriger- 
ators, and collect no tax on it; while another manufacturer may con- 
clude otherwise with respect to a similar and competing product 
There have been, and now are, many such situations resulting in 
serious discrimination. 

For example, one inequity—this time between industries—would 
be eliminated by ceasing the present double taxation of used parts 
traded in for rebuilt parts. This can be accomplished by adding at 
the end of section 3405 (b) the following: 

In determining the sale price of a rebuilt refrigerator component there shall 
be excluded from the price in accordance with regulations prescribed by the 
Secretary, the value of a like component accepted in exchange. 

Under existing law, if a used part is repaired and returned to its 
owner there is no excise tax because there is no sale. Frequently, 
however, for efficiency and in order to save the customer the time the 
part would be out-of-use during its transit time and repair, an iden- 
tical rebuilt part is immediately exchanged for the old part, plus cash 
covering the difference in value. In that case the tax is applied, not 
only to the cash payment, which is correct, but also to the value of 
the old part traded-in. This is plainly wrong, we submit, for several 
reasons. In the first place, a direct repair job is not taxed. Why 
should the tax be imposed on what is essentially a more efficient 
method of accomplishing the same result? Secondly, the tax has al 
ready been paid on the original sale of the old part, except of course 
on exempt sales, and to include its present value in the tax base is 
obviously double taxation: indeed there may be triple, et cetera, tax- 
ation involved if the part in question is later resold. 

The possible loss of revenue would, accordingly to the best estimates 
we have been able to obtain from the industry be well under $100,000 
annually. We feel strongly that the combined cost, to the Internal 
Revenue Service and the industry, of collecting this part of the tax, 
is in excess of this amount. 

Similar problems for the automotive industry were met in the 
Revenue i of 1951, section 481 (d), amending section 3403 (c) 
of the code, by providing that in determining the sale price of a re- 
built automotive part there shall be excluded the value of a like part 
accepted in exchange. This provision was first recommended by the 
st aff of the Joint Committee on Internal Revenue in connection with 
the Revenue Act of 1950. We know of no reason why the same relief 
should not be accorded to the refrigeration industry. 

Gentlemen, I could give you, if you had the time, many other in- 
stances of the inequities of this tax. ; 

We submit that so long as we must endure the inequity of selective 
excise tax, the logical point to tax parts of end-produets is all at one 
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time in the sale of the end-product. We think it is clear that the at- 
tempt also to tax such parts separately, results in serious inequities 
and costs more than it is worth. We therefore ask that you recom- 
mend repeal of section 3405 (b). 

The Cuamman. We thank you, gentlemen, for your appearance 
and your fine presentation of the subject. It will be very helpful 
to the committee. 

Mr. Bere. Thank you, sir. 

Mr. Jones. Thank you, Mr. Chairman. 

The Cuamrman. The next witness is Mr. John E. Furlong, presi- 
dent, National Piano Manufacturing Association of America, Inc. 
We are very glad to have you with us this evening. Will you give 
your names to the reporter. 


STATEMENTS OF JOHN E. FURLONG, PRESIDENT, AND H. R. 
RINEHEART, SECRETARY, NATIONAL PIANO MANUFACTURING 
ASSOCIATION OF AMERICA, INC. 


Mr. Furtonc. My name is John E. Furlong. This is Mr. H. R. 
Rineheart. I am vice president of Winter & Co., piano manufacturers, 
and president of the National Piano Manufacturers Association of 
America. Mr. Rineheart is secretary of our association. 

The National Piano Manufacturers Association of America is a 
group composed of 23 piano manufacturers who produce approxi- 
mately 8714 percent of the pianos made in the United States, plus 
the principal suppliers to the pi ino trade. 

I appear before you to request that the present 10 percent excise tax 
be removed from pianos. This request is made for the following 
reasons: 

1. Pianos are sold primarily for educational purposes and the tax 
s, therefore, a tax on education. 

2. Owning and learning to play the piano is not a luxury but a 
part of the American way of life. 

. The reasons for the original imposition of this tax no longer 
= st. 

The piano industry is a small industry which has never fully 
recovered from the effects of the depression followi ing World War a 

The essentiality of musical education has long been recognized by 
American educators. Such training is now required in public and 
parochial schools, and is provided on a much larger scale through 
practice and private instruction in the home. 

In this the piano is the basic musical instrument. 

The American Music Conference, a nonprofit organization for the 
advancement of music and music education, is chiefly responsible for 
the significant and rapid development of keyboard experience which 
is generally taught with a paper piano keyboard such as I have in my 
hand and one of which I should like to give to each of you gentlemen 
if I may. 

The Cuairnman. We will be very glad to look them over. 

Mr. Furtone. These are used in thousands of elementary schools 
in the United States to instruct students by class method the basic 
fundamentals of music. The greatest living authority on the subject 
is Dr. John C. Kendall, vice president of the American Music Confer- 
ence, formerly president of the Music Educators National Conference 
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and formerly director of music education for the Denver Public 
Schools. We quote from Dr. Kendall’s report to the National Piano 
Manufacturers Association on June 9, 1953: 


Basically all music education is founded upon the knowledge that can be 
gained from the study of the keyboard. In the keyboard-experience program, the 
emphasis is no longer based upon developing piano soloists although we know 
that as a result of this basic training many children will find it desirable to 
earry on with their piano experience. In this program the entire class of chil- 
dren are given keyboard lessons as a part of the music-education program, the 
keyboard work being offered in lieu of the regular vocal class, 1 or 2 days a 
week. In these classes every child is given an opportunity to actually play the 
piano sometime during the day and play upon silent keyboards during the rest 
of the lesson. This plan has proven popular with teachers, supervisors, and gen- 
eral administrators. 

In addition, here is a practice piano keyboard which is very similar 
to a real piano keyboard and which is made by the same company 
which manufactures keyboards actually used in pianos. 

The Cuarrman. Can you play that ? 

Mr. Furtone. No, sir. But it is, in effect, the keys that go into a 
piano, other than the interior mechanism of a piano, 

Under present law, such keyboards are not subject to the excise tax 
and rightly so, because they are a tool of education. When such a 
keyboard is built into a piano and used for the same purpose—educa- 
tion—it is subject to the tax if that piano is used in the home. 

That our Government recognizes the fundamental need for pianos 
in education is indicated by a letter attached as exhibit I, addressed 
on May 21, 1952, by T. L. Roswell, Associate Director, Division of 
Civilian Education Requirements, Federal Security Agency, to Harry 
J. Holbrook, Director, Consumer Durable Goods Division, National 
Production Authority. 

This letter, I might interject, has to do with copper. But the theory 
and thinking behind it applies. 

(The letter referred to follows:) 


ExuHisit I 
MAy 21, 1952. 
Mr. Harry J. HOLprook, 
Director, Consumer Durable Goods Division, 
National Production Authority, 
Washington 25, D.C. 

DeaR Mr. Horsrook: It has been brought to the attention of the Office of 
Education that the manufacturers of pianos are experiencing difficulty because 
they are being scheduled a considerably smaller percentage of copper than steel 
in proportion to their base-period consumption. 

Since there is no satisfactory substitute for copper in manufacturing certain 
strings used in the piano, this policy has the effect of reducing production to 
the lower percentage allowed under the copper allocation and is having an 
undesirable effect upon the educational program of the Nation. Therefore, it is 
deemed desirable that careful consideration be given to modifying the policy 
under which allotments of copper are made to the manufacturers of pianos. 
It appears that a percentage of copper equal to that of steel, in proportion to the 
base period of consumption, is essential. 

Recent surveys have established the fact that more than 85 percent of all 
pianos are used for educational purposes. In this country the prevailing prac- 
tice has been for the student of piano to start his training in the home through 
the medium of a private instructor. Each year more emphasis is placed on 
group instruction in the schools. It is also necessary for the student to have a 
practice instrument in his home if he is to make satisfactory progress in the 
field of music. 

The piano is recognized as the basic instrument for all instruction in music. 
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There are more than 50,000 musie educators in the United States. More than 
one-half of these educators are members of the Music Educators National Con- 
ference, Department of Music of the National Education Association. This 
organization has wholeheartedly endorsed the proposal as outlined above. The 
Office of Education, in turn, offers its endorsement and requests your favoralte 
consideration of an adequate allocation of copper for the manufacturers of 
pianos. 

We appreciate the cooperation you and other officials of the National Produc- 
tion Authority and the Defense Production Administration have always exten:led 
the Office of Education in matters of vital interest to the schools of the Nation. 
Sincerely yours, 











T. L. Roswett, 
Associate Director, Division of Civilian Education Requirements, 
Federal Security Agency. 





Mr. Furvone. Further evidence is afforded by a survey as shown in 
exhibit IT attached hereto, completed by Dr. Albert Haring, of Indi- 
ana University, who is consultant to the American Music Conference, 
for the National Association of Music Merchants which established 


that 82 percent of all pianos sold are purchased for educational 
purposes. 


(Exhibit IT follows:) 














Exntstt II 


Percent of 
total piano 
Piano buyers who receive excise-tax exemption under present law: sales 
Schools 


Piano buyers not entitled to excise-tax exemption under present law } 
whose use of the — is ew educational in nature: 














Students scien iia eine cece tilled lial ha aaini 5 
Character-bui lding a a me he a 2 
Private teachers Soiled cto escaeat cole mciknen nee cpa ieen ae callerid aanieneemadakie aie 5 
Bought for home instruction peti sesame hid lap’ dcescisedhdnlal otha acploman aaa aa 60 

72 

Piano buyers for which there may be an element of doubt as to 100 percent 
education use: 

Professional use_ tos aig cea haaaitsbintatnicths lenis tts lites tilaanteaaeii 3 
Clubs and lodges- a ee ee 1 
We TTI ai iaisk by ci ah cil nantes a Dc ciiiacin vicars tithe i 
SAORSCS COOMERUCATIONRL BUTODUEE ) anne cte cent wekeganenditenntine 8 
I oI acs igs oesegnpinenin manila othsiedisaiinakinsaasiaaieen tata adeanioinbiadioniiecort 3 
Se SO er seen sesh naiaedibineand habia Abdindaddaaanies 2 





Mr. Furtone. In recognition of their educational value, Congress in 

1948 removed the tax on all pianos sold to religious and nonprofit 

educational institutions (H. R. 6808). This accounts for only 10 
ate nt of the pianos sold. 

Unfortunately, pianos purchased for education outside the school- 
room or as shown by Table II, approximately 72 percent of the total, 
are still subject to tax. 

This we respectfully suggest is inequitable. We find it difficult 
to understand why the piano the student practices on at school is 
exempt from tax but the one he uses at home for the same purpose is 
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subject to tax. They are utilized for a common objective and we 
believe there should be no distinction. 

It is well established that children should begin their piano lessons 
while they are young, preferably about 9 or 10 years of age. If educa- 
tion is not then started, it is seldom that a child ever learns to play the 
piano. 

That parents wish to give their children such education in the home 
was revealed by a survey for the National Piano Manufacturers 
Association of America, Inc., by Foote, Cone & Belding, national 
advertising and research agency. The details of this survey are 

shown in exhibit III. 


(Exhibit LIT follows :) 
Exner IIT 


Analysis of piano ownership and interest by socioeconomic classification 


Interested 


Socioeconomic classification Owners ; 
In owning 


Upper 

Upper mid ile 
Mi idle 

Lower middle... 
Lower 


Total 


Mr. Furtone. In its report, Foote, Cone & Belding showed this 
conclusion : 

Middle and upper-class families constitute the most promising market seg- 
ment particularly in the $3,000 to $5,000 bracket. As far as the desire to own 
a piano is concerned, the greatest number of prospects earn under $3,000 a year. 
The amount these people are willing to pay for a piano, however, generally 
excludes them from the potential market. 

These parents of young children in the middle and upper-class- 
income brackets have many demands on the family pocketbook. Re- 
moval of the excise tax and consequent lower prices would enable many 
of them to buy pianos to give their children the musical education 
which will make the child a better citizen and an asset to his country. 

Teaching in the home should be encouraged because it adds greatly 
toa pleasant home environment. In addition, learning to play the 
piano may help to minimize juvenile delinquency—a worry to parents 
and a thorn in the side of the police and the courts. 

Juvenile delinquency is mainly attributed to the lack of an outlet 
for young people’s excess energy. The wholesome, constructive ac- 
tivity afforded by piano playing i in the home or in character building 
agencies provides a needed outlet. It is worth noting that the Music 
School Settlement of New York’s East Side reported on its 25th anni- 
versary that not one of 30,000 children it had given musical training 
ever came before a juvenile court on a delinquency y charge. 

Piano playing affords children a means for self- expression, con- 
genial companionship and a healthy wholesome atmosphere in which 
to live. on every means at our command should be utilized to 
make piano lessons available to them and removal of the tax would 
be a step in that direction. 

The present 10 percent manufacturers’ excise tax on pianos was 
first imposed under an amendment to section 3404 of the Internal 
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Revenue Code provided for in the Revenue Act of 1941. At that time 
no hearings were held as to the educational value of pianos and no 
opportunity given for the presentation of the facts. It is realized 
that Congress was acting under pressure in emergency conditions. 
The tax was part of a program enacted to produce tremendously in- 
creased revenue and divert critical materials had substantially im- 
proved and the National Produc tion Authority began to allot 
increasing amounts of these materials for civilian use and within re- 
cent months revoked all but a few of its regulations applicable to them. 

It is commonly expected that with the cease-fire order in Korea, de- 
fense production will gradually be cut back. Industry will be ex- 
pected to take up the resulting slack in employment. However, it 
will not be possible for industry to do this unless it is freed from the 
impediment caused by taxes and can maintain a high volume of sales 
with the widest possib le distribution. This situation is called to the 
committee’s attention as an additional reason why we believe our 
request for the removal of taxes on pianos should be given favorable 
consideration. 

The piano is not a luxury. The data presented in exhibits II and 
III demonstrates that the American people long ago discarded the 
thought it is a luxury to teach their children to play the piano. Music 
is recognized as a definite part of our way of life and cultural back- 
ground. Music knows no barrier because of race, creed, or color. 
Music is an international language. Freedom of opportunity for 
cultural growth and development of which we are so justly proud 
should not be retarded. Cultural progress and advancement are 
predicated on education and since the tax on pianos is a tax on edu- 
cation, we believe it should be removed. 

We, of course, cannot accurately estimate the effect that the excise 
tax has had in restricting the purchase of pianos but the following 
facts appear extremely significant. In spite of the steady and sub- 
stantial increase in sales of new pianos following the war and since 
the imposition of the excise tax have declined from the 1941 total of 
159,824 to a 7-year average from 1946 to 1952 of 144,910. This of 
course is a reverse of the substantial increase in industrial production 
since the war and is in reverse of expectations which should have de- 
veloped in a natural and expanding market for the piano, the Bureau 
of the Census reporting 40,442,000 families in the United States at 
April 30, 1952, as compared with 37,280,000 families in 1948. 

Thus while other industries have benefited and expanded, as a re- 
sult of our great national prosperity, the piano industry has not been 
able to hold its own. 

This has left its mark upon our industry. Companies whose names 
were well known three decades ago were forced to liquidate. Employ- 
ment opportunities have been proportionately affected. We do not 
argue that elimination of the excise tax will correct this situation, but 
it will tend to alleviate this condition. 

For the above reasons we respectfully ask the committee to give 
favorable consideration to our request that the 10 percent manufac- 
turers’ excise tax on pianos be removed. 

The Cramman. We certainly thank each of you for appearing here 
and presenting this argument in favor of the removal of tax on pianos. 
We also thank you for this demonstration you have given here, all of 
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which is very helpful to us in revising the code. 
questions? 

Evidently there are no questions. Thank you gentlemen very much. 

I am going to ask unanimous consent for certain statements to be 
placed in the record in lieu of appearance of these men: 

Mr. Chester M. Edlemann. treasurer of the H. L. Green Co.: Mr. 
John W. Griffin, executive secretary, Record Industry Association of 
America, Inc. 

(The statements listed above follow :) 


Are there any 


STATEMENT OF CHESTER M. EDELMANN 


My name is Chester M. Edelmann. I am treasurer of the H. L. Green Co, 
Inc., operators of 223 limited price variety stores, of which 82 are operated by 
a wholly owned subsidiary, Metropolitan Stores Ltd., in the Dominion of Canada, 
and 141 are operated in 31 States in the United States. 

I have requested the opportunity to appear before your committee on our own 
behalf and on behalf of two other limited price variety store operators, S. fH. 
Kress & Co., and McCrory Stores Corp., to urge the replacement of the present 
selective Federal manufacturers’ and retailers’ excise taxes, except on alcoholic 
beverages and tobacco, by a uniform excise tax at the manufacturers’ level, to 
be levied on all end products excluding food and processed food products. We 
urge consideration of a uniform excise tax at the manufacturers’ level as a 
permanent part of the Federal tax structure and not as a temporary measure 
to be dropped if the need for revenue declines. 

In urging this action we are not unmindful of the fact that some retail trade 
organizations are opposed to the adoption of any form of tax on consumption 
aS a permanent part of the Federal tax structure. These organizations, while 
opposing consumption taxes in any form, take the position that should it become 
necessary to raise additional revenue during periods of emergency a tax at the 
retail level should be adopted in preference to an excise tax at the manufac- 
turer’s level. 

It has been obvious to us that the present system of excise taxes on selected 
items is highly discriminatory and unfair to manufacturers and to the public. 
Under the present system certain industries are severely handicapped in com- 
petition with other industries because of the selected excise taxes now being 
applied at the manufacturers’ level and at the retail level. 

A second and perhaps more compelling reason for the adoption of a uniform 
excise tax at the manufacturers’ level is the need in the Federal tax structure 
for a broad-based consumption tax to provide greater stability in Federal rev- 
enues and to lessen the dependence on personal and corporate income taxation. 
A uniform excise tax at the manufacturers’ level would also provide the base 
for additional revenue in times of emergency. 

It is our belief that if the economy of the country is to be maintained and 
expanded on a sound economic basis, substantial reductions must be made as 
soon as possible in the present excessive and repressive personal and corporate 
income tax rates. This can be done only by maintaining and, if possible, increas- 
ing revenues from other sources, such as excise taxes. 

From the standpoint of efficiency in collection and of administration and cost, 
a uniform tax at the manufacturers’ level is definitely superior to a sales tax 
at the retail level for the reason that there are from 250,000 to 300,000 manu- 
facturers in this country as compared with approximately 3 million retailers. 
The proper administration of a tax at the retail level would require a nationwide 
staff of trained investigators, auditors and attorneys and even then could only 
be administered in part due to the fact that it would be impossible for a large 
number of small retailers who do not keep adequate records to properly account 
for the taxes collected. Enforcement of a tax at the retail level would inevitably 
be limited, principally, to the companies which have the facilities for maintain- 
ing the detailed records necessary to account for sales taxes collected. 

Experience with sales and excise taxes at the retail level has been far from 
satisfactory from the standpoint of the retailer because of the heavy burden of 
expense involved in collecting and accounting for such taxes. In addition, con- 
siderable time has been wasted and expense incurred as a result of arbitrary 
assessments made from time to time by taxing authorities because of the difficulty 
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experienced in reconciling taxes collected with taxable sales. This has been 
particularly true in the low priced merchandise field because of the numerous 
sales transactions involving amounts under the minimum at which the tax is 
The adoption of a Federal retail sales tax would not only add consider- 


applied 
abls to operating costs but in stores of our type would greatly impair service at 
the point of sale. 

A uniform tax at the manufacturers’ level would in no way interfere or conflict 
with the collection and administration of sales taxes by the 33 States, including 
the District of Columbia, and over 200 cities and counties that use his form of 
taxation. On the other hand, the adoption of a sales tax at the retail level would 
be strongly resisted by both States and municipalities as an invasion of one of the 
few remaining areas of taxation available to State and local governments and 
furthermore, would be directly contrary to the administration’s desire to reserve 
certain sources of revenue for the exclusive use of the States, without interference 
from the Federal Government. This, we might add, is a most commendable 
objective and should receive wide support. 

A Federal sales tax at the retail level would result in insurmountable diffi- 
culties and hardships for retail merchants in the lower priced merchandise 
fields because of the lack of uniformity in the sales tax collection brackets used 
in the States and cities and counties where sales taxes are in effect. 

The cost of collecting and accounting for a Federal tax at the retail level 
would be out of proportion to the amount of the tax collected in stores, such as 
our own, where the sale is consummated at the cash register and the clerk making 
the sale is required not only to mentally add the total sales price of the articles 
purchased but would be required to compute and add the Federal sales tax and 
the State and local sales tax where applicable. Upon completion of each sale 
it would be necessary to either segregate or in some way record the amount of 
State, local, and Iederal sales taxes collected. 

In arriving at our recommendations we have taken into consideration that a 
uniform tax at the manufacturers’ level has certain disadvantages to the retailer. 
Such a tax would increase the funds required to finance inventory and would 
added to insurance costs, personal property taxes, and similar charges. Operat- 
ing expense would also be increased to the extent that selling commissions, 
rentals based on a percentage of sales, etc., are increased by including the tax in 
the selling price. 

We recognize that a uniform tax at the manufacturers’ level exposes the 
retailer to partial loss of the tax in the event of markdowns in selling prices 
unless suitable relief provisions are provided by legislation. 

We have also considered the possibility of pyramiding of the tax by the appli- 
cation of the retailer’s regular markup to cost price including tax, and we have 
come to the conclusion that there would be very little danger of pyramiding under 
present conditions due to the keen competition in all branches of the retail 
business. Any retailer who would be so unwise as to provide for more than the 
actual cost of financing the tax would be underseld by more aggressive competi- 
tion and his pricing policies quickly brought into line. Studies made of the 
manufacturers’ excise tax in effect in the Dominion of Canada for the past 33 
years indicate that pyramiding of the tax has not been a problem. 

The manufacturers’ tax in Canada has been maintained at various rates, from 
6 percent in 1924 to 10 percent since 1951, depending upon the need for revenue, 
and, is in line with their general program to gradually eliminate the selective 
excise taxes now being applied at the retail level. The predecessor turnover tax 
was in effect from May 1920 to December 31, 1923, at rates varying from 1 percent 
to 2% percent. 

The Canadian general sales tax, after 33 years, has become a permanent part 
of the Canadian tax structure. Because of the ease of collection and the stability 
of the source of revenue it is accepted by government and business as a highly 
desirable form of taxation. My company has had considerable experience with 
the Canadian tax at the manufacturers’ level because of its operations in Canada 
and with sales taxes at the retail level in Canada and the United States for more 
than 20 years, and we are firmly of the opinion that from the retailer’s standpoint 
the tax at the manufacturers’ level is far less costly and far more productive than 
sales taxes at the retail level. 

We have talked to a number of Canadian retailers and businessmen and, with- 
out exception, they have stated that in their opinion a tax at the manufacturers’ 
level is more reliable and productive than a tax at the retail level and has the 
additional advantage of being much less costly to administer and collect both 
as to retailer and the Government. 
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STATEMENT OF JOHN W. GrirFIN ON PHONOGRAPH RecOrp Excise Tax 


Mr. Chairman and gentlemen of the committee, my name is John W. Griffin. I 
am executive secretary of the Record Industry Association of America, Inc. I am 
speaking on behalf of our members, who account for approximately 85 percent of 
the dollar volume in the field of phonograph record manufacture. 


THE MANUFACTURE OF PHONOGRAPH RECORDS IS A SMALL BUSINESS 


In contrast to all manufacturing industries, we are an exceedingly small busi- 
ness—at the manufacturing level our annual gross for 1952 was but $75,000,000. 

The livelihood of our industry depends upon a single product—phonograph 
records. 

There are 20 industries classified by the Treasury Department subject to the 
manufacturers’ excise tax. We are the third smallest and in contrast to these 
industries our industry, dollarwise, occupies an insignificant position. The 
quantum of revenue collected from our business is almost negligible. On the 
basis of receipts from July 1, 1952, to March 31, 1953, the latest figures available, 
our industry paid about $5,350,000, less than one-quarter of 1 percent of all 
manufacturers’ excises. 

I might also point out that for the period, July 1, 1952 to March 31, 1953, while 
there was an overall increase in receipts of manufacturers’ excises over those for 
the same period ending March 31, 1952, approximating 25 percent, receipts of 
phonograph record excises for the same period declined approximately 10 percent. 


PHONOGRAPH RECORDS ARE A SOURCE OF EDUCATION AND CULTURE AS WELL AS 
ENTERTAIN MENT 


Educational media have in general always been exempt from tax. It appears 
that excise levies have not been imposed on books, sheet music, paintings, and 
other arts. It is certainly inconsistent with this wise policy of exempting culture 
and education from tax to retain a tax upon educational, religious, and cultural 
records. 

Today, practical applications of the recording art are being used in increasing 
degree by forward-looking educators. Recordings are invaluable assets in teach- 
ing the blind and are indispensable in teaching music appreciation. 

Although the fact is not generally known, a very large number, in fact millions, 
of religious recordings are purchased by the American people. 

In recent years records for children have comprised a substantial output of 
the industry. It has been estimated that the excise tax represents approximately 
12 percent of the cost of manufacture of children’s records retailing at 25 cents, 
tax included. Only recently, because of rising costs, a leading manufacturer 
of children’s records was forced to raise the price on a number of these records 
from 25 to 35 cents. It is believed that the increase in price will necessarily 
deprive many needy children of the educational and cultural benefits they would 
derive from these records. If the excise tax were eliminated this manufacturer 
could sell all of its children’s records at 25 cents each. 

Records are perhaps the greatest morale builder supplied to our Armed 
Forces. Recordings for training purposes have been used to educate GI's in their 
more grim daily pursuits. Recordings of whole classes in language, literature, 
history, and a repertoire of other subjects are being made available to our 
military services. 

At home, recordings are a welcome relief from the strain of daily life. 
Thousands of American factories are equipped to provide recorded music while 
employees are at work. Records enjoy a wide circulation in rural districts and 
among the youth of America. 

The contribution of the record industry to American education and culture 
does not end with the phonograph records they supply. Since 1948, the music 
performance trust fund has been operated by industry and the American Federa- 
tion of Musicians. All contributions to this fund are made by phonograph- 
record manufacturers according to the amount of phonograph-record sales. As 
of December 31, 1952, there were 514 phonograph-record manufacturers actively 
participating in this undertaking who contributed in excess of $1,761,000 to the 
fund. The funds are expended currently to instrumental musicians for serv- 
ices at local union scales. In 1952 the funds were allocated for expenditure 
among 654 geographical areas for performances open free to the public, thus 
contributing to the public knowledge and appreciation of music. During 1952 
there were approximately 17,507 such concerts or performances, in which more 
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than 155,000 musicians participated. For example, during 1952, $136,000 was 
spent in Illinois, $84,000 in Michigan, $185,000 in Pennsylvania, $97,000 in Ohio, 
$63,000 in Wisconsin, and so on 

It seems obvious that the retention of the excise tax on phonograph records, 
to the extent that it increases prices and depresses sales, will reduce the contri- 
butions to the music performance trust fund. 


SMALL MANUFACTURERS MUST PAY THE EXCISE TAX OUT OF THEIR OWN POCKETS 


great majority of manufacturers, more than 95 percent, are truly small 
nufacturers. For these manufacturers the excise tax is a very great burden. 

* many it constitutes an expense which must be paid not out of profits but 

f their own pockets. 

ne small manufacturer has reported as follows: 

“The 10-percent current excise rate is discouraging for the small operator, who, 
merely by delivery, becomes liable for payment of the excise tax, although his 
distributors stand a fair chance of going bankrupt before he can collect. We 
feel very strongly that the rule as it stands is entirely too strict for encourage- 
ment of small businesses and frankly wonder how even larger companies are 
able to survive under the existing excise provisions.” 

The following examples, furnished this committee in 1951, are equally in point 
today: One manufacturer with record sales of approximately $80,000 and 
excise tax payable in the amount of $8,268, had a loss of $397. Another manu- 
facturer with approximately $10,000 in sales, $663 in excise tax, lost $11.21. A 
third manufacturer reported $11,000 in sales, $700 in excise tax, and a profit of 
SS. Still another manufacturer had sales of $288,000, excise-tax liability of 
$26,500, and had a profit of less than $2,000. Almost without exception, these 
manufacturers reported that they are engaged in the manufacture of classical, 
children’s, or miscellaneous records. 


CONCLUSION 


In the past an excise tax on phonograph records has been levied and kept 
in force only during times of emergency. The first tax on phonograph records 
was imposed in 1917 and renewed in 1918. Legislative history suggests that 
that levy was intended as a war-profits tax. The tax was repealed by the 
Revenue Act of 1921. An excise on phonograph records was again imposed 
in 1932. There the depression created the urgency for new and heavier taxa- 
tion. At the end of the emergency, in 1938, that tax was repealed. The present 
levy was imposed in 1941 to serve a wartime purpose—to discourage civilian 
production and mobilize resources for defense. The tax has served this pur- 
pose. An emergency no longer exists. The tax has a depressive influence. It 
is time for repeal. 

Moreover, the substance of radio broadcasts often appears on phonograph 
records; the world of literature, drama, and education is capable of communi- 
eation through the phonograph record, and much of it has already been so 
communicated. The events of current history as expressed in sound are fa- 
miliar material for phonograph records. Why exempt all these mediums except 
the phonograph record, and discriminate against that medium alone? 

In conclusion, I fully realize that other industries have appeared before you, 
each with a special plea for relief. I do hope, however, that you will consider 
the unique phases of our case. It is the story of one of the smallest of all the 
industries appearing here. And being one of the smallest, this tax weighs the 
heaviest on our business. 


The CuarrMan. We now have the pleasure and honor of having 
Mr. Jackman, president of the Investors League, Inc., of New York 
City, with us. Will you give your name and the capacity in which 
you appear to the record, and then proceed with your statement. 


STATEMENT OF WILLIAM JACKMAN, PRESIDENT, INVESTORS 
LEAGUE, INC., NEW YORK, N. Y. 


Mr. Jackman. I am William Jackman, president of the Investors 
League, Inc., with headquarters at 175 Fifth Avenue, New York, 
N. Y. The league I represent is the oldest and most successful or- 
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ganization of investors, with thousands of members residing in every 
State of the Union. It is an organization of investors, both small 
and large, who make up the backbone of our private enterprise sys- 
tem which is, in turn, the backbone of our national economy. 

Mr. Chairman and gentlemen of the committee: This being my 
third appearance before your distinguished committee, I feel I have 
monopolized a considerable part of your time. However, I am in- 
deed grateful for this opportunity to appear before you on topic 
No. 40, excise taxes, 

I speak in the interest of millions of American men and women 
who have worked hard, sacrificed freely and lived frugally to save 
and invest in America. 

Behind the framework of our entire economy in the United States 
lies, as you gentlemen know, a system sometimes referred to as the 
capitalistic system and sometimes as the free-enterprise system, 
which is nothing more or less than economic freedom or an economic 
system of freemen. 

This system must stand if the country as we know it is to stand 
if future generations are to have the comforts and benefits we have 
enjoyed in the past and are enjoying today. ‘There is no escape from 
that fact. I know it and you know it. 

In this great and hustling domain known as the United States of 
America we have inherited a way of life which is called the system of 
free enterprise—the capitalistic system. 

The backbone of this system is the saver—the investor. Yes, 
many times forgotten but nevertheless the men and women who must 
provide an average of $12,000 to furnish the tools of production to 
put a man to work, 

There are many who refer to this system as a system that is un- 
desirable, overlooking the fact that we are a Nation of savers— 
investors. Certainly the millions of policyholders and stockholders 
in the United States are savers, and as a consequence are investors. 
Therefore it might be well if we refer to this system as the “in- 
vestoric system.” I submit, gentlemen, that it is a good system, no 
matter what you call it. 

The best incentive device for the continuation of this system is a 
tax code that stimulates thrift. Anything and everything you do, 
taxwise, is of concern to this tremendous group of people. 

The question of excise taxes in the United States has become a 
very serious matter. It is serious not only because of the effect on 
our economy but for its probable effect on the future of the Nation. 

Economic conditions were responsible for socialism in England. 
Her politics are but a product of her economic conditions. This can 
and will happen here unless everyone buckles down to the idea that 
we must be prepared to pay for our way of life. If we wish to have 
our freedoms and if we are willing to fight for them we must also be 
prepared to pay the costs. 

Let us not be so foolish as to believe that our tax burdens can be 
pushed on to any given group and let us not in our attempt to do so 
lose the very freedoms for which we are paying such a high price. 

Excise taxes are one of the hidden taxes that affect every consumer. 
Therefore it should be made perfectly clear to the American public 
that it is paying direct as well as indirect taxes. We should let the 
workingman know that when he buys a pair of shoes he is not only 
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paying for the shoes but is paying taxes as well. Let him know that 
one of the primary reasons why prices are so high is because of these 
indirect taxes. Let him know that the same is true when he buys a 
refrigerator, automobile, or even a package of cigarettes. 

The hiding of the tax burden on the theory that it is thus rendered 
painless is a ‘fallac y. It causes one group of our society to claim that 
the other is responsible for high prices and inflation. When labor 
says that the manufacturers and merchants are responsible for high 
prices and when manufacturers and merchants say that labor is re- 
sponsible the Nation suffers, because one group of people is pitted 
against another. 

“When each and every American stands willing to pay his propor- 
tionate share of the tax burden the pressure for higher and still higher 
prices will be greatly reduced. 

It is the position of the Investors League that the people of this 
country—all of the people—should face a few basic fom One of 
these facts is that wars and national defense are very costly and that 
they must be paid for in taxes as well as in human lives. 

The tendency of each division of our society has been to push the 
tax burden on to the other fellow either directly or indirectly. 

The laboring man says in effect: “I want higher wages to cover 
my increased taxes so my take-home pay is not decreased. i 

‘Industry says: “I want to lift my prices sufficiently to cover the 
increased taxes I am obliged to pay, so that my net profits (take-home 
pay) will be as high as they have been in the past.” 

The time has come when this is no longer possible. The demands 
for higher wages on the part of labor and for higher prices on the 
part of industry tend to create more dangerous inflation. This infla- 
tion can wreck our economy and it can do more than anything else 
to push us into socialism. 

Because the prices are so high and the dangers so great let us above 
all keep our taxes down to bare necessities. Let us eliminate all un- 
necessary cost of government. Let us not waste unnecessary money on 
even military expense. 

After we have eliminated all waste in our expenses, we should see to 
it that all groups pay their legitimate share of these taxes. In doing 
this we should eliminate many if not all tax exemptions. Let every 
commercial enterprise, whether it be owned by private individuals, 
educational institutions, cooperatives, et cetera, pay their full share 
of the tax burden. We cannot be half for free enterprise and half 
against it. This Nation today cannot afford tax slackers. 

The Investors League be lieves that the time has come when a na- 
tional excise tax should be applied to all commodities, with the ex- 
ception of food. It strongly recommends that this tax be 5 percent 
which, it is estimated, would produce at least $10 billion to $11 billion 
annually in revenue. 

The objection to a general sales tax of a reasonable amount, say 5 
percent, is admittedly purely political. We suggest that this objec- 
tion be met at its own lev el merely by changing the name of the tax 
from “sales” to “excise.’ 

While called excise taxes they are, of course, sales taxes, and there 
is evidently nothing particularly atrocious about sales taxes because 
many cities and States have them. They don’t seem to arouse any 
particular outcry there. 





GENERAL REVENUE REVISION 2885 


The present system of special sales taxes, for the most part based on 
no rational basis of either coverage or rates, is another example of 
the grossly unfair discrimination which characterizes the Internal 
Revenue Code. 

For example, at present a. large number of sports articles are subject 
to a so-called manufacturer’s excise tax of 15 percent. Why sporting 
goods should be taxed while dancing shoes are exempt is puzzling 
enough, for surely nothing is more essential to the health of the coun- 
try than plenty of outdoor exercise. But we now accentuate this bias 
by exempting one group of sports equipment altogether, while the 
sales tax on the rest is 15 percent; baseball, football, and hockey equip- 
ment are tax-free; golf and tennis are penalized. While skis and snow- 
shoes are taxed, skates are exempt. We now pay a 15-percent tax on 
mechanical pencils and fountain pens, while ordinary pencils, pens, 
and ink are exempt. 

These senseless distinctions naturally cause confusion, and make the 
sales tax, which should be the simplest of all taxes to understand and 
enforce, a frequent subject of litigation in the Federal courts. 

Our private-enterprise system has been built in very large measure 
on the theory that incentive should be provided for special effort. 
That system cannot continue to function smoothly and effectively if 
the incentives to produce are weakened by excessive taxes. 

In wrestling with the many complex problems of governmental rev- 
enue your distinguished committee has a monumental task. There is 
no easy way out and the decision you make will not please everyone, 
but I pose the questions—will the decision be courageous, will it be 
sound, or will it be another compromise—a compromise which could, 
at one stroke, destroy the whole crowning glory of what you are now 
attempting to do in this monumental undertaking of tax revision. 

Government, it has been well said, is the art of compromise, but there 
is always a moment in the destiny of men when compromise and ex- 
pediency are to be shunned. 

That which makes men great is the clear recognition of the move- 
ment of events when to bow before the altar of expediency is to forfeit 
one’s integrity. 

It could well be, Mr. Chairman and gentlemen of the committee, 
that the decision which you will make on topic 40—excise taxes—will 
determine whether your monumental labors will be touched with great- 
ness. ' 

I thank you. 

The Cuatrman. We thank you very much, sir, for your excellent 
paper. It will be very helpful to us. 

Mr. Eberharter will inquire. 

Mr. Epernarter. Mr. Jackman, you present to the committee a 
very philosophical statement, and I am sure it will be helpful to the 
committee. But I notice that you say in your opening that the league 
“T represent is the oldest, most successful organization of investors.” 
In saying it is the most successful organization of investors, what do 
you mean by that ? 

Mr. Jackman. Of course it was organized in 1942, and I think since 
1942 there have been to my knowledge approximately six different 
organizations who said they represented investors, and they have all 
fallen by the wayside. We have been in existence since 1942, and we 
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have the rather fortunate measure of success, we might say, the con- 
tinual renewal of our members. 

Mr. EnerHarrer. You do not mean to say that 1942 is the year in 
which the first investors’ organization was formed ? 

Mr. Jackman. No, I don’t mean to infer that. 

Mr. Enernarrer. You say “The league I represent is the oldest 
organization of investors.” 

Mr. Jackman. Yes, there isn’t any other organization of investors 
today as old as we are. 

Mr. Erernarrer. You mean the ones which were organized before 
1942 are defunct ? 

Mr. Jackman. Yes. The old one of Dr. McGill, which is the old 
American Federation of Investors, that was organized in 1932, I be- 
lieve, was merged with the Investors League in 1942. That was the 
oldest, up until that time. Since that time there is no organization 
of investors that I know of in the United States—in fact, anywhere. 

Mr. Esernarrer. Well, are not there older ones than yours, which, 
as a result of mergers or combinations are not defunct? 

Mr. Jackman. There isn’t any other organization that has been in 
existence 10 years. 

Mr. Enernarter. I wanted to clarify that for the record, because 
I had assumed that some of these investors’ organizations had been 
in existence in the United States for many years. 

Mr. Jackman. Well, it all depends, Congressman, what you mean 
by an investors’ organization. 

Mr. Exernarter. That is the reason I want to clarify it for the 
record. 

Mr. JAcKMAN. If you mean an investors’ organization which is in- 
terested in the selling of securities, or in the furnishing of advice as to 
what to buy and what to sell, that is a different matter. We are a 
eMVerSEIP, nonpartisan organization. You see, we don’t under- 
write. Was that your imp ression of what the Investors League was? 

Mr. Enernarter. No. We have had several representatives of in- 
vestors’ organizations here. I have been under the impression that 
they have been in existence for many years. 

Mr. Jackman. There isn’t one in the United States, Congressman, 
notone. You see, after Dr. McGill, in his old American Federation of 
Investors, which originated out of Chicago, when it merged with the 
Investors League which was born, so to speak, under B. C. Forbes, of 
Forbes Magazine, the next organization of investors of any semblance 
to us was the Tool Owners Union by Congressman Harley. He was 
the executive manager of it. That went out of business, too. I don’t 
believe at the present time there are more than possibly two. 

Mr. Enernartrer. Well, inasmuch as you are the last witness, I as- 
sume, on this matter, I notice you say here on page 3 
When each and every American stands ready to pay his proportionate share of 
tax burden, the pressure for higher and still higher prices will be greatly 
reduced 


That isa great problem with which this committee is faced, what is the 
proportio nate share. You recommend that there be a manufacturers 
excise tax on every manufactured item ? 

Mr. JAcKMAN. Yes. 

Mr. Esernartrer. Would you say that a man who is a bachelor 
would pay a proportionate share of taxation under a sales tax, if you 
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take into consideration a married man with 4 children and a wife, or 
6 children and a wife? 

Mr. JAcKMAN. If you exempt food, if you take it on an individual 
basis, if you took the husband or took the wite, | would Say it would 
be pretty close to the same thing. 

Mr. ksermarter. And if the husband buys shoes for his four chil- 
dren and buys trousers for his four children and buys shirts for them, 
caps and all those other things, they are manufactured items, he would 
pay taxes on those, would he not ? 

Mr. JACKMAN. Yes, sure he would. 

Mr. Esernarter. Do you not think in that event he would be pay- 
ing much higher taxes than a bachelor who has no children or wife 

Mr. JACKMAN. Yes, I certainly do. There will be many exceptions 
like that, where you will have those same situations. 

Mr. Evernarrer. Do you think a bachelor would be paying his pro- 
portionate share ¢ 

Mr. JackMAN. Not in that respect, no. 

The CuatrMan. We thank you very much, sir, for your presentation. 

The committee stands adjourned. 

(The following material was submitted for the record :) 


NATIONAL RETAIL FURNITURE ASSOCIATION, 
Chicago, Ill., July 29, 1993. 
Hon. DANIEL A. REED, 
Chairman, House Ways and Means Committce 
United States House of Representatives, 
Washington 25, dD. e. 

DreAR CONGRESSMAN: I respectfully request that this letter and the en- 
closure be printed in the record of your committee’s hearings now in progress 
regarding excise taxes. 

The enclosed letter states the position of the National Retail Furniture Associa- 
tion on the subject under consideration. This letter was sent to you and the 
other members of the House Ways and Means Committee on April 17, 1953. 

Thanking you for your consideration in this mater, I am, 

Very truly yours, 
EDWARD A, LIFSON, 
President, National Retail Furniture Association. 


NATIONAL RETAIL FURNITURE ASSOCIATION, 
Chicago, Ill., April 17, 1958. 


LETTER TO CHAIRMAN AND MeMpeERS or House WAYS AND MEANS COMMITTER, 
Re Excise TAxeEs 


The National Retail Furniture Association speaks for some 9,000 retail home 
goods merchants. 

I am writing to inform you of the policy position of this association, which 
was reaffirmed in a quarterly Board meeting on April 10, 1953, with respect to 
excise taxes on home goods. 

The National Retail Furniture Association is opposed to all excise taxes levied 
at the producer or manufacturing level, as they are hidden taxes which inflate 
the prices of the commodities on which they are levied, because they necessarily 
become pyramided as they move through the channels of distribution. 

Additionally, the retail merchant must “buy” taxes along with the goods he 
carries in his inventory, which ties up an important amount of working capital 
and occasions increased costs on many operating expenses based on cost of 
voods, or on sale. 

In the event of a falling market or price reductions at the retail level, the 
retail merchant is forced to “absorb” the excise tax in effect, since it is part of 
his cost. 
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Repeal of the manufacturers’ excise tax on consumer goods would bring about 
dramatic reductions in the prices of all the items which are now taxed. 

The public would be made acutely aware of this fact by the inevitable ad- 
vertising that would ensue. 

The National Retail Furniture Association feels that taxes on consumption 
are preferable at the retail level, when needed, so consumers can see and know 
what taxes they are paying. Hidden taxes tend to become entrenched. 

We urge you to give favorable consideration to removal of the regressive excise 
taxes which discriminate against many home goods items and deter the achieve- 
ment of a higher standard of living for America. 

Yours very truly, 
JULIAN W. CAPLAN, 
Director of the Washinyton Office. 


STATEMENT OF ARTHUR J. PACKARD ON REPEAL OF Excise TAxeEs, REPRESENTING 
THE AMERICAN HOTEL ASSOCIATION 


Mr. Chairman and gentlement of the committee, I am Arthur J. Packard, 
Mount Vernon, Ohio. I operate a group of six small hotels in that State. 
I am currently serving as president of the American Hotel Association, and 
would like to discuss with you the burdensome impact upon our industry of 
certain excise taxes. 

Hotels find themselves confronted with a longer list of excise taxes than 
any other industry. Included in this list are: Admissions, alcoholic beverages, 
beer and wine; billiard and bowling facilities ; cabaret ; communications ; business 
and store machines; coin-operated devices; electric, gas, and oil applicances; 
electric light bulbs; electric signs and electric energy; gasoline and lubricating 
oils; matches; refrigeration and air-conditioning equipment; sterling flatware 
and holloware; and communication taxes springing from the hotel’s own business 
transactions. 

Then beyond these levies, we want to speak later about the transportation tax, 
which is a definite deterrent to travel within the continental United States. 
Any brake on travel, or any increased cost of travel, are reflected immediately on 
our business. 

We do feel that the House, on two occasions, revealed its determination to 
cancel, or lower, these burdensome excise taxes at the earliest opportunity. 
We recall full well that the 1943 revenue bill provided specifically that wartime 
taxes should be repealed six months after the emergency. Then we remember 
the action of your body when, in 1950, you did vote to reduce a long list of 
excises. And we noted carefully President Eisnhower’s recent statement, “Spe- 
cific proposals for a modified system of excise taxation will be included in the 
recommendations for tax revision that will be submitted to the Congress next 
January.” So we express the earnest hope that definite action is imminent. 

Over and above the impact of the taxes themselves, the recordkeeping in- 
volved in our business, springing from the imposition of these levies, is 
terrific. A substantial amount of the working time of the clerical staff in 
certain departments of a hotel is required for the handling of records covering 
calculation of taxes and the billing of individual accounts. 

A graphic illustration of the heavy volume of clerical work involved is pro- 
vided by one of totel in Washington, D .C. For the calendar year 1952, there 
were 98,653 computations involving the excise tax on communications alone. 
And for a single month (November 1952), the same hotel recorded 3,630 transac- 
tions on guest checks involving cabaret tax. This would mean more than 
40,000 transactions annually. In many instances, any clerical error or any 
mechanical error which resulted in this tax not being assessed against the guest 
meant thatthe hotel was liable for payment where the law permits the passing 
of the tax to the patron. Also, the presence of a tax on any commodity requires 
the retention of our records for 3 years or more. This includes records of 
individual phone calls, individual guest checks upon which the 20 percent 
cabaret tax has been assessed, and so forth. The storage space alone which 
is needed for this extensive recordkeeping is quite costly to hotels, and conse- 
quently reduces taxable profit. 

The threat is always present that an innocent error on the part of an employee 
ean mean substantial tax liability to a hotel. Finally, some uncertainty usually 
surrounds the regulations and interpretations of the Bureau of Internal Revenue, 
as regards imposition of various excise taxes, and the possibility is ever present 
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that a hotel will unwittingly find itself in violation of some Federal regulations. 
This could bring on a retroactive assessment against the hotel by the Treasury. 

Now, permit me to go into detail in describing the burdensome features of 
certain taxes upon our industry. 


DISTILLED SPIRITS, BEER, AND WINE 


Hotels dispense liquor in dining rooms and bars. We have had a great 
deal of experience in this field. And we have been in position to observe 
over the years the public reaction to changes in the prices for which liquor is 
sold. 

Hotels generally report declining patronage in those rooms dispensing alco- 
holic beverages. This is natural, in the light of the substantially increased prices, 
growing out of the $10.50 per gallon tax. The prices which hotels are obliged 
to charge are resulting in increased guest resistance. What we have stated 
herein, regarding alcoholic beverages, is largely true also in the category of beer 
and wine. 

We respectfully recommend that the House again urge a reduction of these 
taxes to a reasonable level, and that on distilled spirits, beer, and wine, you 
repeal the two “temporary” excise tax increases imposed in recent years, return- 
ing to an excise tax rate on distilled spirits of $6 a gallon. We are confident 
that such action would minimize illegal traffic, stimulate consumption, and 
perhaps result in even greater income to the Treasury. 


15 PERCENT TRANSPORTATION TAX 


Here I believe that a great wrong has been done to substantial segments of 
our population. In the first place, this levy was initially imposed, October 10, 
1941, at the rate of 5 percent, subsequently increased to 10 percent, and ulti- 
mately to 15 percent. It was imposed expressly in an attempt to discourage 
unnecessary travel, since the commercial carriers of America were burdened with 
wartime business. This is in sharp contrast to the situation today, when rail- 
roads, airlines, buses, and boats are well able to handle increased numbers of 
citizens on regularly scheduled facilities. In fact, many public carriers report 
difficulty in keeping their operations in the black. 

At the time this tax was first imposed, it was also made applicable to any 
tickets purchased for travel outside the United States. But in 1948 the tax on 
foreign travel was repealed. This was done at the behest of the State Depart 
ment to stimulate travel abroad by American citizens as a means of aiding 
friendly nations in rebuilding their economy following the war. But, however 
laudable the purpose, it has proven one of the most discriminatory things that 
the Congress has ever done, penalizing public carriers in America, hotels, restau- 
rants, department stores, and all other elements of our domestic economy which 
are primarily affected by domestic travel. 

Spokesmen for the administration have frequently been vocal in expressing 
the belief that this tax should be withdrawn promptly. Hon. Charles Sawyer, 
Secretary of Commerce, as far back as October 22, 1948, agreed that this tax 
should be repealed, and recommended it to your committee. 

Every domestic business that maintains a force of salesmen or other represent- 
atives is obliged to pay this tax on every mile of travel for its staff people. 
This merely adds further to the cost of commodities and services, with the 
consumer paying the bill. 

The American Hotel Association thus joins the National Association of Travel 
Organizations, and other groups which appeared in a body before your committee 
August 10, to urge upon you the repeal of this levy. 


TAX ON BUSINESS TOOLS 


Excises generally are understood to be taxes which business passes on to the 
consumer. But in the case of hotels, we are the consumers of heating, refriger- 
ating, and air-conditioning equipment, silver flatware and holloware, oil, gas and 
electric cooking equipment, vacuum-cleaner equipment, and numerous other items. 
These are the tools of our business, and we have long felt that as an industry 
which consumes this type of supplies, we have suffered a burden substantially 
greater than other types of employers. 

So in this category of taxes, I have two observations. First, we all remember 
clearly that your committee first imposed these particular wartime taxes in 1941. 


37746—638—pt. 4——47 
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It was done in an attempt to discourage the manufacture of civilian commodities, 
and to channel critical materials into essential war goods. Obviously, that 
aspect is many years behind us. Second, these taxes are eminently unfair and 
inrealistic, and therefore should be eliminated, or at least reduced to the 
141 rates 

TELEPHONE, TELEGRAPH, ETC. 


The excise tax on telephone, telegraph, radio, cable, etc., as well as local tele- 
plone service, is another source of burden on hotels. I am aware of the fact 
that the receipts to the Treasury con ue to mount from these levels. This is 
largely true, also, in the case of electric energy, gasoline and oil, matches, coin- 
operated devices, business and store machines, etc. Sut we contend that this 
whole field should be reexamined carefully, for the imposition of this tax on 
every item substantially raises the price of that item and increases the cost of 
liviu to the consumer. We believe that the repeal, or reduction, of the tax 
would prove a stimulant to employment, and increase Federal and corporate 

s, upon which in ne tax is applicable. We recommend an orderly retreat 
n the impossible level of excise taxes with which business has been saddled 
e 1941. 

CABARET TAX 


This tax has driven hundreds of hotel dining rooms to either close their doors 
or to terminate the entertainment which made the room subject to tax. We feel 
that hotels should be in a comparable position with private and business clubs, 
as well as other nonprofit organizations, with respect to this tax levy. To main 
tain the present inequity is to drive additional thousands of entertainers, waiters, 
and waitresses, and other employees, out of hotel employment. 

Treasury Department figures reveal an actual illustration of the fact that 
reduction in the level of this cabaret tax can and does result in increased receipts 
by the Government. In 1944, Congress reduced the cabaret tax from 30 percent 
to 20 percent, and Treasury receipts in 1945, from this lesser levy, were more 
than double those of the preceding fiscal year which ended June 380, 1944. 

Now I would not stand before your committee and contend that a cabaret is 
not a luxury. Of course it is. And our industry would not complain if some 
modest levy were maintained. We think the public would not object to a 5 
percent tax on food and beverage in entertainment rooms. And actually, this 
would probably result in the prompt reopening of hundreds of such rooms in 
those establishments which have long been without such facilities. 

A list of hotels which have reported to the American Hotel Association in 
recent weeks that they were forced to close their entertainment rooms because 
of public resistance to the cabaret tax is carried in supplementary exhibit I. 

Then there is another extremely intricate legislative problem which springs 
from this tax. As this is primarily a legal problem, our legal counsel has 
prepared for us a very comprehensive statement of the situation, and we attach 
it as exhibit Il, supplementing this statement. 


CONCLUSION 


All excises comprise a brake upon business. But if you found that, because of 
need of revenue, Congress could not repeal all exercises, we do respectfully urge 
that they be reduced as far as possible. 

Even though personal and corporate tax rates are extremely high today, it is 
the job of the individual that is most important. If we can continue 63 million 
Americans on the payroll, or even increase this number, we will certainly enjoy 
a more prosperous period in American business than could be true with less 
employment, regardless of the tax pattern. We feel very strongly that the 
reduction of excise taxes will be a greater stimulus to employment than any other 
single thing that the 88d Congress can do. 
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Exuisit I. Horerg WHIcH Have CLosep ENTERTAINMENT Rooms RECENTLY 


Hotel Bossert, Brooklyn, N. Y. 


Our “61” Room and our Marine Terrace were operated as cabarets until Octo- 
ber 1952 and have since been used for catered parties only. 
Fifth Avenue Hotel, New York City 

Prior to the increase in the cabaret tax to 20 percent, we had dancing nightly 
in our large dining room and singing and other entertainment in our smaller 
dining room. We found we had to discontinue this program because of the de- 
crease in business due to the 20-percent tax, and we now only have dancing and 
entertainment 1 night a week in the large dining room. To make adequate 
comparison, before the tax was passed, at dinner on Saturday night we would 
average 150-250 guests. Since the tax, the number of guests has decreased from 
these figures to between 50-125 remaining after 8 p. m. when the tax becomes 
effective. 

Winona Hotel, Winona, Minn. 

We do not use entertainment of this type because of the tax. We might, 
however, if the tax were more favorable. 
Congress Hotel, Pueblo, Colo. 

Because of the 20-percent cabaret tax we were forced to discontinue dancing 
in 1946. Since that time we have been employing an organist and not paying tax. 
Taft Hotel, New Haven, Conn. 

We closed our Colonnade Room some time ago. Until the 20-percent cabaret 
tax went into effect we operated our room 6 nights a week. Business gradually 
fell off until we were forced to close this room altogether. Later we tried op- 
erating this room Friday and Saturday nights, but the public reaction to the tax 
was too strong and this entertainment room was finally closed several years ago 
and never reopened. In our locality the so-called nightclubs are operating on 
Friday and Saturday nights with apparent success as far as patronage goes. 
Many of these nightclubs advertise New York floor shows that are really a cheap 
display of obnoxious talent and are by no means an asset of the community. We 
wish we could be of assistance in helping to bring back to the hotels some of 
the refined entertainment that this high tax has driven away. 

Hotel William Penn, Pittsburgh, Pa. 

It has been about a year since we have had a “Dine and Dance” room. 
DuPont Hotel, Wilmington, Del. 

The Grille Room which was a dine and dance operation was closed as such in 
1948, and is now operated as a cafeteria. 

Hotel Bugene, Eugene, Oreg. 

Not subject to 20-percent cabaret tax any longer. 
Sheraton Hotel, Rochester, N. Y. 

We discontinued our dine and dance operation early in 1946 because of the 
sole reason that the 20-percent cabaret tax prohibited sufficient patronage of 
such an operation in the city of Rochester. 

Hotel Commodore, New York City 

Wish to advise that we do not have any dine and dance operations wherein 
the cabaret tax is effective. The only time we do charge cabaret tax is on New 
Year’s Eve (Commodore Hotel formerly had entertainment and dancing 
St. Francis Hotel, San Francisco, Calif. 

Dancing discontinued December 1952. 

Washington-Youree, Shreveport, La. 


We closed our Zephyr Room on March 15 as a full-time operation largely be- 
cause of public resistance to the 20 percent cabaret tax. 





2892 GENERAL REVENUE REVISION 


Sir Francis Drake, San Francisco, Calif. 

Persian Room closed. Three-piece orchestra in Starlite Roof subject to 20 
percent cabaret tax. 

Pick-Ohio Hotel, Youngstown, Ohio 

Entertainment discontinued December 1952. 
Westward Ho Hotel, Phoeniz, Ariz. 

Music in LaMina Room discontinued. Room not patronized due to 20 percent 
cabaret tax. Concho not patronized properly due to 20 percent cabaret tax, 
proven by statements from guests. 

Hotel Syracuse, Syracuse, N. Y. 

Closing Terrace Room at 9 p. m. Tuesday, Wednesday and Thursday nights; 
dinner only served. 

Hotel Van Cleve, Dayton, Ohio 

Before the 20 percent tax went into effect, we had dinner dancing in our May- 
fair Room, but since the advent of the 20 percent tax, dancing is not permitted 
until after 9:30 p. m. and we just have dinner music from 7 to 9:30 p. m. 
Nicollet Hotel, Minneapolis, Minn. 

Minnesota Terrace Room closed January 24, 1953. All music and entertain- 
ment discontinued. Declining business forced close. 

Elton Hotel, Waterbury, Conn. 

We used to operate room 5 nights a week, then only 1 night a week, but May 1 
we closed entirely because we were losing too much money and we will not open 
in the fall for this type of business. We have no statistics on the number of 
persons served, as we count only persons served with food, and we do not serve 
food during the cabaret hours because we could not make people pay 20 percent 
tax on food consumed. 

Valdorf-Astoria, New York City 
No dinner dance music up to 8 p. m. 


The Olympic, Seattle, Wash 
Currently dancing curtailed to only Thursday, Friday and Saturday evenings. 


Bellerive, Kansas City, Mo. 


In 1951 our El Casbah was opened and our other cocktail lounges had enter- 
tainment that was not taxable. January 1, 1952 the El Casbah was closed and 


our entertainment was shifted to the Zephyr Room. In April 1953 instrumental 
music only, no tax. 


Edaewater Beach Hotel, Chicago, Ill. 


It is only through continuous improvement in our type of talent in our dining 
room shows, with resultant increased costs, that we have been able to maintain 
our volume of cabaret business and you will note that even then the number of 
covers served is declining. * * * The 20 percent tax on food and beverages sold 
in cabaret and entertainment rooms has long outlived its original intent and 
Il am of the firm belief that with the very first decline in business conditions our 
cabaret rooms will experience disastrous results. 


ExuHrsiT II, FEpERAL CABARET TAX 


We recommend that Congress amend section 1700 (e) of the Internal Revenue 
Code to make it clear that the tax applies only to receipts from the actual 
eabaret operation. 

The present law imposes the tax upon all amounts paid for admission, refresh- 
ments, service or merchandise at a cabaret by any patron or guest who is entitled 
to be present during any portion of the performance. For a number of years 
the Bureau of Internal Revenue has been interpreting this section in a way 
which creates an impossible practical problem to hotels and others operating 
dining rooms with entertainment and which imposes an undue tax liability upon 
such operators. The true cabaret is a place which provides entertainment at all 
hours that it is in operation and sells food and drink or charges admission. 

Hotels are in a somewhat different category because their dining rooms ordi- 
narily provide entertainment only during the evening hours although such dining 
rooms are open for regular food and beverage service during the entire day. 
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For tax purposes these dining rooms are admittedly cabarets while the enter- 
tainment is being furnished and for tax purposes hotels do not object to being 
classified as such during those hours. Both the public and the hotel operator 
object to paying the tax when no entertainment or dancing is being provided 

The difficulty has arisen because of an interpretation by the Bureau of Inter- 
nal Revenue to the effect that all moneys collected at any time from a patron 
who is present during the entertainment are subject to the tax. This presents 
no problem to the extent that food and beverages are served and paid for during 
the entertainment period. The difficulty arises in those cases where the enter 
tainment is of limited duration and food or beverages are served and paid for 
before the entertainment begins or after it is over. 

A typical case is where a hotel dining room is open for breakfast, lunch and 
during the regular dinner hour without any entertainment. At 9p. m. an orches- 
tra appears in the dining room and the patrons are permitted to dance. The 
orchestra plays until midnight and thereafter there is no dancing although the 
room remains open until 1 a. m. 

The first difficulty arises in connection with patrons who were in the room 
before the entertainment starts. Many of these patrons order their dinner, 
finish it, pay for it and leave to go to the theater or elsewhere, having no interest 
in the dancing which has not yet started. No tax is claimed or collected from 
these. Other patrons may have ordered beverages and dinner and have paid for 
them before the dancing starts. If they remain in the room until after the 
dancing starts, it is the Bureau’s contention that all amounts which they have 
previously paid during the evening are subject to tax. This ruling is so broad 
that it even covers drinks at the adjoining bar for which the patrons have paid 
separately, hours before the entertainment started. 

There is no practical way of operating under this interpretation. Theo- 
retically the operator of the dining room could require all patrons to pay their 
checks and leave the room just before the dancing commenced. Iven this might 
be ineffective because the same patrons might return after the dancing 
commenced. 

If the operator does not wish to clear out all patrons, there is the further 
practical difficulty that he cannot insist upon the payment of the tax in all 
cases prior to the time the entertainment begins because some patrons may 
decide to leave before the entertainment starts and the Bureau admits that there 
is no tax in such cases. Under the Bureau’s ruling the hotel is taxed upon the 
total receipts from a guest who remains for the dancing or entertainment not- 
withstanding the fact that he may have paid one or more checks hours before. 
In such cases the hotel’s only remedy is to go to the guest during the dancing 
or entertainment and demand payment of the tax upon the checks which may 
have been paid hours before without a tax. This is obviously impractical. 

A similar situation arises after the entertainment is over. New patrons 
may come in for refreshment or service at that time and the operator is not 
required to collect tax from them. However, he must single out those patrons 
who were there during the entertainment and remained thereafter and collect 
the tax from them only. This is equally impractical. 

The issue as to the imposition of this tax upon the receipts from the post- 
entertainment period recently came before the United States district court. 
Although it did not involve receipts from the preentertainment period, the 
court’s decision is most interesting. 

A hotel known as the La Jolla Casa de Manana brought suit for a refund 
of cabaret tax upon receipts during the postentertainment period. This suit 
was brought in the United States District Court for the Southern District of 
California, and on June 27, 1952, Judge Byrne of that court handed down a 
decision to the effect that no tax was due upon the receipts for refreshments 
served after the entertainment had ceased. 

The decision was based upon the judge’s finding that Congress did not intend 
to reach payments for refreshments served after the establishment ceased to 
be a cabaret and the establishment was admittedly not a cabaret after the 
dancing was over. The decision also pointed out the impracticability of at- 
tempting to distinguish between patrons who were present during the enter- 
tainment and those who came after the entertainment was over. The Bureau 
of Internal Revenue is appealing this decision and the matter can only be 
settled finally by clarification of the present law. 

The remedy is to amend the law in the way we believe Congress originally 
intended it, namely, to provide that the tax is levied only upon the receipts 
from admission charges and upon the receipts from food, beverages, or mer- 
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chandise sold or served during the entertainment period regardless of when 
paid for. This is when the operation is a true cabaret, and admission charges 
or sales made during that period should be the only ones subject to tax. This 
will permit the operators to collect from patrons for items served before the 
entertainment without a tax; it will also permit operators to collect from 
patrons during and at the end of the entertainment period for all items sold 
during that time and to add the tax. Thereafter items sold or served would 
be tax-free. 


ELLswortH C. ALVoRD, WASHINGTON, D. C., RE Topic 40, Excise 
Tax RATES 


SILVER BULLION TRANSFER TAX 


Under section 1805 of the Internal Revenue Code, transfers of silver bul- 
lion are taxed at the rate of 50 percent of the excess of the transfer price 
over the cost of the bullion and certain expenses. All transfers of silver 
bullion located in the United States are subject to tax, and also transfers of 
bullion outside the United States if either the transferor or the transferee 
is a resident of the United States or a citizen who has been a resident within 
the 3 months prior to the transfer. Consequently, an American resident who 
buys silver bullion abroad from a nonresident is subject to transferee liability 
for a tax equal to 50 percent of the nonresident’s profit, if the nonresident 
fails to pay this tax. 

This tax was enacted as a part of the Silver Purchase Act of 1934. It does 
not apply to newly mined domestic silver purchased by the Government and 
it did not apply to amounts paid by the Government for silver which was 
nationalized by a Presidential proclamation in 1934 shortly after the Silver 
Purchase Act was enacted. Consequently, the tax has applied almost ex- 
clusively to transfers of foreign silver. 

The legislative history of the tax indicates that it was directed primarily 
against speculators who might have bought silver in anticipation of a rise in its 
price after legislation was enacted authorizing its purchase on a large scale by 
the Government. This was, of course, a temporary problem; and most profits 
on silver held at the time of the enactment of the Silver Purchase Act were not, 
in fact, subjected to the tax because this silver was nationalized and its transfer 
to the Government under the nationalization proclamation was not taxable. 

Insofar as the tax had any continuing purpose it was to tax profits from in- 
creases in silver prices which might result from a continuing policy by the Gov- 
ernment of making heavy purchases of foreign silver (the declared policy of 
the Government under the act.) Continuing Government purchases of newly- 
mined domestic silver did not justify the tax, since, as was pointed out above, 
these purchases are exempt from the tax. 

In hearings before the Committee on Ways and Means on the Silver Purchase 
Act of 1934, Congressman McCormack questioned the desirability of the tax if 
the Government should fail to purchase silver in the quantities contemplated by 
the act, stating: 

“Suppose that the provisions of the bill are not excercised, or assume only 
to a slight extent, then under the discretionary powers you have got a 50 per- 
cent tax on legitimate business that is mandatory, going on all the time, the in- 
stant the bill passes. Do you not think there is a little inconsistency there?” 

In reply, Mr. Herman Oliphant, General Counsel of the Treasury, stated: 

“T should say that the only proper way to draw this bill is to draw it on the 

assumption that Congress having made the policy, that the administration will 
not only proceed in the proper way, but in a way that is not timid, to carry out 
that policy.” 
In fact, the Treasury has never purchased enough silver to reach the declared 
goal of the Silver Purchase Act of 1934 that one-fourth of the monetary stock be 
held in silver; and the Treasury has purchased no silver at all under the act 
since May, 1942—more than 11 years ago. 

Meanwhile the tax has continued in effect, preventing a normal and useful 
commodity market in silver in this country. Beginning about 1931 and until 
1934, New York was the principal world market for silver. The enactment of 
the silver tax destroyed this American market. As a result, the opportunity is 
reduced for enterprises in the United States to earn income from smelting, re- 
fining, manufacturing, marketing, insuring and trucking silver mined in other 
countries, and American businesses which process silver have no market on 





GENERAL REVENUE REVISION 2895 


which they can hedge their commercial silver inventories. Furthermore, the 
Treasury has lost revenue by losing tax on income Americans formerly earned 
from commissions on sales and from refining operations on silver from the rest of 
the Western Hemisphere. 

Revenues from the silver bullion transfer tax have totaled only $6,067,261 
from the date of its enactment through the ciose of the fiscal year 1952. For the 
past 3 fiscal years receipts from the tax have been as follows: 
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It is clear that there has been no justification for this tax since the Treasury 
ceased purchasing foreign silver in 1942. Quite possibly it has no justification 
since the initial impact on the silver market of enactment of the Silver Purchase 
Act of 1934. 

The tax is a needles hindrance on normal commerical operations. It dis- 
criminates against the creation of an ordinary market in one commodity. And 
it undoubtedly brings in less revenue than the cost of its administration. 

Recommendation: Repeal the silver bullion transfer tax. 


STATEMENT OF AMERICAN FEDERATION OF LABOR RE Topic 40, Excise-Tax RATE 


Excise-tax rates are generally too high and are applied in a discriminatory 
manner to goods and services. Current rates cannot be justified in an economy 
in which there is no shortage of food, clothing, or materials. The American 
Federation of Labor believes first priority should be given to repealing additions 
in rates made by Congress in 1951, as well as to removing the “war emergency 
rates” imposed during World War II, The excise tax serves no purpose that 
could not be better served through proper adjustments in more equitable forms 
of taxation. Since all excise taxes, regardless of their rate level, are reflected in 
the cost-of-living index, it is obvious that business and individuals in good bar- 
gaining positions are able to protect themselves against their impact. Unorgan- 
ized workers, pensioners, and those on fixed incomes bear the brunt of their 
impact, however, through a cut in their standard of living. 


STATEMENT BY AppIsON B. CLoHOSsEY, Esq., ON BEHALF OF RESEARCH INSTITUTE 
OF AMERICA, NEW YorK, N. Y., Re Toric 40, Excise Taxes 


Lower the tax on furs. The present tax is destroying the fur industry. 
KXxcise taxes should be repealed except on alcohol and tobacco. Rates should 
be reduced on these items. 


EASTERN ELECTRICAL WHOLESALERS ASSOCIATION, INC., 
New York, N. Y., August 25, 1953. 
Hon. JaMres C, AUCHINCLOSS, 
House Office Building, Washington, D. C. 

My Dear Jim: The recent hearings before the House Ways and Means Com- 
mittee with regard to the excise taxes has produced, through the medium of the 
press, some most interesting suggestions which our members have followed with 
extreme interest, in view of the application of these taxes in connection with 
electrical wholesaling distribution. There is one element, however, which we 
have not seen reported as having been brought to the attention of the committee, 
and I personally would appreciate your forwarding the information to them 
accordingly. 

When a wholesaler (distributor, jobber) purchases electrical appliances of 
domestic or commercial type, he is billed by the manufacturer for the merchan- 
dise plus an additional percentage for excise taxes. At this point in the chain of 
distribution the distributor has financed the Government through the payment 
of these taxes, which runs into a sizable sum of money, subtracted from his 
working capital and on which investment no return can be realized. 

Upon the sale of the commodity, the excise tax is returned to the wholesaler 
from the purchaser—retailer, contractor, etc. Until this sale is actually made, 
therefore, the wholesaler has invested an appreciable sum of money which even- 
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tually is returned to him without interest—and ofttimes at a loss—when the 
retailer liquidates his obligation and deducts from the total amount involved 
the customary 2-percent cash discount which, incidentally, he never fails to take 
on the total amount of the invoice which, naturally, includes the excise tax. 
There is also another element of risk involved. When and if the Government 
decides to discontinue the tax on any certain item (which was done this year 
n heating pads) it is obvious that the wholesaler who still has any of these 
ete loss in the amount of excise tax which has been 


tock suffers a com] 


the manufacturer but which obviously cannot be passed on to the 


tion, composed of 200-and-odd electrical wholesalers on the East- 

board, is unalterably opposed to the foregoing procedure and it respect- 

tions the Congress to consider our plight as above set forth and, if 

> excise tax plan is made, we hope that either the tax be assessed 

‘ I level or that means be considered to refund to the wholesaler 

the amount of tax paid to the manufacturer, thereby insuring him against a loss 
over which he has absolutely no control. 

I hope that I have made our point clear, and that you will file our sentiments 
with the committee for use in their deliberation, but if there is anything further 
that you would like to know in amplification, I trust you will be good enough 
to advise me in order that we may personally discuss the matter at your 
convenience. 

Very truly yours, 
THomaAs M. Gopsiii, Managing Director. 


STATEMENT OF THE AMERICAN TAXPAYERS ASSOCIATION, WASHINGTON, D. C., 
Toric 40, Hian Excise TAXES STIFLE BUSINESS AND REDUCE REVENUE 


Careful consideration should be given to a return to the status of excise taxes 
existing before 1942 As presently constituted, these taxes enter into the cost 
of goods and are pyramided throughout the distribution system. As a result 
retail prices often are increased far beyond the amount of the tax. Lowering 
excise taxes would result in larger sales of taxed commodities and, to that extent, 
tax receipts would be increased. This increase would offset much of the loss from 
the reduction in the tax rate 

the most convincing evidence and conclusive proof that high 

tifle business but actually reduce revenue. Let’s consider excise 

two in particular, liquor and furs. The story of liquor, one of the most 

important of the excise taxes, is particularly revealing. In November 1951 Con- 

gress raised the tax on liquor from $9 to $10.50 a gallon in an obvious move to 

pull in some extra millions from the people who drink. Treasury officials figured 

the added millions they could collect by this $1.50 increase per gallon, then they 
sat back and waited for the new revenue to pour in. 

But what happened? Since November bootlegging has come back on the biggest 
scale since the prohibition er Moonshining is being organized as a big business 
by racketeers and gamblers from coast to coast. Tax evasion is mounting by the 
vy. The Government is being cheated out of billions by the crooks swarming 
tha } 


da) 
into hootlegging business. 

So, because of the slump in legal liquor sales and the shifts in our drinking 
habits, the Treasury is collecting less at the $10.50 tax rate than it collected at 
the $9 tax rate. And the States are suffering as well, for they also tax liquor 
and thus any sales drop really hits the States hard. 

The liquor industry—largest industrial source of Federal revenue—is in trouble. 
Companies are begging for relief. 

Objective observers are calling today’s situation prohibition by pocketbook 
rather than by padlock and are suggesting that if America is to ban drinking 
again, the ban be slapped on all income classes, not just the poorer people. 

Another example of how the high excise tax rate is working out is presented 
in the fur industries. One topcoat manufacturer estimated that in New York 
City, the fur center of the Nation, the tax is avoided in 90 percent of the transac- 
tions in furs. 

There exists a unique and special moral danger in having an excess of taxation 
overly burden one industry as opposed to another. This problem was well stated 
by Special Commissioner of Revenue, David A. Wells, who in 1893 in his book 
Theory and Practice of Taxation, expressed himself as follows: 
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“Whenever a government imposes a tax on any product of industry so high 
as to sufficiently indemnify and reward an illicit or illegal production of the 
same, then such products will be illicitly or illegally manufactured ; and, when 
that point is reached, the losses and penalties consequent upon detection and 
conviction—no matter how great may be the one or how severe the other—will 
be counted in by the offenders as part of the necessary expenses of their business 
and the business, if forcibly suppressed in one locality, will inevitably be renewed 
in some other. It is therefore a matter of first importance for every government 
in framing laws for the assessment and collection of taxes, to determine, not only 
for fiscal but also for moral purposes, when the maximum revenue point in the 
case of each tax is reached, and to recognize that in going beyond that point, the 
government overreaches or cheats itself.” 


STATEMENT OF THE AMERICAN FARM BUREAU FEDERATION CONCERNING Topic 40, 
Excise Tax RATES 


GASOLINE TAX 


At the annual convention of the American Farm Bureau Federation held in 
December 1952, the following resolution was adopted with respect to the Federal 
gasoline tax: 

“Gasoline taxes should be reserved to the States and the present Federal tax 
on gasoline should be repealed.” 

The Federal tax on motor fuel is an undesirable form of taxation for general 
revenue. It is a tax upon industry, commerce, and agriculture that is paid 
even by those who do not have net earnings. Its incidence bears no relationship 
to ability to pay and it is a hidden tax. As stated in the resolution, it is re- 
garded as an area of taxation that should be reserved to the States. 

The foregoing AFBF resolution is included as a part of the long-time tax 
policy; the repeal of this tax is recommended “as rapidly as conditions will 
permit.” Since the Federal gasoline tax has been the producer of substantial 
amounts of revenue, and inasmuch as the unbalanced Federal budget is a major 
problem in the larger issue of stabilization of the value of the dollar and the 
general price level, we recommend that consideration be given to a tax reduc- 
tion on gasoline when taxes can be reduced without impairing the objective 
of a balanced budget. At the same time we feel strongly that if taxes are to 
be reduced in this Congress, that repeal of the Federal motor fuel tax should 
have a top priority. 


TRANSPORTATION AND COMMUNICATION TAXES 


In any consideration of excise tax rates, we urge the committee to consider 
also the repeal of the Federal taxes on transportation and communication. 
Transportation taxes, particularly on commodities, are a special burden on 
agricultural producers, These taxes likewise have no relation to ability to pay, 
constitute a hidden tax and, with many agricultural commodities, constitute an 
important element in the margin of prices between consumers and producers. 
We would emphasize again, however, that the major overriding issue at this 
time is the need to avoid continuous cheapening of the value of the dollar that 
goes along with a continuation of an unbalanced Government budget. We be- 
lieve the national objective should be the stabilization of the value of our 
money and the general price level, and the problems of tax rate changes un- 
questionably should be appraised with high regard for the attainment of this 
objective. 


Brirr SUBMITTED BY LAMP DIVISION, GENERAL ELectric Co., NELA PArK, 
CLEVELAND, OHIO, CONCERNING EXxcIsE Taxes ON ELEctTRIC LIGHT BULBS AND 
TUBES 


This brief to the Committee on Ways and Means of the House of Representa- 
tives of the Congress of the United States is presented by the lamp division of 
the General Electric Co. and prays for relief from the excessive operating ex- 
penses imposed upon us and those who sell our product by the excise taxes on 
eletcric-light bulbs and tubes. 
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We recognize that the direct expense of the Government for collecting excise 
taxes from manufacturers is small as compared to its expense in collecting many 
other forms of taxes. However, we sumit that the cost to the people of the 
country for collecting an excise tax on electric-light bulbs and tubes is excessively 
high for the amount of revenue obtained. 

We do not presume to speak for other manufacturers but we believe the facts 
relating to our business, upon which this brief is based, are typical of the 
industry generally. 

We do not appear in this matter altruistically or merely to make a point of 
economy in tax collection. Our selfish interest is to plead for the elimination 
of the addition to the cost of distribution of bulbs and tubes which is imposed 
by the excise tax. This was undoubtedly justifiable as a means of raising 
revenue for war purposes but it makes our industry less efficient in delivering 
bulbs and tubes to consumers at the lowest prices possible at a time when the 
efficiency of all industries should be at its highest im this respect for the good 
of the general economy. 

From 1932 until the higher wartime excise tax rates on electric-light bulbs and 
tubes were established by the Revenue Act of 1943, we paid the excise tax on our 
product and did not collect it from the consumer. We arrived at this conclusion 
only after considering several alternatives. We considered passing the tax on 
to the consumer through the trade channels. However, we estimated that the 
increase in our own costs, if we undertook the work of accounting, handling 
exemption certificates, etc., necessary to collect the tax from the consumer would 
be considerable. We also recognized that increased costs of the same nature 
would be imposed upon hundreds of wholesalers and hundreds of thousand of 
retailers in collecting the tax on millions of small sales to millions of purchasers. 
We also explored the possibility of paying the tax ourselves and then increasing 
our list prices to increase our receipts by an amount equal to the tax we paid as 
a means of relieving the wholesalers and retailers of the expense of collecting 
the tax from consumers. Since our list prices are our receipts plus the margins 
provided to merchants for selling our bulbs, we found that the increase we would 
have to make in list prices—which the average consumer pays—would be so 
much greater than the amount of tax we paid that we discarded the idea. We 
finally decided that we would have to absorb the tax in our costs rather than 
add to the expense of those selling our product or increase our prices to the 
average consumer to the extent which would have been necessary. 

When the excise-tax rates on electric-light bulbs and tubes were increased 
generally from 5 to 20 percent by the 1948 act (effective April 1, 1944), we ob- 
viously could not absorb the increase in the tax in our costs. As pointed out 
above, when the tax rate was 5 percent we could not find a way to absorb the 
tax and obtain an equal amount of increase in our net receipts by increases in 
our list prices without adding to the prices paid by the ultimate consumer much 
more than the tax we paid the Government. When the tax rate was increased 
to 20 percent the excess which would have been collected from the consumer by 
a list-price increase to recompense us for the tax paid would have been multi- 
plied several times and would have been entirely unjustifiable. We therefore 
again discarded the idea of collecting the tax by increasing list prices and, 
furthermore, OPA would not have let us do it at that time. So we had to start 
collecting the tax from the consumer. The cost and effect on the trade and 
purchasers has been all that we anticipated and protests and requests for relief 
have been general from all parts of the trade. 

Because of increases in our labor rates and in our costs of material, etc., we 
announced to our trade and customers that we would not be able to continue 
to absorb in our costs any part of the excise taxes on our product and that the 
entire tax would be passed on to the consumer on and after June 1, 1947. 

Electric-light bulbs and tubes are essential in almost every phase of the social 
and business life of the entire Nation. Bulbs and tubes of the types designed 
for general lighting are consumable, renewable necessities in our country in over 
44 million homes, 1,500,000 stores, 258,000 schools, 200,000 factories, 100,000 
office buildings, and several million other places, such as public buildings, streets 
and highways, buses, street and railroad cars, restaurants, places of entertain- 
ment, ete. 

To meet this widespread demand, merchants in many lines, and usually sev- 
eral in each community and neighborhood, sell lamps. Drugstores, grocery stores, 
general and variety stores, electrical, hardware, and department stores, gasoline 
service stations, and many others, large and small, in the cities and in rural 
areas sell electric-light bulbs and tubes because practically all of their customers 
at some time or other require and seek to buy them. 





GENERAL REVENUE REVISION 2899 


Wholesale merchants in various lines also handle electric-light bulbs and 
tubes to supply such stores and to their industrial and commercial customers 
which use them. 

These wholesale and retail merchants must collect the tax from the customers 
and remit this tax to the manufacturer. 

Below we show what the collection of an excise tax by the Government from 
a manufacturer in only 12 monthly transactions actually represents as an ex- 
pense burden on the trade. lor simplification in showing this we have estimated 
that of the total excise tax which we paid on electric-light bulbs and tubes during 
the calendar year 1952 the amount of $6,064,800 represents the excise tax we 
paid on bulbs and tubes of the types sold for use in the homes of the Nation. 

We paid this amount to the Government in only 12 monthly payments 
ng $505,400 each and we had the expense of separately recording 
‘ excise-tax collections averaging $180.68 each from 2,331 wholesale 
merchanis who, in addition to making and recording these 27,972 payments 
to us, had the expense of separately recording 2,295,000 excise-tax collections 
averaging $2.64 each from 191,250 retail merchants who, in addition to 
making and recording these 2,205,000 payments to the wholesale merchants, 
had the expense of collectil this tax on 91,800,000 separate transactions 
from 26,600,000 home consumers who handed these retail merchants an 
average of 6.6 cents in each collection. 

We have shown how, when applied to only a part of our large-type bulb and 
tube business, 12 economical collections of excise tax made from us by the Gov- 
ernment necessitated 96,445,956 transactions which had to be made and excise 
tax collected in the yvar 1952 by merchants in making 91,800,000 tax collections 
averaging 6.6 cents each from 26,600,000 home consumers. 

This is a real expense burden. When expanded to cover all types of bulbs and 
tubes which are used in the daily economic and social life of the Nation, it repre- 
sents an expense imposed upon the public which we submit is entirely out of 
proportion to the revenue obtained. 

Excise taxes are imposed on most electric lamps by a specific tax which is 
applicable to “electric-light bulbs and tubes.” Other electric lamps are made 
subject to excise taxes by their classification as automobile parts or accessories. 
The burden of expense on merchants selling all classifications is alike. Hun- 
dreds of thousands sell them and have the expense of collecting the tax on millions 
of small sales to millions of purchasers. 

Since we can no longer absorb any part of the excise taxes on our product, 
and since a reduction of the rate of the taxes would not in any way reduce the 
expense burden on us and those selling our product, we request your favorable 
consideration to the elimination of excise taxes on electric-light bulbs and tubes 
and on all electric lamps which may be subject to excise taxes by reason of their 
Classification as automobile parts or accessories. 


STATEMENT OF THE NATIONAL ASSOCIATION OF SHOE CHAIN STorES,’ New York, 
N. Y., IN RE Excise Tax ON LADIES’ HANDBAGS 


The National Association of Shoe Chain Stores represents operators of more 
than 5,000 shoestores in 48 States. Nearly all these stores are specialty shoe- 
stores selling footwear and accessory items. The sales volume of member stores 
is more than $600 million annually, which is between 20 and 25 percent of the 
total retail shoe business in the United States. Member stores cater predom- 
inantly to the popular price mass market. The overwhelming proportion of 
women’s footwear sold in these stores retails below $6 per pair. The related 
accessory items sold by member stores also are in the popular price field. 


EFFECT ON LIMITED BUDGET CUSTOMER 


According to the latest available data, retail shoestores sell between 15 and 
20 percent of the total domestic production of women’s handbags. Therefore, 
member stores have an important economic stake in this product. 

According to the National Authority for the Ladies’ Handbag Industry, almost 
60 percent of all handbags retail for $5 or less. Shoe chain stores represented 


1 National Association of Shoe Chain Stores Committee on Taxation: Jack M. Schiff 
(chairman), Shoe Corp. of America, Columbus; William M. Blackie, General Retail Corp., 
Nashville; Simon Edison, Edison Bros. Stores, Inc., St. Louis; Lester R. Falloon, Melville 
Shoe Corp., New York; I. M. Kay, the Berland Shoe Stores, Inc., St. Louis ; David L. Slann, 
Butler’s, Inc., Atlanta: George L. Smith, G. R. Kinney Co., Inc., New York; Morton B. 
Weiss, Triangle Shoe Co., Inc., Wilkes-Barre ; Edward Atkins (executive vice president). 
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in the National Association of Shoe Chain Stores report that the bulk of their 
handbag sales are made at $1.99, $2.99, and $3.99, and of these, the $1.99 and 
$2.99 handbags account for 75 percent, or more, of their total volume. There- 
fore, it is apparent that the 20-cent per dollar of retail handbag sales constitutes 
a levy which falls most heavily on the limited-budget customer. 


A SPECIAL INEQUITY 


The yardstick of equity must be applied to all taxation. In the case of our 
present excise-tax structure the glaring inequities are now universally recog- 
nized. Such recognition is contained not only in the record of congressional 
hearings and Treasury Department deliberations, but most currently in the 
resident's expression of disapproval voiced in connection with his veto of the 
legislation to eliminate the excise on motion-picture admissions, 

It would, therefore, be redundant to belabor the issue of inequity as it applies 


to our current excise structure. However, the excise on handbags represents 
a compounded inequity of a special nature. Nine years ago Congress included 


vomen’s handbags within the definition of “luggage” in enumerating “luxury” 
items subject to wartime luxury excise taxes. Whatever justification existed 
during World War II to deter unnecessary spending and conserve scarce ma- 
terials in regard to the general category of luggage is most certainly nonexistent 
today. It can only be supposed that “handbags” were originally included under 
“luggage” without due consideration being given to the necessity characteristic 
of this item of apparel for women. If there is general agreement that all excises 
now levied, with the possible exception of those on liquor and tobacco, cannot 
measure up to the test of equity, certainly the inclusion of ladies’ handbags 
within the present definition of taxable items baffles all logic. 


CONSUMERS WOULD BENEFTI 


While one the prime Government considerations in determining tax revision 
must obviously be the effect on revenue, the Government is also properly con- 
cerned with the effect on the consuming public. Speaking for retail distributors 
of an important share of total handbag production, we wish to point out that 
there exist no scarcities in materials or productive facilities for handbags. 
Therefore, the full effect of active competition would redound to the benefit 
of the consumer should the excise on ladies’ handbags be rescinded. There is 
every reason to believe that better merchandise values at more attractive prices 
would result, which in turn would stimulate greater employment within the 
industry and additional tax revenues, both corporate and individual. 

it is therefore urged that the earliest possible action be taken to correct this 
9-year inequity, by rescinding the 20 percent retail excise on ladies’ handbags. 


STATEMENT BY JOHN E. WILLIAMS, CHAIRMAN, TAXATION COMMITTEE, PENNSYL- 
VANIA BANKERS ASSOCIATION, Re Toprtc 11, THE TIME AND MANNER OF FILING 
RETURNS, AND DECLARATIONS FOR INDIVIDUALS 


The Pennsylvania Bankers Association, composed of almost a thousand banks 
and trust companies in Pennsylvania, through their taxation committee, wishes to 
join the other groups and organizations of taxpayers that have registered their 
sincere desire for an extension of time for filing individual Federal income-tax 
returns and declarations of estimated tax. 

The 214%4-month filing period for individual returns has remained unchanged 
since 1919 despite the tremendous increases in— 

(a) The number of returns filed; 
(b) The amount of tax money involved; and 
(c) The complexities of the tax law. 

Many individuals who formerly prepared and filed their own returns have 
turned to the specialists—accountants, attorneys, and tax departments of banks— 
for income-tax work. It is recognized that returns prepared by these professional 
groups are superior in accuracy and completeness and, I beljeve, in honesty. 

I speak for tax departments of banks, but the same gravamen is applicable for 
accountants and attorneys: 24% months is no longer sufficient for the workload. 
Accuracy and morale must suffer if the pressure of work and overtime are not 
reduced by extension of the filing period. 

Statements already filed have detailed many reasons for an extension applicable 
both to the final returns and the declarations. I do not wish to trespass on your 
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time by repetition of the reasons that have been ably presented by others. How- 
ever I would like to mention this: the Commissioner and then the Congress have 
already seen fit to extend the filing period for fiduciary income-tax returns of 
trusts and estates. There is all the more reason to extend the period for indi- 
viduals, as the completion of the return for an individual reporting fiduciary 
income must follow the preparation of the fiduciary information. 

This statement is respectfully submitted on behalf of our association by one 
who has been the operating head of a tax department for almost 20 years, with 
the hope that the desired extension can be made effective for the next filing 
period. 





STATEMENT ON BEHALF OF THE AMERICAN BAR ASSOCIATION IN RE Topic 30, THE 
VARIOUS PROVISIONS RELATING TO INCOME DERIVED FROM FOREIGN SOURCES 


Inasmuch as a representative of the American Bar Association will not 
appear in person on the above topic it is requested that this statement be 
received ani filed. 

This subject is covered by sections 135 and 136 of the bills introduced by 
Chairman Reed and Representative Camp in July 1951 (H. R. 4775 and H. R. 
4825, 82d Cong.), containing numerous revenue revisions made by the American 
Bar Association. 

Section 1385—Refunds based on foreign tax credit 

Section 131 (c) of the Internal Revenne Code permits the Commissioner, 
without any time limitation, to assert additional tax for prior years resulting 
from any claim of foreign-tax credit in excess of the foreign tax which is ulti- 
mately paid by the taxpayer. However, if the amount of credit claimed under 
section 131 for foreign taxes is less than the amount ultimately paid, and if 
the statute of limitations for filing refund claims has expired under section 
322 of the code at the time that the additional foreign taxes are finally deter- 
mined, the taxpayer is barred by the statute of limitations from securing a 
refund of United States taxes paid for the earlier year because of his not 
having claimed a sufficient amount of foreign-tax credit. In other words, the 
assessment of additional United States taxes is never barred, whereas the 
refund of United States taxes is barred within the customary periods in 
section 322. 

The proposed revision affords parallel treatment in the two instances referred 
to, providing equality to taxpayers with respect to the treatment of such for- 
eign-tax credits. 

A provision to make this recommendation effective was contained in the Reed- 
Cap bill and is being filed with this statement. 

Section 136—Accrual of foreign tares 

Under present rulings, credits for foreign taxes are not allowable to accrual- 
basis taxpayers until the final determination of controversies abroad with 
reference to such foreign taxes. Delay in such foreign determination often 
results in the taxpayers’ loss of any substantial bencfit of the credit, because of 
reuction or elimination of foreign income in the later year and the resultant 
credit restriction under section 131 (b) of the code. 

The proposed amendment authorized the computation of such foreign-tax 
credits under the rule of accrual in the year with respect to which tax is 
imposed. 

A provision to make this recommendation effective was contained in the 
Reed-Camp bill and is being filed with this statement. 


TEXT OF AMENDMENT PROPOSED BY AMERICAN BAR ASSOCIATION RELATING TO TOPIO 
80, THE VARIOUS PROVISIONS RELATING TO INCOME DERIVED FROM FOREIGN 
SOURCES 


Section 135—Refunds based on foreign-tax credit 
Section 131 (c) (relating to adjustment on payment of accrued foreign taxes) 
is hereby amended by striking out the period at the end of the first sentence 
thereof and inserting in lieu thereof a comma and the following: “without regard 
to any period of limitation with respect to the time for filing claims prescribed 
by said section.” 
37746—53—pt. 4——-48 
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Section 136—Accrual of foreign tares 

Section 131 (d) (relating to year in which credit for foreign taxes is taken) 
is hereby amended by adding at the end thereof the following sentence: “For 
the purpose of this section, taxes of the foreign country or the possession of 
the United States shall be deemed to accrue in the year with respect to which 
such tax is imposed.” 


STATEMENT ON BEHALF OF THE AMERICAN BAR ASSOCIATION IN RE Toprc 37, Ex- 
CLUSION OF PENSION AND RETIREMENT INCOME FOR SPECIFIC TYPES OF 
EMPLOYEES 


Inasmuch as a representative of the American Bar Association will not appear 
in person on the above topic it is requested that this statement be received and 
filed. 

Under existing law, partners and sole proprietors may not be included as 
beneficiaries under pension plans for their employees under section 165 of the 
code, although stockholders employed by their corporation are not so affected, 
The result is to discourage the establishment of such plans for the employees 
of business conducted in noncorporated form, and to discriminate against em- 
ployees of unincorporated business. Section 106 would amend section 165 of 
the code by providing that the sole proprietor or partner who performs personal 
services in the business shall be treated as an employee as well as an employer 
for the purpose of that section; that the part of his income from the business 
which is attributable to his services shall be deemed compensation; and that 
where both personal services and capital are material income-producing factors, 
the apportionment of income to services shall be made under regulations pre- 
scribed by the Commissioner, 


TEXT OF AMENDMENT PROPOSED BY AMERICAN BAR ASSOCIATION RELATING TO TOPIC 
30, EXCLUSIVE OF PENSION AND RETIREMENT INCOME FOR SPECIFIC TYPES OF 
EMPLOYEES 


Section 106—Pension trust, partnerships, and individual proprietorships 

Section 165 (relating to employees’ trusts) is hereby amended as follows: 

(a) By inserting in subsection (a) (3) (B) and (4) thereof after “share- 
holders,” the following: “individual proprietors, partners,” ; and 

(b) By adding at the end thereof the following new subsection: 

“(e) For the purposes of this section, (1) an individual proprietor and mem- 
bers of a partnership who perform personal services in the business of such 
proprietorship or partnership shall be deemed ‘employees’ as well as ‘et- 
ployers’; (2) the portion of the profits of such individual proprietor and par- 
ners attributable to their personal services shall be deemed ‘compensation’; 
and (3) in the case of a taxpayer engaged in a trade or business in which both 
personal services and capital are waterial income-producing factors, the de- 
termination of the portion of profits attributable to personal services shall be 
made under regulations prescribed by the Commissioner with the approval of 
the Secretary.” 





STATEMENT OF TITE NATIONAL CONFERENCE ON PunsiIc EMPLOYEE RETIREMENT 
Systems, CLEVELAND, Ouro (Newent B. Waters, CHAIRMAN, AND WARD 
ASHMAN, CHAIRMAN, LEGISLATIVE COMMITTEE) 





Gentlemen, the National Conference on Public Employee Retirement Systems, 
representing over a million and a half public employees, including municipal, 
county, State, and Federal employees, school employees, firemen, and policemen, 
bave urged the exemption from Federal income taxation of retirement income 
of public employees and their dependent survivors for many reasons: 

First, retirement income is static: Retirement incomes have remained fixed 
and inflexible, unable to adjust to fluctuating wages and steady increases in the 
overall cost of living. 

Second, inflation: In the last 15 years, living costs and current earnings have 
doubled with but only a comparatively small increase in “retirement” income. 
In fact, while the amount of income in dollars hus slightly increased, there has 
been a sharp decrease in the purchasing power which was anticipated when the 

ndividual’s retirement income program was planned. In 1940 an average public 
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employee, under one of the many public-employee retirement plans, could look 
forward to retiring on somewhat more than half pay—tax-free. Today, the 
averuge public employee upon retirement is receiving only one-third current 
average puy and, in addition, must pay income tax, This makes a reasonable 
standard of living difficult to maintain. 

Third, rising taxes: When originally planned, modest retirement incomes were 
rarely subject to income taxes, but in recent years have been increasingly 
subject to Federal taxation in particular. In 1939, an individual whose current 
retirement income consisted of $1,800 per year, at most paid a $20 or $25 tax. 
According to BLS statistics, today’s equivalent would be a retirement income of 
around $3,400, on which the recipient would pay a ederal income tax of approxi- 
mately $370 (or $500 if under ave 65) unless falling within one of the groups 
whuse pensions are exempt or excluded from income taxes. 

Fourth, discriminatory exemption legislation: The National Conference favors 
the adoption of legislation which will relieve retired public servants from the 
burden of income taxation not equitably born by all retired persons in the body 
politic. 

In 1938, it made little or no difference whether or not the individual with a 
modest pension or retirement benefit had, or did not have, his income exempt 
or excluded from taxes. At that time he paid little or no Federal income tax, 
Today, an individual who has an exempt or excluded pension as part of his 
income, fures quite differently than an individual who has no such exemption or 
exclusion. 

According to recent estimates, old-age and survivors’ insurance, railroad retire- 
ment, and veterans’ programs, have an aggregate of some 8,8 million beneficiaries ; 
the bulk of which are age 65 and older. The benefits under each system are non- 
taxable. There are some 244 million on old-age assistance. These benefits are 
not taxable. The OASI, railroad retirement, and veterans’ programs are 
scheduled to grow substantially over the years. The time is very near when a 
majority of the aged, under existing law, will have a special retirewent income 
exeluption or exclusion. There is obviously a tremendous tax discrimination be- 
tween the retired person without special nontaxed income and the retired person 
with special nontaxed income. 

For these reasons, we favor the passage of H. R. 5180 as a tax equalization 
proposal for retirement income which is modest indeed in comparison with the 
billions in tax-free benefits paid the millions receiving old-age and survivor's 
insurance, Old-age assistance, railroad retirement, and veterans’ benefits. The 
proposal is only a modest recognition of the situation of the aged whose retire- 
ment income is a result of their hard work and thirft, and is not tax-free like 
the tax-free benefits received under railroad retirement, veterans’ laws, and old- 
age and survivor’s insurance, 

H. R. 5180 does not create any special tax treatment of any special class, but 
is merely an equitable tax adjustment in favor of aged individuals who are 
presently taxed on their retirement income, reducing the disparity in their treat- 
ment and the treatment of several million aged who have tax-free retirement 
incomes by virtue of rulings or special exemption. 

We ask, therefore, that you support H, R. 5180, which would eliminate much 
of the present income tax disparity in treatment of various classes of retired 
individuals. 





RECOMMENDATIONS FOR REVISIONS IN THE INTERNAL REVENUE CoDE ON NoRMAL 
AND SURTAXES, PRESENTED BY MEMBERS OF CONTROLLERS INSTITUTE, THROUGH 
Irs NATIONAL COMMITTEE ON FEDERAL TAXATION 


I. “LIFO” INVENTORY METHOD (TOPIC 19) 


The law dealing with involuntary liquidation of inventories during the war 
years (1941-47) was designed to allow the costs of the year of liquidation to be 
charged with the replacement cost of such liquidated inventory rather than its 
inventory cost. This provision applied to replacements made before the end of 
1950; extended to the end of 1952 by Public Law 919 (1951). 

It was obviously assumed that taxpayers could be expected to make such 
replacements by the end of 1952 and, in particular, that replacement goods would 
be available. The facts have proved to be otherwise, Not only have taxpayers 
been unable in many instances to obtain goods to replace their wartime liquida- 
tions, but they have suffered further involuntary liquidations. Provision was 
made for certain of these later liquidation by Public Law 919 (1951), which 
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allowed a similar adjustment for involuntary liquidations during 1950-53 as was 
originally allowed for wartime liquidations. The later adjustment was condi- 
tioned on replacement being made before 1956. 

At this point there existed three periods in which involuntary liquidation could 
occur: 1941-47, 1948-49, and 1950-53. No adjustment was permitted in respect 
of liquidations in the middle period, 1948-49. Furthermore, as replacements 
made during 1951 and 1952 cou'd have applied to involuntary liquidations in 
either the first or the last of the three periods, it was necessary to determine how 
replacements were to be applied. This was done by section 306 of the Revenue 
Act of 1951, which provided that involuntary liquidations during 1950-53 should 
be treated as having occurred prior to 1941-47 liquidations. This, added to the 
existing provision that replacements were to be deemed to apply to the most 
recent liquidations, resulted in replacements during 1932-55 being applied to 
liquidations in this order : 1948—49, 1941-47, and 1950-53. 

It is desirable and proper that the right of replacement of wartime involuntary 
liquidations should be extended. The present emergency has prevented the 
replacement of many items. It is also desirable that replacements should he 
applied to 1941-47 involuntary liquidations before liquidations occurring during 
194849. Accordingly, we recommend that the replacement period for 1941-47 
involuntary liquidations be extended at least through 1955, and that replacements 
he applied first to involuntary liquidations of the 1941-47 period and then to such 
liquidations of the current emergency period (1950-53). 

Under the law as it now stands a year in which involuntary liquidation takes 
place remains open, for tax purposes, until the year of replacement. In the case 
of such liquidations during 1941 that year is still open if rep!acements of all 1 IFO 
inventories have not already been made, and it may remain open through 192. 
We recommend that the income of the year of involuntary liquidation should be 
adiusted by the difference between the inventory cost and the current replacement 
cost of the liquidated items. The d'fference between such current cost and the 
replacement cost as determined in the year of actual replacement cou'd be 
adjusted in such year. If replacement is not made the interim adjustment should 
be reversed in the last year in which replacement would have been recognized. 


Il. EMPLOYEE BENEFITS (TOPIC 15) 
(a) Death bencfits 


Section 302 of the Revenue Act of 1951 amended section 22 (b) (1) of the code 
to provide tax exemption for death benefits paid by an employer to the bene- 
ficiaries of a deceased employee. Paradoxically, however, this provision applies 
only when the payments are made pursuant to a contract of the employer pro- 
viding for such payment. 

Under the prior law the existence of an obligation on the part of the employer 
was fatal. Voluntary payments, on the other hand, usually to widows, were 
considered gifts and excludib'e from income. Now contractual payments are 
eyempt, and voluntary payments, in the Bureau view at least, are taxable—the 
former exemption rule having been repudiated by the Bureau (1. T. 4027, 1950-2 
Cum, Bull.9). Thus, there has been a complete turnabout, with the less favorable 
treatment being accorded the historically and conceptually better case. 

We recommend the removal of the limitation now found in section 22 (bh) (1) 
(B), viz, that in order to be excludible from income employee death-benefit 
payments must be made pursuant to eentract, so that all such rayments, whether 
or not made pursuant to contract, would be covered by the section. 


(bd) Stock options 

The Revenue Act of 1950 added a new provision to the Internal Revenue Code, 
section 130A, dealing with employee stock options. The merits of this provi- 
sion aside, it is highly ambiguous and unnecessarily complicated and lays down 
some impractical rules that should be eliminated. 

1. Section 130A is silent as to estates of deceased employees except in con- 
nection with the definition of “disposition” and except for the consequences of 
making death the alternative taxable event under subsection (hb). It should 
be made plain that an option may be exercised by a deceased employee's estate 
within a specified period of time, which may have to be longer than the 3-month 
termination-of-emrloyment rule of subsection (a) (B). 

2. A type of option which is unsatisfactorily covered even by the regulations 
is one which is not expressed in terms of a fixed price, but in terms of a per- 
centage of the market value of the stock at some future date, for example, an 
option to acquire stock in the next 30 days for 95 percent of its fair market 
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value when acquired. Such arrangements should be brought within the section. 
In many ways they offer less of a “free ride” than the conventional option. 

3. Subsection (e) (2), dealing with modifications, extensions, or renewals, 
needs considerable further refinement. With the subsection in its present form, 
any form of “new deal” is virtually ruled out, because of the danger that it 
might be regarded as a modification, extension, or renewal of a former arrange- 
ment. As a matter of fact, why the rule of (e) (1), i. e., that the modification, 
extension, or renewal is a new option, should not be controlling for all purposes 
is difficult to comprehend. We recommend taking account of the fair market 
value of the stock at the date of modification, extension, or renewal alone. 

In addition to the foregoing, we think the treatment of subsection (a) (1), 
(2). and (3) should be extended, without reference to any of the percentage 
requirements or other restrictive rules found in section 130A, to the broad type 
of employee stock option plans or stock purchase plans which are generally 
available on a nondiscriminatory basis in proportion to salary level to all em- 
ployees meeting certain minimum service requirements. If any restrictions are 
attached, they should be along the lines of requiring that the stock be common 
stock, the value of the shares for which each employee is permitted to subscribe 
in nny vear be less than a percent (considered by Congress reasonable) of his 
total compensation from the employer, the total number of shares deliverable 
tu elpioyees in any year under the pian be less than a percent (considered by 
Congress reasonable) of the total number of shares of the offering corporation 
issued and outstanding at the beginning of such year, and the number of shares 
deliverable to any employee in any year under the plan be less than a percent 
(considered by Congress reasonable) of the total number of shares of the offer- 
ing corporation issued and outstanding at the beginning of such year. 

Under present economic and social conditions, the primary or even an incidental 
purpose of such stock-purchase plans is not to provide additional compensation 
to employees but to interest employees generally in the management side of the 
business and to take advantage of an important and hitherto untapped source 
of equity capital. There is a rising concern over the shift in corporate financing 
from equity to borrowed capital, and provisions of the sort suggested here will 
help to curb this shift. The universal application of unnecessarily restrictive 
rules to all stock option or stock purchase plans, regardless of the number of 
shares available to each employee or the amount of alleged compensation which 
may be derived in any case, merely serves to impede or prevent their use in 
circumstances where sound business judgment might otherwise dictate that 
they be adopted. The accounting burdens involved in applying a section like 
section 130A to a large plan make it virtually impossible to apply the section. 
(c) Pension and profit sharing plans (topic 16) 

(1) Subjection to estate and gift taxes: Under certain pension or annuity plans 
the employee has the option to accept a lower rate of benefit upon retirement 
than he would otherwise be entitled to, in order to have the paymeuts continued 
to his beneficiary after his death. There are other forms of survivors’ benefits 
under pension and annuity plans,-as for example where a minimum number of 
payments is guaranteed. While it is not clear under the present law, it may be 
held that the value of these survivors’ benefits is subject to gift tax or estate tax 
and also to income tax when received, with a reduction under section 126 (c) for 
the proportionate part of estate tax paid. It is not believed that this double 
taxation was intended by Congress, and it certainly is more reasonable to give 
these receipts by beneficiaries the same tax treatment as if the employee received 
them. 

Accordingly, we urge that the value of the survivors’ rights be exempted from 
gift tax and estate tax. 

(2) Employees dying in service: In determining the net taxable estate of a de- 
ceased employee covered by a qualified profit-sharing plan, there should be allowed 
as a credit any income tax paid or payable by his estate or beneficiaries with 
respect to income received from such profit-sharing plan. In other words, the 
estate tax payable in such case should be no greater than in the case of an 
elployee who retires and himself pays the income tax on the profit-sharing pro- 
ceeds received, thereby automatically reducing his net estate. 

(3) Lump-sum payments received after retirement: Section 165 (b) prescribes 
capital gain treatment for a lump-sum distribution from a qualified trust upon 
separation from service. However, there are no similar provisions in case of 
such a distribution from a qualified plan where no trust is involved (as for 
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example where the plan is operated through a group annuity contract) or where 
the lump-sum distribution is made after the retirement of the employee. 

The reasons for the adoption of section 165 (b) apply equally to these other 
situations. Taxing such lump payments as ordinary income in the year of 
receipt at graduated rates although the income has been accumulated over a 
period of years is grossly inequitable. In addition, where the lump-sum benefit 
is paid to the employee’s widow or beneficiary, either under a nontrusteed plan 
or after retirement of the employee, the dissipation of the lump-sum payment 
through disproportionate taxation results in an unwarranted diminution of the 
security of the employee’s dependents thus defeating an important purpose of 
the plan. 

Accordingly, we recommend that capital gain treatment be extended to luimp- 
sum payments by qualified nontrusteed plans and to such payments after retire- 
ment of the employee. 

(4) Consolidated groups: Many plans cover more than one corporation and 
within a corporation may cover more than one group of employees having dif- 
ferent coverages as required by union contracts or other agreements. Also union 
contracts may cover the employees of several affiliated companies. Because of 
long-standing methods of operation employees may be shifted between affiliated 
corporations because of changes in duties or products or business. In many 
instances it is impossible to determine actuarially the financial liability for 
pensions on an individual corporation basis. The liability for pensions may 
be decreased or increased several times for employees individually and by 
groups by changing laws and union contracts. These problems have been rec- 
ognized by the Internal Revenue Bureau at various times. (See P. S. No. 14, 
1944 P-H par. 66352: special ruling, October 23, 1944, 448 ©. C. H. par. 66382; 
P. S. No. 51-A, 1945 P-H par. 76276; special ruling, 1945 P-H par. 76281; special 
ruling, March 5, 1947, 1947 P-H par. 76126; Fredérick J. Wolfe, 8 T. C. 689 
(1947) ; P. S. No. 62, 1950 P-H. par. 76285.) 

Internal Revenue Code sections 23 (p) and 165 seem to have been written 
without consideration of the problems involved in a plan covering more than 
one corporation and consolidated regulations do not refer to the issue. P. S. 
51A makes an approach to the problem by allowing contributions to be made to 
a trust covering 2 or more corporations in relation to eligible payroll of employees 
covered by the trust but this solves only 1 small problem. 

We recommend a revision of the law providing where more than one corpora- 
tion is covered by a plan or trust, or both, that the plan shall be considered 
as the plan of one employer for the various limitations contained in sections 23 
(p) and 165 unless by reasonable actuarial methods the various limitations can 
be applied on a separate corporation basis and that the taxpayer shall be 
allowed to choose whichever method suits his situation best. 

In addition, consolidated regulations should provide, in a manner similar to 
the present treatment of contributions, that deductions applicable to such plans 
shall be allowed on a consolidated basis. 


III. BAD DEBT RECOVERIES (TOPIC 32) 


Section 22 (b) (12) of the Internal Revenue Code permits the tax-free recov- 
ery of bad debts previously deducted if the prior deduction did not result in a 
tax benefit. Both the applicable committee reports and the regulations limit 
this treatment to cases where the specific chargeoff rather than the reserve 
method is employed in accounting for bad debts. We think this distinction 
cannot be justified as a matter of policy. 

The effect of recoveries on income, though indirect, is as real in the case of 
the reserve as in the case of the specific chargeoff method. Through being added 
back to the reserve, they reduce the deductible additions to the reserve, thereby 
increasing taxable net income. If, at the time of the earlier charge, any portion 
of the reserve represented amounts which had not been beneficially deducted, 
the loss was without tax benefit and to permit the recovery to increase net 
income is to produce the same inequity that section 22 (b) (12) was designed to 
prevent in the case of the specific chargeoff method. The fact that it may not 
be possible to identify particular recoveries with particular prior deductions 
does not affect the case in principle. The same general problem existed under 
section 711 (a) (1) (E) and (2) (H) of the World War II excess-profits tax, 
and the courts forced the Commissioner to place specific chargeoff and reserve 
method taxpayers on a parity. The justice of this treatment was recognized 
by Congress when it enacted the current excess-profits-tax law, equality of treat- 
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ment being spelled out in the corresponding provision of that act, section 433 
(a) (1) (G). 

We recommend that section 22 (b) (12) be extended to cover taxpayers on the 
reserve method of accounting for bad debts. We further recommend that this 
be done by adopting the following rules: (a) The allowable addition to the bad- 
debt reserve for any recovery year shall be increased by the amount of any re- 
coveries for such year to the extent that at end of the year or years the recovered 
debts were charged against the reserve it consisted of amounts not beneficially 
deducted, and (b) the bad-debt reserve in any year shall be deemed to consist 
of amounts not beneficially deducted to the extent that in such year a prior 
years additions were made to the reserve without any resulting tax benelit, 
reduced by any intervening recoveries under (a) properly relating thereto. 


IV. DEDUCTIONS (TOPIC 18) 


(a) Expenses 

A great part of the difficulty and expense in administering the tax law both 
for the Bureau and the taxpayer involves the shifting of expenses from one year 
to another. Most of the trouble arises out of “second guessing” to gain the 
advantage of a changed tax rate applicable to a certain year or the shifting 
of a gain or loss to a year where it might be absorbed or magnified. 

Most of this trouble could be obviated and very little revenue lost if deductions 
were allowed in accordance with sound and consistent accounting principles as 
reflected on the books of account of the taxpayer. 

It is our suggestion that unless the accounting principles used are inconsistent 
or not in accord with reasonable accounting principles, or tax bases theretofore 
agreed upon, an accrual on the taxpayer's books should be presumed to be correct, 
We believe that this is in accordance with the spirit and purpose of Internal 
Revenue Code section 41 and should be strengthened by the presumption. 

This relief is needed urgently and immediately to eliminate the effect, for 
exaniple, of the South Tacoma Motor Co. (3 T. C. 411) decision, and the difficulties 
in ascertaining the proper time for deduction of State, local taxes, excise and 
customs taxes. (See Keller-Dorian Corp,, 153 Fed. (2d) 1006; also Security Flour 
Mills.) These items can and do cause not only great troubles on audit but result 
in the variation and serious warping of corporate rates in application to different 
taxpayers. 


(b) Stamp tares 


Prior to the Revenue Act of 19483 stamp taxes on the issuance of stock or 
securities were currently deductible whether imposed by State or Federal auth- 
ority. The act removed all Federal import duties, excise taxes, and stamp taxes 
from the provision governing the deductibility of taxes as such and permitted 
them to be deducted only if they would be otherwise allowable as business or 
nonbusiness expenses. 

While this treatment may be justified as to such items generally, it ought not 
to apply to stamp taxes on the issuance of corporate stock or securities since they 
are incurred in connection with a business. If similar State taxes are currently 
allowable, so ought the stamp taxes imposed by the Federal Government. His- 
torically, taxes have been treated as a special class of deduction; capitalization 
has been the exception rather than the rule. Since these items are business items, 
their allowance would not conflict with the policy which underlay the 1943 act 
change, viz, partial nullification of the excise tax structure through allowance 
of such taxes as deductions to individuals where they represent personal, living, 
or family expenses. 

We recommend that stamp taxes paid by a corporation upon the issuance of 
stock or securities be restored to section 23 as currently allowable deductions, 
unless the taxpayer elects to capitalize them. 


(c) Loss on investment in affiliates 


The recent national emergency has taught industry that its members can work 
with one another in the promotion of developments. These are just what their 
name signifies, developments, and they may succeed or they may fail. If such 
developments are carried on by a corporation and fail, and one corporation does 
not happen to own 95 percent of the capital stock, the loss is not permitted as a 
deduction under sections 23 (g) (1), 23 (g) (2), and 23 (k) (2) by the corporate 
stockholders. Therefore, there have been joint venture attempts, and the like, 
that could properly function more efficiently under the corporate setup. 
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We recommend, therefore, that sections 23 (g) (4) and 23 (k) (5) of the 
Internal Revenue Code be amended so as to require ownership of no more than 
25 percent (instead of 95 percent) of the stock of the issuing corporation. Invest- 
ments by a corporation in 25 percent of the stock of other corporations are not as 
a rule stock speculations. In other words, the difference between 25 percent 
ownership and 95 percent ownership is not necessarily the difference between 
speculation and investment. The Internal Revenue Code should recognize this 
fact. The recent national emergency has proved that such investments can be 
of material benefit to the Nation, and they should not be discouraged by income- 
tax laws. 


(d) Depreciation (topic 20) 

While taxpayer consistency is desirable to protect the revenues, real equity 
requires the widest possible reliance upon business practice and judgment to fix 
the speed of the return of capital investment in order to meet the wide divergence 
of operating conditions in the many different businesses. 

The present policy of treating taxpayer’s depreciation deductions as fair 
game upon audit, dates from the issuance of Treasury Decision 4422 (sec. 29.23 
(1)-5 of regulation 111) in 1934. Prior to the issuance of Treasury Decision 
4422 the regulation contained the following sentence : “While the burden of proof 
must rest upon the taxpayer to sustain the deduction taken by him, such deduc- 
tions will not be disallowed unless shown by clear and convincing evidence to be 
unreasonable.” 

Under the circumstances it is worthwhile to review the reasons for the change, 

The revision of the regulations was occasioned by the concern felt by the 
commitees in Congress that depreciation deductions were bulking so large as to 
dry up the revenue. A subcommittee of the Ways and Means Committee recom- 
mended that for a 3-year period 1934-86 depreciation deductions otherwise 
allowable by law should be reduced by an arbitrary 25 percent. The subcom- 
mittee did not take the position that the currently allowed deductions were 
excessive: in fact their recommendation was preceded by the phrase, “While 
recognizing the soundness from an accounting standpoint of these deductions.” 
It was simply that money was needed. The recoinmmended reduction was to be 
temporary, and the committee observed— 

“* * * no permanent injustice will be done individuals or corporations, as the 
basis of the depreciable or depletable property will only be reduced by the amount 
of these items allowable after the 25-percent reduction.” 

The Treasury objected to the subcommittee’s recommendation and by letter 
to the chairman of the Ways and Means Committee proposed to handle the prob- 
lem administratively. It was in this letter that excessive depreciation was first 
alleged to exist. Treasury Decision 4422 was issued in consequence, striking out 
the sentence which had previously appeared in the regulations, emphasizing that 
the burden of proof is on the taxpayer, and requiring a much greater degree of 
proof of reasonableness than had hitherto been the case. This ushered in an era 
of unrestrained substitution of Bureau judgment for taxpayer judgment in the 
ealculation of depreciation allowances. 

The so-called tightening up of depreciation policy has not been an unmixed 
blessing from the standpoint of the revenues. The result was to shift a consider- 
ab'e amount of depreciation from the low tax rate years which prevailed prior 
to 1940 to the high tax rate years which began with the Second Revenue Act of 
1940. It also produced higher excess-profits credits than would otherwise have 
been the case. In the main, in the absence of manipulation, no real harm can 
come to the revenues through allowing the taxpayer great latitude in calculating 
depreciation deductions. Only short-term benefits or drawbacks are calculable 
and these usually wash out over the long period. 

We in effect recommend that the regulations be restored to what they were 
prior to 1984. Allegations that the prior regulations produced excessive deprecia- 
tion seem, from the record, to have been afterthoughts. The subcommittee’s 
concern was merely that revenues were being greatly reduced by depreciation 
deductions. The trouble was that in a period of reduced income fixed charges 
take on a high percentage ratio. It was not claimed that taxpayers were getting 
away with anything. 

Any reasonable method or combination of methods should be allowed; such as 
average life, remaining life, composite, declining balance, sinking fund, unit of 
production, retirement method, etc. Variations in method or additional or 
smaller deductions should be allowed for loss in part of useful value, variations 
in incidence of obsolescence, changing trade practies, and changes in useful 
life of investment in capital assets through wear or otherwise. And finally, 
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once a taxpayer’s year has been audited, the amount of depreciation for that year 
should not later be changed (if it has provided tax benefit) except for mechanical 
errors of addition and subtraction. 


V. INTERCORPORATE DIVIDENDS (TOPIC 26) 


From 1918 to the end of 1935 dividends received by one domestic company 
from another were not subject to Federal income tax. However, beginning 
with 1936, 15 percent of intercompany dividends have been subject to tax. 

In 1936 the income-tax rate was only 15 percent so that the effective tax rate 
on intercompany dividends when first imposed amounted to only 2.25 percent. 
Under the 52 percent income-tax rate now in effect, the dividend tax amounts to 
7.8 percent and the burden of this unwarranted tax has become much more 
serious than in 1936. 

Under our present tax system with a corporation, all of whose stockholders 
are individuals, the earnings are taxed twice; once to the corporation and again 
to the stockholders. The imposition of a further tax as corporation earnings 
pass through the hands of another corporation before distribution to the bene- 
ficial owners is discriminatory, economically unsound and unwarranted. 

We urge that the intercompany dividends be excluded from gross income. 


VI. IMPROPER ACCUMULATION OF SURPLUS (TOPIC 39) 


We urge four amendments to section 102 of the Internal Revenue Code, none 
of which it is believed prevents the functioning of this penalty tax against the 
real improper accumulation of surplus: 

(a) For the entire burden of proof to be on the taxpayer, the taxpayer shall 
have failed to file a statement listing in detail the reasons why the needs of 
the business require such retention; otherwise the burden is on the Commissioner, 

(4) Dividends paid within 75 days after the close of the year should be de- 
ducted in computing the corporation’s income for the purposes of the penalty 
tax under section 102. 

(c) Since the section is designed to tax the unreasonable accumulation, that 
which is reasonable even though accumulated should be deducted in computing 
the corporation's income for the purposes of the penalty tax under section 102. 

(d) Because of the uncertainties involved in possible section 102 liability and 
since the purpose of the section is solely to insure taxation at the shareholder 
level, a corporation which has failed to distribute income which it is later held 
should have been distributed should be permitted to avoid the penalty tax by 
a current distribution, in the Same manner as so-called deficiency dividends 
are permitted under section 506 for purposes of the personal holding company 
tax. 


VII. TRANSFER TO SUBSIDIARY OF ASSETS ACQUIRED ON REORGANIZATION EXCHANGE 
(TOPIC 27) 


The acquisition by the P corporation solely for voting stock of substantially 
all the assets of the X corporation is a valid reorganization under section 112 
(z) (1) (C) of the Internal Revenue Code. Frequently, however, P desires 
for valid business reasons that the operation of the acquired business be in the 
hands of a controlled subsidiary S, existing or newly created. But if P re- 
arranges the transaction to accomplish this, either by having X transfer the 
assets directly to S or by itself making such transfer immediately upon receipt 
of the assets, the entire reorganization is destroyed. S is regarded as the 
acquiring corporation, and since its voting stock was not the consideration 
passing to X, section 112 (g) (1) (C) is not satisfied. And even if this hurdle 
is surmounted, P does not qualify as a “party to a reorganization” under sec- 
tion 112 (g) (2). (See Helvering v. Groman, 302 U. S. 82 (1937); Helvering 
v. Bashford, 302 U. S. 454 (1938); Anheuser Busch, Inc. v. Helvering, 115 F. 
(2d) 662 (C. C. A. 8th, 1940), cert. den. 312 U. S. 699.) 

Taxation of X and its shareholders under these circumstances cannot be 
defended on any rational grounds. It is apparent that in substance and effect 
the transaction is the same as though the assets were transferred in a tax-free 
exchange to the parent corporation and the parent corporation in a subsequent 
but legally separate and independent transaction made a tax-free transfer of 
the assets so acquired to the subsidiary as a capital contribution or in exchange 
for its stock. It is often convenient or advisable for business reasons to con- 
duct a business so acquired as a separate unit through a subsidiary corporation. 
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No purpose or policy of the reorganization provisions would be violated by amend- 
ing them so as specifically to cover this type of case. 

We, therefore, recommend amendment of section 112 (g) to permit assets 
acquired for stock to be transferred to a subsidiary of the stock-issuing cor- 
poration without destroying the transaction as a nontaxable reorganization. 


VIII. SALE OF A BUSINESS (TOPIC 27) 


There are three ways in which a business which is already in corporate form 
can be sold to another corporation, viz: 

(a) The assets can be distributed to the shareholders in liquidation, where- 
upon the shareholders can make the sale to the purchasing corporation. Prop- 
erly handled, this method both guarantees a cost basis on the assets to the 
purchasing corporation and insures only one tax at the selling end—a capital- 
gains tax on the shareholders, 

(b) The first corporation can itself sell the assets, distributing the proceeds 
of sale to its shareholders. Once again the purchasing corporation is entitled 
to a cost basis, but 2 taxes will be levied at the selling end, 1 on the corporation 
and 1 on its shareholders. 

(c) The purchasing corporation can buy the selling corporation’s stock, fol- 
lowing which it acquires the assets by liquidating the selling corporation. This 
method, like the first method, involves no tax on the selling corporation, but 
until recently there was doubt as to whether sections 112 (b) (6) and 1183 (a) 
(15) together might not compel the purchasing corporation to take over the 
assets at a carryover, rather than a cost, basis. In Kimbell-Diamond Milling 
Co. v. Commissioner (187 F. (2d) 718 (5th Cir., 1951)), it was held that the 
assets should be taken over at a cost basis, but uncertainty continues to exist, 
the case being one where cost was less than a carryover basis would have been. 
The Commissioner is still contesting appreciation cases. 

We believe that all three methods should be given the same treatment and 
that such treatment should be that accorded the first method above set forth. 
Basically the question is whether a shareholder tax should not be regarded 
as sufficient when a corporate business is wound up. Section 129 of H. R. 6712, 
80th Congress (1948), so provided, permitting nonrecognition of gain to a 
corporation which sold all its assets, provided it liquidated within 12 months. 
We recommend that such a provision be adopted. We also recommend that 
the law be clarified in those cases where stock is acquired, followed by prompt 
liquidation (begun, for example, when the holding period of at least 80 percent 
of the stock is no more than 1 year), by permitting the acquiring corporation 
to take over the assets at cost rather than transferor’s basis. 


IX. NET OPERATING LOSS CARRYFORWARDS AND CARRYBACKS (TOPIC 24) 


Ostensibly to equalize the tax treatment of businesses with relative stability 
of income and those of the feast and famine type, section 122 of the code 
provides for a 1-year carryback and a 5-year carryforward of net operating 
losses. Unfortunately, however, in the operation of this provision, losses are 
first charged against the dividends received credit, the excess of percentage 
over cost depietion, and wholly or partially tax-free interest, both in the year 
in which the loss arose and in the year to which it is carried, leaving only the 
remainder to be deducted from taxable income. The effect is to deprive 
the feast and famine taxpayer of the benefit of provisions available to other 
taxpayers, thus defeating the very equality of treatment sought to be achieved. 

For example, the A Corporation makes $100,000 in year 1 and suffers a loss 
of $25,000 in year 2. The B Corporation, on the other hand, has profits for 
both years, making $50,000 in year 1, and $25,000 in year 2. Both have $75,000 
for the 2 years together. Yet if both have $10,000 per year of tax-free interest, 
the first will be taxable on $95,000, while the second remains taxable on only 
75,000. We can see no justification for such a result. Both corporations 
should be treated exactly the same. 

The same situation exists in the case of intercorporate dividends. When 
the intercorporate dividend tax was first imposed in 1935, the reports of both 
congressional committees declared that the intent was to subject such dividends 
to only a small tax, since it was really double taxation of corporate profits. 
The 52 percent tax which results from the rules in section 122 can scarcely be 
called a small tax. 

The penalty which the percentage depletion limitation imposes on mining 
companies, which are notoriously subject to wide fluctuations in income, is 
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obvious. But, to make matters even worse, the limitation is currently being 
stretched beyond what even its words require. Section 122 (d) (1) provides 
as follows: “(1) The deduction for depletion shall not exceed the amount 
which would be allowable if computed without reference to discovery value 
or to percentage depletion under section 114 (b) (2), (8), or (4).” Although 
it seems plain that the cost-depletion deduction which acts as a ceiling is that 
which would be available if prior depletion deductions had likewise been on 
a cost basis, some revenue agents have taken the position that in determin- 
ing the cost-depletion deduction for the year in question the basis of the prop- 
perty must be charged with previously allowed or allowable percentage depletion. 

We recommend that the so-called economic loss limitations be removed from 
the statute. When this is done the concept of separte taxable years should be 
obliterated so as to permit percentage deductions, exclusions for exempt interest 
or credits to the same extent as if the combined net income for the year of loss 
and the carryover year represented the net income for a single year. 


X. CAPITAL GAINS AND LOSSES (TOPIC 22) 


We submit that taxpayers should be allowed deduction for the excess of net 
long-term capital losses over net short-term capital gains in the year incurred, 
with tax benefit limited to the rate of tax applicable to the excess of net long- 
term capital gains over net short-term capital losses. 

Such net losses, in the case of a corporation. are usually the result of transac- 
tions which are an integral and essential part of the corporation's operations. 
Accordingly, such transactions should not be penalized as though they were some 
form of undesirable speculation. The excess net long-term capital losses over 
net short-term capital gains should be allowed in full and the carryover pro- 
visions of section 117 (e) (1) should be limited, in the case of corporate tax- 
payers to the excess of net short-term capital losses over net long-term capital 
gains. 


XI, FOREIGN TAX CREDIT (TOPIC 80) 


(a) Section 131 (c) provides, in effect, that if a taxpayer receives a refund 
of foreign taxes for which he has previously received a credit, the United States 
tax for the prior period will be recomputed and the Commissioner may recover 
the deficiency. There is no statute of limitations. 

On the other hand, taxpayers who are assessed for the foreign taxes of prior 
years are subject to the statute of limitations and may thereby be deprived of 
the proper credit merely because the foreign government has no statute of limi- 
tations or has a longer statute than ours. 

We recommend that the taxpayer should have the same privilege as the Com- 
missioner and should be allowed to recompute the taxes of prior years and to 
obtain a refund provided a claim is filed promptly after the payment of any 
foreign income taxes in respect of such prior years. 

(b) The President’s tax message to Congress in January 1950 recommended 
postponement of taxation on corporate income earned abroad until that income 
is brought home in order to extend to corporations operating through branches 
in foreign countries the same tax treatment now received by domestic corpora- 
tions with subsidies abroad. 

The legislation to carry out this recommendation was introduced on May 14, 
1951, by Representative Simpson, of Pennsylvania, and was designated as H. R. 
4082. A redraft of this bill which was designated as H. R. 8398 and introduced 
on June 27, 1952, adds to the original bill restrictions and limitations which are 
considered to be unworkable in practice. 

We indorse the principle and purpose of the Simpson bill and recommend its 
adoption in as simple a form as possible. We believe that corporations should 
not be compelled to pay United States tax on income retained in the foreign 
country by using United States dollar income obtained from other sources. 


XII. CONSOLIDATED RETURNS—-2 PERCENT PENALTY TAX (TOPIC 26) 


The privilege of filing consolidated income-tax returns by an affiliated group 
of corporations was restored by Congress in the Revenue Act of 1942. In the 
Second Revenue Act of 1940, consolidated excess-profits-tax returns were au- 
thorized. In so doing, Congress recognized the identity of interest between a 
parent corporation and a subsidiary which is owned 95 percent or more by the 
parent or by a group of affiliated corporations, and provided the option permit- 
ting the inclusion of such subsidiary for income-tax purposes through the 
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medium of a consolidated return as a branch of the business rather than as a 
separate entity. 

Primarily because of the tax on intercompany dividends which became effective 
in 1926, many companies have integrated their business through the dissolution 
of their subsidiaries wherever it was practicable so to do. We believe that 
generally where the subsidiary has been retained its dissolution has been found 
impracticable either because of legal requirements or business necessity. 

Accordingly, the retention of the 2-percent penalty on consolidated returns im- 
poses a disproportionate part of the tax burden on a business which finds it 
necessary to operate through subsidiaries as compared with one that can be 
conducted by means of a single company. There is no justifiable ground for 
this discrimination. 

For these reasons we urge the prompt removal of the 2-percent penalty for 
filing consolidated returns. 


XIII. DEFICIENCIES AND REFUNDS 


(a) The present interest rate on both deficiencies and refunds is 6 percent. 
In the case of deficiency interest this amounts to a penalty rather than a mere 
charge for the use of money. By the same token, refund interest is out of line 
with current rates. We believe both rates should be reduced to, say, 3 percent, 
to correspond more nearly with going rates. The argument that better than 
the going rate is desirable in the case of deficiency interest in order to induce 
the prompt payment of taxes ignores the fact that most deficiencies arise out 
of honest disputes and that to force taxpayers to contest doubtful points by the 
refund route is to place them under an unwarranted handicap. 

(b) Deficiency interest runs from the due date of the return, refund interest 
from the date of the last payment of tax. When there is both a refund and a 
deficiency for the same year, as in the case of excess-profits credit changes under 
the World War II excess-profits tax, separate interest computations Can cause 
the taxpayer to be exposed to as much as a 9-month excess interest charge. We 
recommend that this be avoided by netting refunds and deticiencies in su-h cases 
and making only one interest calculation on the balance, deticiency, or refund, 
as the case may be. 

We also believe that excessive refinements have been introduced into the 
interest problem by running interest on potential” deficiencies in cases where, 
though an overpayment exists, it is one where refund interest is limited by 
statute to a starting date later than the general rule, such as when the claim 
was filed (carrybacks), one year after the claim was filed or September 16, 
1945, whichever is later (sec. 722 claims), or there is no interest at all (1940 and 
1941 sec. 722 claims). Much of the confusion surrounding interest computa- 
tions flows from these refinements. The Bureau’s calculations are often wrong, 
taxpayers question the essential fairness of the approach, and, on the whole, 
the administration of the tax laws suffers by it. We recommend that the com- 
putation of interest on fictitious deficiencies be eliminated. 

The recommendation is also made that in mixed refund and deficiency cases 
involving several years, principal be set off against principal, and interest 
against interest, in lieu of the present method of setting off the principal of a 
proposed refund against principal and interest of deficiencies. This present 
method reduces the amount on which refund interest is paid. 

(c) Whatever may be said for or against current deficiency interest rates, 
they become especially burdensome when audit of returns is deferred for as 
long as is now often the cuse. We recommend that deficiency interest be limited 
to the period during which the tax could be assessed without reference to any 
Waiver by the taxpayer, plus the period following the issuance of a 90-day letter, 
if any, covering the deficiency. In the ordinary case this would mean that 
interest would run for 3 years plus the period following the issuance of the 
90-day letter. The 3-year period would be correspondingly longer where the 
statute of limitations for making assessments without a waiver is longer, as 
in the case of the 5-year statute on understatement of gross income, ete. In 
fraud cases, where there is no statute of limitations, there would, of course, 
be no limitation on the running of interest. 

A corresponding adjustment of refund interest is also recommended. That 
is to say, in cases where the claim is not filed until after the expiration of the 
ordinary statutory period for the filing of refund claims, there should be no 
interest for the time between the expiration of such period and 6 months after 
the claim is filed. 
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XIV. TRANSFEREES 


(a) Statute of limitations 


Internal Revenue Code section 322 (b) (3) provides that the time within 
which refund claims may be filed continues to a date 6 months after the expira- 
tion of a waiver where one is executed in accordance with section 276 (b). 
Under section 311 (b) (1) and (2) the Commissioner has an extended period 
within which to assess transferees without any concurrent extension of the 
period for filing refund claims. Nor is the refund period extended when waivers 
are executed by transferees in accordance with section 311 (b) (4). 

We recommend that a transferee’s right to file a refund claim should be 
concurrent with the period of assessment established by statute or by waiver. 
(bv) Deduction of interest 

If a transferor contests a tax liability which is subsequently paid by a trans- 
feree the interest on such taxes is deductible by the transferee only for the 
period after the transfer (Aoppers Co., 3 T. C. 62) unless the transfer is by 
operation of law through a statutory merger. Interest for the prior period 
is not deductible by the transferor (Koppers Coal Co., 6 T. C. 1209). 

Deductions for interest should not depend upon such technical distinctions, 
Trans.erees in tax-free reorganizations and liquidations should be permitted to 
deduct all interest for which they are liable in respect of predecessor's taxes. 
(c) Other deductions and elective rights 

When the business of a transferor is continued in a transferee as the result 
of a tax-free transfer, the privileges and rights of the transferor shall move 
to the successor, expenses which are paid by the successor and which would 
have been allowable as deductions, had they been paid by the predecessor, 
should be allowed to the transferee. Elective rights, such as the amortization of 
bond premiums, the inventory elections provided by section 22 (d), the alternative 
method of reporting installment sales, the right to capitalize or charge off intan- 
gib'e drilling costs should be exercisable by the successor. The recovery of 
amounts which, by the provisions of section 22 (b) (12), would be tax-free to the 
transferor should be similarly tax-free to the transferee, and the latter should 
stand in the shoes of the predecessor for the purpose of the war loss provision, 
carryovers and the deduction of contributions made under the provisions of 
section 160. 

XV. DATE FOR FINAL DECLARATION OF ESTIMATED TAX 


Under section 1633 of the Internal Revenue Code, an employer is not required 
to furnish employees with withholding receipts (Fo1ims W-2) until January 31 
following the close of the year. This date was chosen in order to allow employers 
as much time as possible to assemble the necessary data and prepare such forms. 

The relatively adequate time thus provided by law is to some extent nullified, 
however, by section 58 (ad) (3), which permits individuals to avoid making a 
final declai:ation of estimated tax by filing a final income tax return on or before 
January 15. While the general requirement that the taxpayer should attach his 
W-2 forms is lifted in such cases by regulation if such forms have not yet been 
made available by the employer, this relaxation of the general requirement is not 
noted on the return form or in the instructions, nor is it generally known. More- 
over, even taxpayers who are aware of the fact that the availability of the W-2 
forms is not a condition precedent to early filing are nevertheless reluctant to 
prepare their returns without such forms, in part because of uncertainty as to the 
exact amounts involved and in part because of the confusion to which fliing a 
return without withholding receipts might lead. Consequently, great pressure 
is put upon employers to furnish such receipts prior to the time prescribed by 
law. This p'aces a great burden upon such employers, who are subjected to ad- 
ditional expense in the form of overtime pay, disruption of the orderly functioning 
of t eir }ayroll departments, and neglect of other equally pressing accounting 
tasks. 

It is doubtless also true that the lack of coordination between section 1633 and 
the individual return requirements precludes early filing in many cases, thereby 
causing duplication of effort on the part of individual taxpayers and the Govern- 
ment as well as delay in the collection of the revenue. 

We recommend that this situation be corrected by extending to January 31 the 
date by which taxpayers must file their final declaration or, in lieu thereof, may 
file their final tax return. 








2914 GENERAL REVENUE REVISION 


XVI. STAMP TAXES (TOPIC 4) 


(a) On corporate securities 

Section 1801 of the Internal Revenue Code has long imposed a stamp tax 
on the issuance of “bonds, debentures, or certificates of indebtedness issued by 
any corporation and all instruments, however termed, issued by any corpora- 
tion with interest coupons or in registered form, known generally as corporate 
securities.” For many years this language was held by the Bureau of Internal 
Revenue not to include an instrument called a note, unless it had interest 
coupons attached or was in registered form. In General Motors Acceptance 
Corporation v. Commissioner (161 F. (2d) 593 (2d Cir., 1947), cert. den., 
332 U. S. 810), however, the term “debenture” was extended to cover many 
of these instruments, particularly those evidencing insurance company loans, 

That this decision in effect changed the law as previously understood was 
early recognized by the Bureau in the form of a ruling which announced that 
it would not be applied retroactively (special ruling September 1, 1948, 485 
Cc. C. H. par. 6228). This ruling reads in part as follows: 

“The Bureau has for a considerable period of time held that an instrument 
termed ‘note’, not in registered form and issued without interest coupons, is 
not subject to the stamp tax upon issuance or transfer. Because of this long 
and uniform holding of the Bureau and the consequent reliance of corporations 
on these rulings, it has been concluded that the decision of the court should not 
be applied retroactively. * * *” 

In an effort to give some guidance for the future the Bureau had already listed 
yarious factors, such as provision for amortization, requirement of maintenance 
of minimum capital, requirement that annual balance sheet be provided, etc., 
which would be taken into account in determining whether a particular instru- 
ment would be classified as a debenture or merely a note (special ruling July 14, 
1948, 485 C. C. H. par. 6223). The uncertainties created by the GMAC case 
were emphasized, however, by the following remarks: 

“It is not intended by this letter to indicate that all these conditions must be 
present before a note may be classed as taxable; neither is it intended that this 
letter be regarded as a general rule indicative of the scope and application of 
the General Motors Acceptance Corporution decision. Obviously, the circum- 
stances and facts may so vary in individual cases as to require consideration of 
other factors.” 

The GMAC case itself gave little help and suggested only a possible distinction 
between long-term capital and day-to-day borrowing. A simple comparison of 
Belden Mfg. Co. v. Jarecki (192 F. (2d) 211 (7th Cir., 1951) ), which the taxpayer 
won, with the GMAC case, which the taxpayer lost, shows how unpredictable 
these cases are. 

So far as known, there was never any real complaint over the law as previously 
understood, on the part either of the Government or of taxpayers. Certainly 
the current situation, being a source of constant controversy and frequent litiza- 
tion, is extremely unsatisfactory. Since the object of section 1801 appears to be 
to reach corporate securities, it ought to be possible to use the tests laid down 
in other parts of the Internal Revenue Code. Both in section 23 (k) (3) and in 
section 117 (f) the concept of security is employed. It is defined in both in- 
stances in terms of bonds, debentures, notes or certificates, or other evidences 
of indebtedness issued by a corporation, with interest coupons or in registered 
form. We recommend that the taxable objects in section 1801 be defined in the 
saline terms, thereby returning substantially to the law as it was understood 
prior to the GMAC case. This could be accomplished by amending section 1801 
so as to substitute for the matter preceding the first proviso, the fullowing: 
“On all bonds, debentures, notes, or certificates, or other evidences of indebted- 
ness issued by any corporation, with interest coupons or in registered form, on 
each $100 of face value or fraction thereof, 11 cents.” 

(b) On increase in capital-stock value 

Section 1802 (a) of the Internal Revenue Code provides for a stamp tax upon 
the “original issue” of shares or certificates of stock. Unknown to taxpayers 
generally is the fact that the Bureau regards a mere increase ih the stated value 
of capital stock unconnected with the issuance of any additional shares as like- 
wise within such provision. 

It is understood that this position is regarded by the Bureau as confirmed by 
the proviso added to section 1802 (a) in 1947 for the purpose of relieving stock 
issued in a recapitalization from the burden of the tax except to the extent that 
amounts were designated as capital for the first time by the recapitalization. 
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Previously such issues had been fully taxable. How a provision partially exempt- 
ing a class of actual issue cases can be said to support taxing nonissue cases 
is difficult to understand. In fact, the argument ought to be the other way. It 
took a statutory amendment to get away from the letter of the law (i. e., the word 
“jssue”) for relief purposes; it should likewise require a statutory amendment 
to get away from the letter of the law (i. e., the word “issue’”’) for tax-imposing 
purposes. 

We believe that the intention of the section has always been to impose the 
stamp tax only when additional shares or certificates of stock are actually 
issued and recommend that section 1802 (a) be amended to make this inten- 
tion clear beyond any possibility of misconstruction. If, on the other hand, it 
is desired that mere increases in stated value should be subject to tax, the new 
rule should be affirmatively legislated in order that taxpayers may be aware 
of their liability. 


XVII. UNPUBLISHED RULINGS 


Taxpayers generally have long since learned to their regret that regulations 
and published rulings do not constitute the entire body of official pronounce- 
ments which revenue agents regard as binding in the disposition of cases. 
Some unpublished ruling or directive of broad and general application, which 
cannot be disclosed to the taxpayer, is frequently alleged to tie the agent’s hands 
and require an adverse determination. Thus, the taxpayer is precluded from 
arguing with the agent, cannot effectively combat the adverse view at the source, 
and often has no recourse but the courts. Had the Bureau accepted the respon- 
sibility of making its views and the underlying reasons public, the taxpayer 
might have avoided the pitfall in which he finds himself, or it may be that the 
Bureau could have been persuaded to change its view. At worst, the taxpayer 
would have had a better idea of where he stood when preparing his return. As 
it is, he may be confronted with an entirely unexpected and often disastrous 
deficiency. 

Realizing that the Bureau cannot be expected to publish all the thousands of 
rulings it issues in individual cases, it ought nevertheless to publish (and we so 
recommend) all those which it regards as of sufficient importance to circulate 
anong its field offices either in full or in digest form. This includes mimeo- 
graphs, directives, instructions, manuals, and other documents interpreting the 
tax laws and intended to be applied by, or to be advisory of, the agents in the 
handling of cases. Any purely private ruling in some other case which may 
have come to the agent’s attention should not be regarded by him as creating 
any precedent or as precluding him from considering the point involved de novo 
and on his own responsibility, with full opportunity to the taxpayer to hear 
and to be heard. 


XVIII. REVIEW OF REGULATIONS 


There have been numerous complaints in recent years that the Treasury 
Department has failed to abide by congressional intent in the issuance of regula- 
tions interpreting controversial provisions of the tax laws. The Administrative 
Procedure Act provides for taxpayer protests and hearings on proposed regula- 
tions before they become final, but fails to establish a liaison between the con- 
gressional tax committees and the Bureau. Such a liaison could provide the 
formal means for apprising the Bureau of the intent of the framers of the law 
and for initiating corrective action by Congress, if found advisable. It would 
go a long way toward reestablishing taxpayer confidence in the administration of 
the tax laws. 

We recommend that, prior to the issuance of any final regulations, the Secre- 
tary of the Treasury be required to consult with the Joint Committee on Internal 
Revenue Taxation as to any questions of statutory interpretation or congres- 
sional intent concerning which he is in doubt, or which are raised by the com- 
mittee either as a result of taxpayer letters or the committee’s own examination 
of the notice of proposed rule making. The Secretary would not be bound to 
follow the committee's views in the event of disagreement. It should be provided, 
however, that in such cases the committee would report the disagreement to 
Congress, together with recommendations for appropriate legislation. 


XIX. DEFICIENCY AND REFUND NOTICES TO SHOW DETAILS OF INTEREST COMPUTATIONS 


Much confusion, uncertainty, and inconvenience to taxpayers arise from the 
inability of the taxpayer to verify the Bureau’s computation of interest on 
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deficiencies and overassessments. The complications multiply when several 
years’ taxes are involved in the Bureau notice. 

The Commissioner’s regulations understandably cannot spell out in detail the 
various interest computations that may arise. There is a lack of judicial in- 
terpretation due to the fact that the Tax Court does not have jurisdiction of 
interest. Verification of the interest figure in deficiency or refund notices, there- 
fore, is troublesome and the taxpayer has little readily available information 
on the subject. 

Attempts to obtain satisfactory explanation from the local collectors’ offices 
usually end up with instructions to write to the Bureau in Washington. This 
is an unwarranted imposition upon taxpayers. 

Detailed statements of deficiencies or overassessments in tax are furnished 
in the Internal Revenue agents’ reports. Why then should not the taxpayer be 
furnished with a statement showing how the interest was computed? 

In the consummation of their duties, Bureau employees compile detailed com- 
putations of interest. A copy of these computations, with little additional effort, 
could be attached to the deficiency or refund notice. This courtesy will demon- 
strate the Bureau's desire to capture the taxpayer's goodwill. 

We recommend it. 

EXCESS-PROFITS TAX 

The most important single fact concerning the excess-profits tax is that it 
expires June 30, 1953. We have always been opposed to this highly inequitable 
tax and view its expiration with approval. Though many proposals for amend- 
ment which ought to be retroactively applicable even to the limited period of its 
existence have been submitted by members of the institute, it is reported that 
the Congress will probably prefer to allow the tax to die as it is. 

We, therefore, make no recommendations for amendment of the excess-profits 
tax at this time. Should the Congress later become receptive to such changes, 
however, our recommendations will be made available to the joint committee 
staff. 


BEAUMONT, TEx., September 18, 1958. 
Representative Jack B. Brooks, 
Federal Building, Beaumont, Tez. 

Dear Mr. Brooks: It is noted that Congress apparently is going to make maior 
changes in the excise-tax setup at the next session. There are changes that 
appear to be desirable from our point of view which are outlined below. 

We are in the business of storage-battery manufacturing which product is 
classed as auto accessories and is subject to 8 percent Federal excise. While we 
do not agree with such outrageous rate, it is not our purpose to discuss the 
amount of the tax. The method of application of the above rate is of prime 
concern to us. 

The tax applies to the selling price of the battery and when there are several 
selling prices for the same item it becomes necessary to determine to which price 
the tax applies. In informal talks with Treasury representatives they have indi- 
eated the lowest selling price to be the proper basis for the tax. This price to 
us represents a return of cost and our usual margin of profit. 

It is our understanding that some battery manufacturers dispose of their 
output to subsidiary sales organizations at actual cost of manufacture and pay 
taxes only on their return of cost and not on profits which accrue to the sales 
organization, for example: 


1. Batteries sold by us at cost plus profit $100. 00 
Federal excise tax, at 8 percent 8. 00 
2. Batteries sold by others at cost 
Federal excise tax, at 8 percent 


It can readily be seen that the parent and subsidiary in conjunction effect a 
tax saving on the same product of about 30 percent. 

If our understanding of the above condition is correct, we believe a tax hased 
on the weight of the lead contents of each battery, or based on the suggested list 
price of each battery, would be more equitable. 

Your interest and efforts in this matter at the next session of Congress will 
be most appreciated. 

Sincerely yours, 
BEAMAN BATTERY MANUFACTURING Co, 
R. L. BEAMAN, Owner. 


(Whereupon, at 8:30 p. m., the committee was recessed.) 
x 








